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Authority Agenda

NOTICE OF AUTHORITY MEETING
Monday 10 February 2020 at 9.30 am
London Borough of Newham, Workplace, Westfield Stratford City, 5th Floor,
2 Stratford Place, London, E20 1EJ.
Members
Councillor Osman Dervish (Chair), Councillor James Asser (Vice Chair), Councillor
Dorothy Akwaboah, Councillor Sheila Bain, Councillor Robert Benham, Councillor
Syed Ghani, Councillor John Howard and Councillor Genevieve Kitchen.
Andrew Lappage
Managing Director

31 January 2020

Tel: 020 8724 5614
E-mail: andrew.lappage@eastlondonwaste.gov.uk

AGENDA
For Information

1.

Apologies for absence

For Information

2.

Declaration of Members Interest
In accordance with the Constitution, Members are asked to
declare any personal or prejudicial interest they may have in
any matter which is to be considered at this meeting

For Decision

3.

Minutes – To agree Part 1 (Public Items) of the minutes of
the Authority’s meeting held on 02 December 2019 and
authorise the Chair to sign the same

For Information

4.

External Audit Plan 2019/20

For Information

5.

Budgetary Control & Contract Monitoring to 31 December
2019

For Decision

6.

Treasury Management Strategy and Prudential Code
Indicators 2020/21 to 2022/23

For Decision

7.

Revenue & Capital Budgets and Levy 2020/21

For Decision

8.

Review of the Corporate Risk Register

For Decision

9.

Annual Budget & Service Delivery Plan 2020/21 and Five
Year Service Delivery Plan

For Decision

10.

Strategy – Preparations for the Future Wastes Management
Arrangements in East London - Update

For Decision

11.

Any other public items which the Chair decides are urgent.
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For Decision

12.

Authority Agenda
To consider whether it would be appropriate to pass a
resolution to exclude the public and press from the
remainder of the meeting due to the nature of the business
to be transacted.

Confidential Business
The public and press have a legal right to attend Authority meetings, except where
business is confidential or certain other sensitive information is to be discussed. The
items in the private part of the agenda are exempt from publication under paragraph
3 of Part 1 of Schedule 12A of the Local Government Act 1972 (as amended) as they
contain commercially confidential information and the public interest in maintaining
the exemption outweighs the public interest in disclosing the information.

For Decision

13.

Minutes – To agree Part 2 (Restricted Items) of the minutes
of the Authority’s meeting held on 02 December 2019 and
authorise the Chair to sign the same
These Minutes have been restricted to Members and specific
officers only.

For Information

14.

ELWA Limited Update (Confidential)
This report has been restricted to Members and specific
officers only.

For Decision

15.

Possible future changes to DMR and disposal service
arrangements (Confidential)
This report has been restricted to Members and specific
officers only.

For Decision

16.

Any other confidential or exempt items which the Chair
decides are urgent.
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AUTHORITY MINUTES –MONDAY 02 DECEMBER 2019 - PART 1 PUBLIC ITEMS
(9.30 AM–10.50 AM)
Present:
Councillor O Dervish, Chair (Havering), Councillor J Asser, Vice Chair (Newham),
Councillor D Akwaboah (LBBD), Councillor S Ghani (LBBD), Sheila Bain, (Redbridge),
Councillor J Howard (Redbridge)
1.

Apologies for Absence

Apologies for absence were received on behalf of Councillor Benham (Havering) and
Councillor Genevieve Kitchen (Newham)
2.

Declaration of Members’ Interests

There were none declared.
3.

Minutes -To agree Part 1 (Public Items) of the minutes of the Authority’s
meeting held on 07 October 2019 and authorise the Chair to sign the
same. (page 1)

Members confirmed as true and accurate the public minutes of the Authority Meeting
held on 07 October 2019. The Chair was authorised to sign the same.
4.

Treasury Management Mid-Year Review 2019/20

The Finance Director presented the report and drew Members’ attention to the
continued prudent investment approach. She also noted that HM Treasury had
increased the cost of borrowing from the Public Works and Loans Board by 1%, which
may affect the Authority in the future.
The Finance Director confirmed that in other respects the treasury management
arrangements remained similar to that reported to the February meeting of the
Authority.
Members noted the report.
5.

Budgetary Control & Contract Monitoring to 30 September 2019

Members received the regular joint report on Budgetary Control & Contract Monitoring
to 30 September 2019 from the Finance Director and Managing Director. Members
discussed Appendix B, Tonnage Profile 2019/20, showing Contract tonnages slightly
under profile (2.9%).
The Managing Director noted Renewi’s Contract Waste and Household Waste recycling
performance, the latter of which has a contractual target of 33%. Currently Renewi is
performing below this target, but plans are being developed to introduce new measures
that will help reach this target as early as possible.
Members noted the report.
6.

Medium Term Financial Strategy 2020/21 to 2024/25

Members received the Finance Director’s Medium-Term Financial Strategy (MTFS)
report for the five years from 2020/21 to 2024/25 with particular focus on the 2020/21
financial year.
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The MTFS reflects a number of factors including increased tonnages and other
expenditure that results in a projected indicative levy increase of 1.49% in 2020/21;
this is lower than the forecast 5.39% increase reported in February 2019. For the
years 2021/22 to 2024/25 increases are up to 5.49%. Forecasts of the levy for
Constituent Councils in future years will take into account waste minimisation
measures and waste tonnage reductions where possible.
The Finance Director highlighted that previous projections of increased tonnages due
to population and housing growth had not materialised, but may at some point become
apparent in increased tonnages. Officers will continue to monitor future expected
housing growth to ensure further projections reflect this impact on waste growth.
In response to questions from Members, the Finance Director confirmed tonnages are
budgeted to increase in 2021/22 by 6,000 tonnes, and 11-13,000 tonnes in future
years as a result of projected population and housing growth.
The Managing Director confirmed the 99% diversion from landfill (which incorporates
recycling of Household Waste) is significantly better than the contractual target of
67%, however it does not provide a financial benefit to the Authority.
The Finance Director also highlighted parts of the report that addressed the Authority’s
projected income streams, the approach to reserves and the management of future
levy increases as the IWMS contract nears its end. She also noted with regards to the
projected levy increases for Constituent Councils’ household tonnages, 2020/21
Council Tax Band-D figures are not yet available and will be updated for the February
Authority meeting.
Members agreed the Medium-Term Financial Strategy (MTFS) for the years
2020/21 to 2024/25.
7.

Programme of Authority Meetings 2020/21

Members noted that there will be a change in venue for the next Authority Meeting on
Monday 10 February 2020 with details to be confirmed. A further Strategy Workshop
will continue after the meeting with the Deputy Mayor, Shirley Rodrigues then
attending to give a short address with regards to future direction. 1
Members noted the update
8.

Strategy – Preparations for the
Arrangements in East London - Update

Future

Wastes

Management

Members received an update from the Head of Strategy & Development in respect of
the East London Joint Resources and Wastes Strategy. Attention was highlighted
towards the amendment to the approved Aims and Objectives concerning the omitted
reference to “reuse” in the phrase 1.2 (b), which should have read “Maximise reuse,
recycling and composting rates”. Apologies were accepted by the Members and the
amendment was agreed.
The update focussed on the next steps with reference to Part B and C of the East
London Joint Resources & Wastes Strategy. Part B will be an appraisal of technologies

Confirmed as Workplace, Westfield Stratford City, 5th Floor, 2 Stratford Place, London, E20
1EJ;
1
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for treating the wastes identified at Part A that will need to be managed by ELWA and
the Constituent Councils, whilst Part C will be a strategy for delivering the
infrastructure required to fulfil the Strategy.
Members were advised that the project is well under way at the data gathering stage
and formal thanks were relayed to the teams in the Constituent Councils for their work
to assemble the required information. Members agreed to hold another Strategy
Workshop directly after the next Authority Meeting. The Deputy Mayor of London has
also been invited to attend after the next Authority Meeting and Workshop 10 February
2020.
Members noted the progress on the development of the Strategy and approved the
minor amendment to the Aims and Objectives whereby the word ‘reuse’ was omitted
from 1.2 (b).
9.

East London Waste Prevention Programme

Members received the joint report of the Managing Director and Head of Strategy &
Development in respect of the East London Waste Prevention Programme.
The Head of Strategy & Development noted that the proposal would increase capacity
for undertaking waste prevention in East London by complementing the work already
being undertaken by teams within the Constituent Councils. The programme would be
funded from the ELWA Strategy Reserve and would be established for a two-year trial
period. During that time further work would be done on indicators to better measure
the impacts of waste prevention activities, so that the programme could be more
effectively evaluated. The programme will work alongside the Constituent Council
teams and also the team from Keep Britain Tidy that provide communications,
engagement and education services under their contract with Renewi. The partnership
will be coordinated by a new officer reporting to the Head of Strategy & Development,
who will then have two more staff under them for primarily frontline engagement with
the public on waste prevention.
The Head of Strategy & Development explained that the new team would provide
consistent work across the region, focusing on areas where there was scope to do more
within each borough.
This will enhance the current resource for existing
activities/programmes, widen the scope of waste prevention work in East London, and
allow for economies of scale and cross-borough working benefits to be realised. Officers
will report back to Members on the recruitment processes and the relevant points of
contact at the Authority for this new work stream as it develops.
The Managing Director noted that there is a strong business case to do more on reuse
and waste prevention in order to save money during the current contract.
Members noted the report and approved the establishment of a two-year Waste
Prevention Programme funded by ELWA’s Strategy Reserve.
10. Date of next meeting: Monday 10 February 2020 at 9.30am.
Members noted the date of 10 February 2020 as the date of the next Authority
meeting, at 9.30 am. Members were informed that the venue is to be rearranged and
communicated in due course.
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11. Any other public items
None.
12.

Resolution

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 of part 1 of Schedule 12A of the
Local Government Act 1972 (as amended).
13. Minutes - Part 2 (Restricted Items) of the Minutes of the Authority’s
meeting held on 07 October 2019
Members confirmed as true and accurate the Part 2 (Restricted Minutes) of the
Authority’s meeting held on 07 October 2019. The Chair was authorised to sign the
same.
14. ELWA Limited Board Meeting 30/10/19 Update
Members noted the Managing Director’s confidential report.
Members noted the update.
15. Integrated Wastes Management Services (IWMS) Contract Insurance
Renewal
Members noted the report from the Managing Director and Head of Waste & Support
Services.
16. Any other confidential or exempt items which the Chair decides are
urgent

Chair:
Date:

10 February 2020
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EXTERNAL AUDIT PLAN 2019/20

1.

Confidential Report

1.1

No

2.

Recommendation:

2.1

Members are asked to note the External Audit Plan.

3.

Purpose

3.1

To consider the external auditor’s Audit Plan for the period 1 April 2019 to 31
March 2020 including the audit of the 2019/20 final accounts.

4.

Background

4.1

Ernst & Young LLP (EY) has been appointed to audit the accounts of the East
London Waste Authority for five years, which covers the accounts for 2018/19
to 2022/23. This appointment is made under regulation 13 of the Local Audit
(Appointing Person) Regulations 2015, and was approved by the Public Sector
Audit Appointments Ltd (PSAA) Board at its meeting on 14 December 2017.

4.2

The Audit Planning Report is attached at Appendix A.

4.3

The Audit Plan sets out key audit risks and areas of focus and the work that
the auditors will undertake in response. The key risks identified and changes
in the assessment / focus of the risks from 2018/19 are as follows:
Risk identified

Change from 2018/19

Misstatement due to fraud or error

Remains a fraud risk / significant risk.
This is standard practice in all audits.

Incorrect adjustments through the
Movement in Reserves Statement

Reduced from significant to inherent risk

Pension liability valuation

Remains inherent risk. Slight change in
focus of risk.

Valuation of property, plant and
equipment

Reduced from significant to inherent risk

PFI liability and annual charges

Reduced from significant to inherent risk

IFRS 16 – readiness assessment

New risk for 2019/20
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4.4

The PSAA published fee for the audit work in respect of the Code of Practice is
£14,068 (£14,068 for 2018/19) and the cost of this is met from the ELWA
revenue budget. The level of the fee is dependent on the timeliness and quality
of the documentation provided for audit and the audit opinions being
unqualified. Any changes to the fee are required to be approved by PSAA.

4.5

The Audit Plan also sets out the level of materiality that the auditors will
consider when carrying out their audit work. For planning purposes, materiality
has been set at £1.3m which represents 2% of the Authority’s prior year gross
expenditure on provision of services. Performance materiality is the amount
that the auditors use to determine the extent of their audit procedures and is
set at £1.0m which represents 75% of planning materiality. The level below
which any audit misstatements are deemed ‘clearly trivial’ and as such are not
required to be reported to Members is set at £0.067m.

5.

Relevant officer:
Maria G Christofi, Finance Director / e-mail: finance@eastlondonwaste.gov.uk
/ 020 8708 3588

6.

Appendices attached:

6.1

Appendix A – EY 2019/20 Audit Planning Report

7.

Background papers:

7.1

None

8.

Legal considerations:

8.1

The Accounts and Audit (England) Regulations 2015 require that the Authority
must ensure that it has a sound system of internal control which facilitates the
effective exercise of its functions and the achievement of its aims and
objectives; ensures that the financial and operational management of the
authority is effective; and includes effective arrangements for the management
of risk. Furthermore, the Finance Director:-

8.2

a)

has a statutory duty under Section 151 of the Local Government Act 1972
and Section 73 of the Local Government Act 1985 to ensure that there
are proper arrangements in place to administer ELWA’s financial affairs,
and

b)

a responsibility in accordance with the Authority’s Constitution to prepare
the Authority’s Annual Statement of Accounts in accordance with
mandatory and proper accounting practices (Section D, paragraph 6,
ELWA Constitution).

These arrangements extend to and include an effective external audit of the
Authority’s Statement of Accounts, arranged by the Chief Finance Officer.

Page 2 of 4

6

10 February 2020

Authority Agenda Item 04

8.3

The Local Audit and Accountability Act 2014 places a requirement on relevant
public authorities to appoint an external and independent auditor. The Act also
sets out the statutory responsibilities of EY as appointed auditors for a public
body and include a requirement on the auditor to consider value for money
implications of the audit.

8.4

In accordance with Section D of ELWA’s Constitution (para. 6.3(c)), the
Authority is responsible for approving the draft Annual Statement of Accounts
by the statutory date following the end of the financial year on 31st March. The
external audit will facilitate the Authority’s decision in respect of its Statement
of Accounts.

9.

Financial considerations:

9.1

The financial considerations are included within the body of this report.

10.

Performance management considerations:

10.1

None

11.

Risk management considerations:

11.1

The decision to agree EY’s external audit plan should help mitigate the following
strategic risks:
a)

C8 – The Authority’s control systems do not provide timely detection of
fraudulent or corrupt acts.

b)

C9 – The Authority has insufficient funds to meet its obligations.

c)

C10 – The Authority does not have adequate systems in place to ensure
continuity of its business operations.

12.

Equalities Considerations:

12.1

The Authority is required by the public sector equality duty (PSED) imposed by
the Equality Act 2010 to have due regard to the need to eliminate
discrimination, advance equality of opportunity and foster good relations
between different people when carrying out their activities. This report does
not raise equalities impacts.

13.

Follow-up reports:

13.1

None.

14.

Websites and e-mail links for further information.

14.1

None.

15.

Glossary

15.1

EY = External auditors

15.2

PSAA = Public Sector Audit Appointments Ltd

15.3

PSED = Public Sector Equality Duty
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Approved by Management Board

16.1

27 January 2020

17.

Confidentiality

17.1

Not applicable.
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Authority
Audit planning report
Year ended 31 March 2020
January 2020
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January 2020

East London Waste Authority
Harvey House
St Edwards Court
Romford RM7 9QD

Dear Authority Members
2019/20 Audit Planning Report
We are pleased to attach our Audit Plan which sets out our plan for how we intend to carry out our responsibilities as auditor. Its purpose is to
provide the Authority with a basis to review our proposed audit approach and scope for the 2019/20 audit in accordance with the requirements
of the Local Audit and Accountability Act 2014, the National Audit Office’s 2015 Code of Audit Practice, the Statement of Responsibilities issued
by Public Sector Audit Appointments (PSAA) Ltd, auditing standards and other professional requirements. It is also to ensure that our audit is
aligned with the Authority's service expectations.
This Plan summarises our initial assessment of the key risks driving the development of an effective audit for the Authority and outlines our
planned audit strategy in response to those risks. We have substantially completed our planning procedures. However, we will inform the
Authority if there any significant changes or revisions to the Plan.
This report is intended solely for the information and use of the Authority and management, and is not intended to be and should not be used by
anyone other than these specified parties.
We welcome the opportunity to discuss this report with you on 10 February 2020 as well as understand whether there are other matters which
you consider may influence our audit.
Yours sincerely

Debbie Hanson
For and on behalf of Ernst & Young LLP
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09
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Public Sector Audit Appointments Ltd (PSAA) issued the “Statement of responsibilities of auditors and audited bodies”. It is available from the PSAA website (https://www.psaa.co.uk/auditquality/statement-of-responsibilities/)).The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different
responsibilities of auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.
The “Terms of Appointment and further guidance (updated April 2018)” issued by the PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National
Audit Office Code of Audit Practice (the Code) and in legislation, and covers matters of practice and procedure which are of a recurring nature.
This report is made solely to the Authority and management of East London Waste Authority in accordance with the statement of responsibilities. Our work has been undertaken so that we might state to
the Authority and management of East London Waste Authority those matters we are required to state to them in this report and for no other purpose. To the fullest extent permitted by law we do not
accept or assume responsibility to anyone other than the Authority and management of East London Waste Authority for this report or for the opinions we have formed. It should not be provided to any
third-party without our prior written consent.
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Overview of our 2019/20 audit strategy
The following ‘dashboard’ summarises the significant accounting and auditing matters outlined in this report. It seeks to provide the Authority with an
overview of our initial risk identification for the upcoming audit and any changes in risks identified in the current year.
Audit risks and areas of focus
Risk / area of focus

Risk identified

Change from PY

Misstatements due to fraud or error

Fraud risk /
Significant risk

No change in risk or
focus

As identified in ISA 240, management is in a unique position to perpetrate fraud
because of its ability to manipulate accounting records directly or indirectly and
prepare fraudulent financial statements by overriding controls that would
otherwise appear to be operating effectively.

Inherent risk

Reduced risk for
2019/2-

We have identified the adjustments between accounting basis and funding basis
under regulations which are reflected in the movement in reserves statement as
an area where errors in these adjustments could result in a misstatement of the
general fund and other useable reserves.

Incorrect adjustments through the
Movement in Reserves Statement

Pension liability valuation

Inherent risk

Slight change in
focus of risk for
2019/20

Details

The Authority’s pension fund deficit is a material estimated balance disclosed on
the Authority’s balance sheet. The information disclosed is based on the IAS 19
report issued to the Authority by the actuary to the Pension Fund. In addition,
every three years, a formal valuation of the whole Fund is carried out in
accordance with the LGPS Regulations 2013 to assess and examine the ongoing
financial position of the Fund. The IAS19 reports for 2019/20 will reflect the
updated membership numbers provided for this triennial valuation. We will
therefore need to seek additional assurances from the Pension Fund auditor over
this data.
Accounting for this scheme involves significant estimation and judgement and
therefore management engages an actuary to undertake the calculations on their
behalf. ISAs 500 and 540 require us to undertake procedures on the use of
management experts and the assumptions underlying fair value estimates.

Valuation of property, plant and
equipment

Inherent risk

Reduced risk for
2019/20

The valuation of property, plant and equipment represent significant balances in
the Authority’s accounts. Management is required to make material judgements
and apply estimation techniques to calculate the year-end balances recorded in
the balance sheet. There is therefore a risk fixed assets may be under/overstated
or the associated accounting entries incorrectly posted.
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Overview of our 2019/20 audit strategy
Risk / area of focus

Risk identified

Change from PY

Details
The Authority entered into a PFI agreement in 2002, which ends in 2027. The
finance lease liability on the balance sheet as at 31 March 2019 was £52.7
million and the service charges in 2018/19 were £45.4 million. As the PFI
contract costs are based on an estimation over a period of 25 years, the
assumptions made at the beginning of the contract will be subject to unknown
future change.

PFI liability and annual charges

Inherent risk

Reduced risk for
2019/20

IFRS 16 – readiness assessment

Inherent risk

New risk for
2019/20

IFRS 16 (leases) applies from 1 April 2020. We will assess the arrangements East
London Waste Authority has in place to implement the new standards for the
2020/21 financial year.

Materiality

Planning
materiality

£1.3m

Materiality has been set at £1.3 million, which represents 2% of the prior years gross expenditure on provision of services.

Performance
materiality

£1.0m

Performance materiality has been set at £1.0 million, which represents 75% of materiality.

Audit
differences

£0.06m

We will report all uncorrected misstatements relating to the primary statements (comprehensive income
and expenditure statement, balance sheet, movement in reserves statement, cash flow statement and
collection fund) greater than £67,000. Other misstatements identified will be communicated to the
extent that they merit the attention of the Authority.
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Overview of our 2019/20 audit strategy
Audit scope
This Audit Plan covers the work that we plan to perform to provide you with:

▪ Our audit opinion on whether the financial statements of East London Waste Authority give a true and fair view of the financial position as at 31 March 2020 and of
the income and expenditure for the year then ended; and
▪ Our conclusion on the Authority’s arrangements to secure economy, efficiency and effectiveness.

We will also review and report to the National Audit Office (NAO), to the extent and in the form required by them, on the Authority’s Whole of Government Accounts
return.
Our audit will also include the mandatory procedures that we are required to perform in accordance with applicable laws and a uditing standards.
When planning the audit we take into account several key inputs:
▪
▪
▪
▪
▪

Strategic, operational and financial risks relevant to the financial statements;
Developments in financial reporting and auditing standards;
The quality of systems and processes;
Changes in the business and regulatory environment; and,
Management’s views on all of the above.

By considering these inputs, our audit is focused on the areas that matter and our feedback is more likely to be relevant to the Authority.
Taking the above into account, and as articulated in this provisional audit plan, our professional responsibilities require us to independently assess the risks associated
with providing an audit opinion and undertake appropriate procedures in response to that. Our Terms of Appointment with PSAA allow them to vary the fee dependent
on “the auditors assessment of risk and the work needed to meet their professional responsibilities”. PSAA are aware that the setting of scale fees has not kept pace
with the changing requirements of external audit with increased focus on, for example, the valuations of land and buildings, the auditing of groups, the valuation of
pension obligations, the introduction of new accounting standards, such as IFRS 9 and 16, in recent years, as well as the expansion of factors impacting the value for
money conclusion. Therefore, to the extent any of these are relevant in the context of the Authority’s audit, we will discuss these with management as to the impact
on the scale fee.
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02 Audit risks
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Audit risks

Our response to significant risks
We have set out the significant risks (including fraud risks denoted by*) identified for the current year audit along with the rationale and expected audit approach.
The risks identified below may change to reflect any significant findings or subsequent issues we identify during the audit.

Misstatements due to fraud or
error *

What is the risk?

What will we do?

The financial statements as a whole are not free
of material misstatements whether caused by
fraud or error.

•

As identified in ISA 240, management is in a
unique position to perpetrate fraud because of
its ability to manipulate accounting records
directly or indirectly and prepare fraudulent
financial statements by overriding controls that
would otherwise appear to be operating
effectively. We identify and respond to this fraud
risk on every audit engagement.

•
•

Inquiry of management about risks of fraud and the controls put in
place to address those risks.
Understanding the oversight given by those charged with governance
of management’s processes over fraud.
Consideration of the effectiveness of management’s controls designed
to address the risk of fraud.

Performing mandatory procedures regardless of specifically identified
fraud risks, including:
• Testing the appropriateness of journal entries recorded in the general
ledger and other adjustments made in the preparation of the financial
statements
•
•

Assessing accounting estimates for evidence of management bias, and
Evaluating the business rationale for significant unusual transactions.

In addition to our overall response, we consider where these risk may
manifest themselves and identify separate fraud risks as necessary. We
have not identified any additional areas which represent separate fraud
risks.
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Audit risks

Other areas of audit focus
We have identified other areas of the audit, that have not been classified as significant risks, but are still important when considering the risks of material
misstatement to the financial statements and disclosures and therefore may be key audit matters we will include in our audit report.
What is the risk/area of focus?

What will we do?

Incorrect adjustments through the Movement in Reserves Statement
We have identified the adjustments between accounting basis and
funding basis under regulations which are reflected in the movement in
reserves statement as an area where errors in these adjustments could
result in a misstatement of the general fund and other useable
reserves.

We will:
• Review adjustments between accounting basis and funding basis under regulations for
evidence of management bias or error, focusing in particular on the material accuracy
and validity of the calculation of the statutory provision for the repayment of debt and
for the financing of PFI capital investment. We undertook a detailed review of this
calculation in 2018/19 and did not identify any material errors. It however remains a
complex and material calculation which could be subject to error.
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Audit risks

Other areas of audit focus
We have identified other areas of the audit, that have not been classified as significant risks, but are still important when considering the risks of material
misstatement to the financial statements and disclosures and therefore may be key audit matters we will include in our audit report.
What is the risk/area of focus?

What will we do?

Pension liability valuation
The Local Authority Accounting Code of Practice and IAS19 require the
Authority to make extensive disclosures within its financial statements
regarding its membership of the Local Government Pension Scheme
administered by London Pension Fund Authority (LPFA).

We will:
• Liaise with the auditors of the LPFA, to obtain assurances over the information
supplied to the actuary in relation to East London Waste Authority, with additional
assurances over the updated membership data;

The Authority’s pension fund deficit is a material estimated balance and
the Code requires that this liability be disclosed on the Authority’s
balance sheet. At 31 March 2019 this totalled £1.5 million.

•

The information disclosed is based on the IAS 19 report issued to the
Authority by the actuary. In addition, every three years, a formal
valuation of the whole Fund is carried out in accordance with the LGPS
Regulations 2013 to assess and examine the ongoing financial position
of the Fund. The IAS19 reports for 2019/20 will reflect the updated
membership numbers provided for this triennial valuation. We will
therefore need to seek additional assurances from the Pension Fund
auditor over this data.

•
•
•

Assess the work of the Pension Fund actuary (Barnett Waddingham LLP) including the
assumptions they have used by relying on the work of PWC - Consulting Actuaries
commissioned by The National Audit Office for all Local Government sector auditors,
and considering any relevant reviews by the EY actuarial team;
Assess the results of the triennial valuation, including the assumptions used the impact
on the Authority’s pension liability;
Engage early with Authority, and their actuary, to understand any ongoing impact of
the McCloud judgement on the IAS19 liability; and
Review and test the accounting entries and disclosures made within the Authority’s
financial statements in relation to IAS19.

Accounting for this scheme involves significant estimation and
judgement and therefore management engages an actuary to
undertake the calculations on their behalf. ISAs 500 and 540 require us
to undertake procedures on the use of management experts and the
assumptions underlying fair value estimates.
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Other areas of audit focus
We have identified other areas of the audit, that have not been classified as significant risks, but are still important when considering the risks of material
misstatement to the financial statements and disclosures and therefore may be key audit matters we will include in our audit report.
What is the risk/area of focus?

What will we do?

Valuation of Land and Buildings
The fair value of Property, Plant and Equipment (PPE) represents a
significant balance in the Authority’s accounts and are subject to
valuation changes, impairment reviews and depreciation charges.
Management is required to make material judgements and apply
estimation techniques to calculate the year-end balances recorded in
the balance sheet.

We will:
• Consider the work performed by the Authority’s valuer, including the adequacy of the
scope of the work performed, their professional capabilities and the results of their
work;
•

•
•
•

Sample test key asset information used by the valuers in performing their valuation
(e.g. floor plans to support valuations based on price per square metre) and challenge
the key assumptions used by the valuer;
Consider the annual cycle of valuations to ensure that assets have been valued within a
5 year rolling programme as required by the Code for PPE.
Review assets not subject to valuation in 2019/20 to confirm that the remaining asset
base is not materially misstated; and
Test accounting entries have been correctly processed in the financial statements.

PFI valuation
The value of the PFI liability represents a significant balance in the
accounts. The values are driven by complex accounting models, which
require key inputs from management to calculate year end balances
recorded in the balance sheet.

Our approach will focus on:

•
•
•

Reviewing the calculations behind the inputs in the accounting models;
Ensuring that the inputs into the accounting models are consistent with the PFI
contract and agree to underlying records and the operational models; and
Ensuring the accounting entries and disclosures made in the financial statements are
consistent with the accounting models.
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Other areas of audit focus
We have identified other areas of the audit, that have not been classified as significant risks, but are still important when considering the risks of material
misstatement to the financial statements and disclosures and therefore may be key audit matters we will include in our audit report.
What is the risk/area of focus?

What will we do?

IFRS 16 Leases
This new accounting standard is applicable for local authority accounts
from the 2020/21 financial year and will change:
•

How operating leases are recognised (as lessee); and

•

The disclosure requirements for operating leases (as
lessee).

We will:
• Assess the Authority’s implementation arrangements that should include an impact
assessment paper setting out the application of the new standard, transitional
adjustments and planned accounting for 2019/20; and
•

Review additional disclosure requirements.

The 2020/21 CIPFA Code of practice on local authority accounting has
not yet been issued. However, the Code requires the disclosure of
information relating to the impact of an accounting change that will be
required by a new accounting standard, but one which has not yet been
implemented.
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Background
We are required to consider whether the Authority has put in place ‘proper arrangements’ to secure economy,
efficiency and effectiveness on its use of resources. This is known as our value for money conclusion.
For 2019/20 this is based on the overall evaluation criterion:
“In all significant respects, the audited body had proper arrangements to ensure it took properly informed
decisions and deployed resources to achieve planned and sustainable outcomes for taxpayers and local people”
Proper arrangements are defined by statutory guidance issued by the National Audit Office. They comprise
your arrangements to:
▪
▪
▪

Informed
decision making

Take informed decisions;
Deploy resources in a sustainable manner; and
Work with partners and other third parties.

In considering your proper arrangements, we will draw on the requirements of the CIPFA/SOLACE framework
for local government to ensure that our assessment is made against a framework that you are already required
to have in place and to report on through documents such as your annual governance statement.
Proper arrangements for
securing value for money

We are only required to determine whether there are any risks that we consider significant, which the Code of
Audit Practice defines as:
“A matter is significant if, in the auditor’s professional view, it is reasonable to conclude that the matter would
be of interest to the audited body or the wider public”

Our risk assessment supports the planning of sufficient work to enable us to deliver a safe conclusion on
arrangements to secure value for money and enables us to determine the nature and extent of further work
that may be required. If we do not identify any significant risks there is no requirement to carry out further
work. We consider business and operational risks insofar as they relate to proper arrangements at both sector
and organisation-specific level.

Sustainable
resource
deployment

Working with
partners and
third parties

We have not yet completed our value for money planning risk assessment for 2019/20. Based on the planning
we have completed to date we have not identified any significant risks. However as part of the completion of
our risk assessment we will consider the steps taken by the Authority to consider its future service provision,
medium-term financing and investment values. Our risk assessment will consider both the potential financial
impact of the issues we identify, and also the likelihood that the issue will be of interest to local taxpayers, the
Government and other stakeholders.
Once this work is complete, we will report to the Authority whether we have found any issues that present a risk
and the areas where we need to undertake more work.
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Materiality
Materiality

Key definitions

For planning purposes, materiality for 2019/20 has been set at £1.3 million. This
represents 2% of the Authority’s prior year gross expenditure on provision of services.
It will be reassessed throughout the audit process. We have provided supplemental
information about audit materiality in Appendix C.

Planning materiality – the amount over which we anticipate misstatements
would influence the economic decisions of a user of the financial
statements.
Performance materiality – the amount we use to determine the extent of
our audit procedures. We have set performance materiality at £1.0 million
which represents 75% of planning materiality.

Gross expenditure
on provision of services

Audit difference threshold – we propose that misstatements identified
below this threshold are deemed clearly trivial. We will report to you all
uncorrected misstatements over this amount relating to the comprehensive
income and expenditure statement, balance sheet, movement in reserves
statement and cash flow statement that have an effect on income or that
relate to other comprehensive income.

Performance
materiality

£67.4m

£1.0m
Planning
materiality

Audit
differences

£1.3m

£0.06m

Other uncorrected misstatements, such as reclassifications and
misstatements in the cashflow statement and movement in reserves
statement or disclosures, and corrected misstatements will be
communicated to the extent that they merit the attention of the Authority,
or are important from a qualitative perspective.
Specific materiality – We have set a materiality of £1,000 for
remuneration disclosures, related party transactions, members’ allowances
and exit packages which reflects our understanding that an amount less
than our materiality would influence the economic decisions of users of the
financial statements in relation to this.

We request that the Authority confirms its understanding of, and agreement to, these
materiality and reporting levels.
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Our Audit Process and Strategy
Objective and Scope of our Audit scoping
Under the Code of Audit Practice our principal objectives are to review and report on the Authority’s financial statements and arrangements for securing economy,
efficiency and effectiveness in its use of resources to the extent required by the relevant legislation and the requirements of the Code.

We issue an audit report that covers:
1. Financial statement audit
Our objective is to form an opinion on the financial statements under International Standards on Auditing (UK).
We also perform other procedures as required by auditing, ethical and independence standards, the Code and other regulations. We outline below the procedures we
will undertake during the course of our audit.
Procedures required by standards
•
•
•
•
•

Addressing the risk of fraud and error;
Significant disclosures included in the financial statements;
Entity-wide controls;
Reading other information contained in the financial statements and reporting whether it is inconsistent with our understanding and the financial statements; and
Auditor independence.

Procedures required by the Code
• Reviewing, and reporting on as appropriate, other information published with the financial statements, including the Annual Governance Statement; and
• Reviewing and reporting on the Whole of Government Accounts return, in line with the instructions issued by the NAO
2. Arrangements for securing economy, efficiency and effectiveness (value for money)
We are required to consider whether the Authority has put in place ‘proper arrangements’ to secure economy, efficiency and effectiveness on its use of resources.
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Our Audit Process and Strategy (continued)
Audit Process Overview
Our audit involves:

• Identifying and understanding the key processes and internal controls; and
• Substantive tests of detail of transactions and amounts.
For 2019/20 we plan to follow a substantive approach to the audit as we have concluded this is the most efficient way to obtain the level of audit assurance required
to conclude that the financial statements are not materially misstated.
Internal audit:
We will meet with the Head of Internal Audit and review internal audit plans and the results of their work. We consider these when designing our overall audit
approach and when developing in our detailed testing strategy. We may also reflect relevant findings from their work in our reporting, where it raises issues that we
assess could have a material impact on the year-end financial statements.
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Audit team and the use of specialists
Audit team
The core audit team is led by Debbie Hanson as Associate Partner and Martina Lee as Manager.
Use of specialists
When auditing key judgements, we are often required to rely on the input and advice provided by specialists who have qualifications and expertise not possessed by the
core audit team. The area where either EY or third party specialists provide input for the current year audit is:

Area

Specialists

Pensions disclosures

EY Pensions Advisory, PwC (Consulting Actuary to the National Audit Office) and Barnett Waddingham (LPFA Pension
Fund Actuary)

Valuation of property, plant and equipment
and investment properties

East London Waste Authority’s property valuer, EY Estates (if required, see narrative below)

We have identified an inherent risk in our Audit Plan on the valuation of property, plant and equipment due to the size of the balance in the Authority’s balance sheet. We
will review the output from the revaluation for 2019/20 and consider whether this is in line with our expectations. If necessary, we will call on the assistance from the EY
Estates team where the valuation is out of line with our expectations.
In accordance with Auditing Standards, we will evaluate each specialist’s professional competence and objectivity, considering their qualifications, experience and
available resources, together with the independence of the individuals performing the work.
We also consider the work performed by the specialist in light of our knowledge of the Authority’s business and processes and our assessment of audit risk in the
particular area. For example, we would typically perform the following procedures:
•

Analyse source data and make inquiries as to the procedures used by the specialist to establish whether the source data is relevant and reliable;

•

Assess the reasonableness of the assumptions and methods used;

•

Consider the appropriateness of the timing of when the specialist carried out the work; and

•

Assess whether the substance of the specialist’s findings are properly reflected in the financial statements.
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Timetable of communication and deliverables
Timeline

Below is a timetable showing the key stages of the audit and the deliverables we have agreed to provide to you through the au dit cycle in 2019/20.
From time to time matters may arise that require immediate communication with the Authority and we will discuss them with the Authority Chair as appropriate. We
will also provide updates on corporate governance and regulatory matters as necessary.
Audit phase
Planning:

Timetable

Authority timetable

Deliverables

East London Waste Authority
Meeting

Audit Planning Report

East London Waste Authority
Meeting

Audit Results Report

January

Risk assessment and setting of scopes
February
Walkthrough of key systems

March

Interim audit testing
April
Year end audit

May

Audit Completion procedures
Year end audit

June

Audit Completion procedures

Audit opinions and completion certificates

July
August
September

Annual Audit Letter
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Introduction
The FRC Ethical Standard and ISA (UK) 260 “Communication of audit matters with those charged with governance”, requires us to communicate with you on a timely basis
on all significant facts and matters that bear upon our integrity, objectivity and independence. The Ethical Standard, as revised in June 2016, requires that we
communicate formally both at the planning stage and at the conclusion of the audit, as well as during the course of the audit if appropriate. The aim of these
communications is to ensure full and fair disclosure by us to those charged with your governance on matters in which you have an interest.
Required communications
Planning stage
►

►

►
►

►

The principal threats, if any, to objectivity and
independence identified by Ernst & Young (EY)
including consideration of all relationships between
the you, your affiliates and directors and us;
The safeguards adopted and the reasons why they
are considered to be effective, including any
Engagement Quality review;
The overall assessment of threats and safeguards;
Information about the general policies and process
within EY to maintain objectivity and independence;
and
Where EY has determined it is appropriate to apply
more restrictive independence rules than permitted
under the Ethical Standard

Final stage
►

►
►

►
►

►

►

In order for you to assess the integrity, objectivity and independence of the firm and each covered person,
we are required to provide a written disclosure of relationships (including the provision of non-audit
services) that may bear on our integrity, objectivity and independence. This is required to have regard to
relationships with the entity, its directors and senior management, its affiliates, and its connected parties
and the threats to integrity or objectivity, including those that could compromise independence that these
create. We are also required to disclose any safeguards that we have put in place and why they address
such threats, together with any other information necessary to enable our objectivity and independence to
be assessed;
Details of non-audit services provided and the fees charged in relation thereto;
Written confirmation that the firm and each covered person is independent and, if applicable, that any
non-EY firms used in the group audit or external experts used have confirmed their independence to us;
Written confirmation that all covered persons are independent;
Details of any inconsistencies between FRC Ethical Standard and your policy for the supply of non-audit
services by EY and any apparent breach of that policy;
Details of any contingent fee arrangements for non-audit services provided by us or our network firms;
and
An opportunity to discuss auditor independence issues.

In addition, during the course of the audit, we are required to communicate with you whenever any significant judgements are made about threats to objectivity and
independence and the appropriateness of safeguards put in place, for example, when accepting an engagement to provide non-audit services.
We also provide information on any contingent fee arrangements, the amounts of any future services that have been contracted, and details of any written proposal to
provide non-audit services that has been submitted;
We ensure that the total amount of fees that EY and our network firms have charged to you and your affiliates for the provision of services during the reporting period,
analysed in appropriate categories, are disclosed.
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Relationships, services and related threats and safeguards
We highlight the following significant facts and matters that may be reasonably considered to bear upon our objectivity and independence, including the principal threats,
if any. We have adopted the safeguards noted below to mitigate these threats along with the reasons why they are considered to be effective. However we will only
perform non –audit services if the service has been pre-approved in accordance with your policy.

Overall Assessment
Overall, we consider that the safeguards that have been adopted appropriately mitigate the principal threats identified and we therefore confirm that EY is independent
and the objectivity and independence of Debbie Hanson, your audit engagement partner and the audit engagement team have not been compromised.
Self interest threats
A self interest threat arises when EY has financial or other interests in the Authority. Examples include where we receive significant fees in respect of non-audit
services; where we need to recover long outstanding fees; or where we enter into a business relationship with you. At the ti me of writing, there are no long outstanding
fees.
We believe that it is appropriate for us to undertake permissible non-audit services and we will comply with the policies that you have approved.
None of the services are prohibited under the FRC's ES or the National Audit Office’s Auditor Guidance Note 01 and the services have been approved in accordance with
your policy on pre-approval. The ratio of non audit fees to audits fees is not permitted to exceed 70%.
At the time of writing, there are no non-audit services being provided to the Authority.

A self interest threat may also arise if members of our audit engagement team have objectives or are rewarded in relation to sales of non-audit services to you. We
confirm that no member of our audit engagement team, including those from other service lines, has objectives or is rewarded in relation to sales to you, in compliance
with Ethical Standard part 4.
There are no other self interest threats at the date of this report.

Self review threats
Self review threats arise when the results of a non-audit service performed by EY or others within the EY network are reflected in the amounts included or disclosed in
the financial statements.
There are no self review threats at the date of this report.
Management threats
Partners and employees of EY are prohibited from taking decisions on behalf of management of the Authority. Management threats may also arise during the provision
of a non-audit service in relation to which management is required to make judgements or decision based on that work.
There are no management threats at the date of this report.
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Relationships, services and related threats and safeguards
Other threats
Other threats, such as advocacy, familiarity or intimidation, may arise.
There are no other threats at the date of this report.

Other communications
EY Transparency Report 2019
Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the hi ghest standards of objectivity, independence
and integrity are maintained.
Details of the key policies and processes in place within EY for maintaining objectivity and independence can be found in our annual Transparency Report which the firm
is required to publish by law. The most recent version of this Report is for the year ended 28 June 2019 and can be found here:
https://www.ey.com/en_uk/who-we-are/transparency-report-2019
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Fees
The duty to prescribe fees is a statutory function delegated to Public Sector Audit Appointments Ltd (PSAA) by the Secretary of State for Housing, Communities and
Local Government.
This is defined as the fee required by auditors to meet statutory responsibilities under the Local Audit and Accountability Act 2014 in accordance with the requirements
of the Code of Audit Practice and supporting guidance published by the National Audit Office, the financial reporting requirements set out in the Code of Practice on
Local Authority Accounting published by CIPFA/LASAAC, and the professional standards applicable to auditors’ work.

The agreed fee presented is based on the following assumptions:
Planned fee
2019/20

Scale fee
2019/20

Final Fee
2018/19

£

£

£

Total Fee – Code work

14,068

14,068

Note 1

Total audit fees

14,068

14,068

Note 1

► Officers meeting the agreed timetable of deliverables;
► Our accounts opinion and value for money conclusion being
unqualified;
► Appropriate quality of documentation is provided by the Authority;
and

All fees exclude VAT

► The Authority has an effective control environment.

Note 1 - We identified significant risks in 2018/19 and as a result undertook
additional audit work to address these risks which resulted in an additional fee. Our
audit work also identified material errors which also resulted in additional audit
work to agree the amendments required to the accounts, and the need for
additional fee. The work has been completed and we are in the process of agreeing
our final fee for 2018/19. Any fee increases for 2019/20 will be discussed with
management and need to be approved by PSAA.

If any of the above assumptions prove to be unfounded, we will seek a
variation to the agreed fee. This will be discussed with the Authority in
advance.
Fees for the auditor’s consideration of correspondence from the public
and formal objections will be charged in addition to the scale fee.

38
30

Authority Agenda Item 04
Appendix A

Appendix B

Required communications with the Authority
We have detailed the communications that we must provide to the Authority

.
Our Reporting to you

Required communications

What is reported?

Terms of engagement

Confirmation by the Authority of acceptance of terms of engagement as written in the
engagement letter signed by both parties.

Our responsibilities

Reminder of our responsibilities as set out in the engagement letter

Planning and audit
approach

Communication of the planned scope and timing of the audit, any limitations and the
significant risks identified.

Significant findings from
the audit

•

Going concern

Misstatements

Our view about the significant qualitative aspects of accounting practices including
accounting policies, accounting estimates and financial statement disclosures
• Significant difficulties, if any, encountered during the audit
• Significant matters, if any, arising from the audit that were discussed with management
• Written representations that we are seeking
• Expected modifications to the audit report
• Other matters if any, significant to the oversight of the financial reporting process
Events or conditions identified that may cast significant doubt on the entity’s ability to
continue as a going concern, including:
• Whether the events or conditions constitute a material uncertainty
• Whether the use of the going concern assumption is appropriate in the preparation and
presentation of the financial statements
• The adequacy of related disclosures in the financial statements
• Uncorrected misstatements and their effect on our audit opinion, unless prohibited by
law or regulation
• The effect of uncorrected misstatements related to prior periods
• A request that any uncorrected misstatement be corrected
• Corrected misstatements that are significant
• Material misstatements corrected by management 39

When and where
The statement of responsibilities serves as the
formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.
The statement of responsibilities serves as the
formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.
Audit planning report – January 2020
Audit results report – June 2020

Audit results report – June 2020

Audit results report – June 2020
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Required communications with the Authority (continued)
Our Reporting to you
Required communications

Fraud

What is reported?

•
•
•

Related parties

Independence

External confirmations

When and where

Enquiries of the Authority to determine whether they have knowledge of any actual,
suspected or alleged fraud affecting the entity
Any fraud that we have identified or information we have obtained that indicates that a
fraud may exist
A discussion of any other matters related to fraud

•

Significant matters arising during the audit in connection with the entity’s related parties
including, when applicable:
• Non-disclosure by management
• Inappropriate authorisation and approval of transactions
• Disagreement over disclosures
• Non-compliance with laws and regulations
• Difficulty in identifying the party that ultimately controls the entity
Communication of all significant facts and matters that bear on EY’s, and all individuals
involved in the audit, objectivity and independence.
Communication of key elements of the audit engagement partner’s consideration of
independence and objectivity such as:
• The principal threats
• Safeguards adopted and their effectiveness
• An overall assessment of threats and safeguards
• Information about the general policies and process within the firm to maintain objectivity
and independence
• Management’s refusal for us to request confirmations
• Inability to obtain relevant and reliable audit evidence from other procedures

Audit results report – June 2020

Audit results report – June 2020

Audit Planning Report – January 2020
Audit Results Report – June 2020

Audit Results Report – June 2020
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Required communications with the Authority (continued)
Our Reporting to you
Required communications
Consideration of laws and
regulations

What is reported?
•

•

When and where

Audit findings regarding non-compliance where the non-compliance is material and
believed to be intentional. This communication is subject to compliance with legislation
on tipping off
Enquiry of the Authority into possible instances of non-compliance with laws and
regulations that may have a material effect on the financial statements and that the
Authority may be aware of

Audit Results Report – June 2020

Significant deficiencies in internal controls identified during the audit

Audit Results Report – June 2020

Internal controls

•

Representations

Written representations we are requesting from management and/or those charged with
governance
Material inconsistencies or misstatements of fact identified in other information which
management has refused to revise
• Any circumstances identified that affect the form and content of our auditor’s report

Audit results report – June 2020

Fee Reporting

•
•
•

Breakdown of fee information when the audit plan is agreed
Breakdown of fee information at the completion of the audit
Any non-audit work

Audit planning report – January 2020
Audit results report – June 2020

Group audits

•

An overview of the type of work to be performed on the financial information of the
components
An overview of the nature of the group audit team’s planned involvement in the work to
be performed by the component auditors on the financial information of significant
components
Instances where the group audit team’s evaluation of the work of a component auditor
gave rise to a concern about the quality of that auditor’s work
Any limitations on the group audit, for example, where the group engagement team’s
access to information may have been restricted
Fraud or suspected fraud involving group management, component management,
employees who have significant roles in group-wide controls or others where the fraud
41
resulted in a material misstatement of the group financial
statements

Audit planning report – January 2020
Audit results report – June 2020

Material inconsistencies
and misstatements
Auditors report

•

•
•
•

Audit results report – June 2020

Audit results report – June 2020
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Additional audit information
Other required procedures during the course of the audit
In addition to the key areas of audit focus outlined in section 2, we have to perform other procedures as required by auditing, ethical and independence standards and
other regulations. We outline the procedures below that we will undertake during the course of our audit.
Our responsibilities required
by auditing standards

•

•
•
•
•
•

•

Identifying and assessing the risks of material misstatement of the financial statements, whether due to fraud or error, design and
perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion.
Obtaining an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Authority’s internal control.
Evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclos ures
made by management.
Concluding on the appropriateness of management’s use of the going concern basis of accounting.
Evaluating the overall presentation, structure and content of the financial statements, including the disclosures, and whether the
financial statements represent the underlying transactions and events in a manner that achieves fair presentation.
Obtaining sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the
Authority to express an opinion on the financial statements. Reading other information contained in the financial statements, the
Authority reporting appropriately addresses matters communicated by us to the Authority and reporting whether it is materially
inconsistent with our understanding and the financial statements; and
Maintaining auditor independence.
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Additional audit information (continued)
Purpose and evaluation of materiality
For the purposes of determining whether the accounts are free from material error, we define materiality as the magnitude of an omission or misstatement that,
individually or in the aggregate, in light of the surrounding circumstances, could reasonably be expected to influence the economic decisions of the users of the financial
statements. Our evaluation of it requires professional judgement and necessarily takes into account qualitative as well as quantitative considerations implicit in the
definition. We would be happy to discuss with you your expectations regarding our detection of misstatements in the financial statements.
Materiality determines:
• The locations at which we conduct audit procedures to support the opinion given on the financial statements; and
• The level of work performed on individual account balances and financial statement disclosures.
The amount we consider material at the end of the audit may differ from our initial determination. At this stage, however, it is not feasible to anticipate all of the
circumstances that may ultimately influence our judgement about materiality. At the end of the audit we will form our final opinion by reference to all matters that could
be significant to users of the accounts, including the total effect of the audit misstatements we identify, and our evaluation of materiality at that date.
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AUTHORITY REPORT: BUDGETARY CONTROL AND CONTRACT MONITORING
TO 31 DECEMBER 2019
1.

Confidential Report

1.1 No.
2.

Recommendation:

2.1 To note the report and forecast outturn.

3.

Purpose

3.1 This budgetary control report compares ELWA’s actual expenditure for the period
ended 31 December 2019 with the original revenue budget approved in February
2019. It is based on information supplied by Renewi UK Services Limited (the
Operator) and officers of the four Constituent Councils and the Authority’s own
information.
3.2 Budgetary control reports are presented for monitoring and control purposes.
3.3 This report also provides the Integrated Waste Management Services (IWMS)
Contract performance to support the financial information for the year 2019/20
to date.
4.

Background

Revenue Budget
4.1 Based on the profiled budget of £52.522m for net expenditure on services and
the actual net expenditure on services of £49.465m, the current position is a net
underspend of £3.058m to date before contributions from reserves (see Appendix
A). In addition, there has been a drawdown from the Strategy Reserve of
£0.122m to fund strategy related expenditure, resulting in a total net underspend
to date of £3.180m.
4.2 The forecast outturn is currently a favourable variance of £3.564m. This is the
result of actual tonnages to December 2019 being cumulatively lower than
profiled, lower than budgeted interest payments and additional income received
from commercial waste and interest receivable.
4.3 The principal activity driver on ELWA’s budget is the level of waste tonnage
delivered from the Constituent Councils. Based on these council returns and
ELWA technical officer advice, the 2019/20 budget and levy setting process
assumed 462,000 tonnes. Tonnages for the nine months to December 2019 were
3.4% below the profiled budgeted tonnage, although tonnages in December were
144 tonnes above the profiled budget. A forecast underspend of £1.995m is
reported.
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4.4 The 2019/20 budget has taken account of the financial impact of the diversion
agreement signed in June 2015. This incentivises the operator to divert from
landfill as much waste as possible and thus passes the risk of diversion
performance onto the Operator. Consequently, diversion performance no longer
affects the cost of the contract to ELWA with cost pressures determined by
tonnage levels.
4.5 The insurance budget is included within the IWMS contract payments. Insurance
in the waste market in recent years has seen premiums increase and the renewal
premiums for 2020 are significantly higher than the 2019 premiums. Three
months of the 2020 premiums are charged in the 2019/20 financial year, which
results in a forecast overspend of £0.117m.
4.6 The budget for employee costs is £0.607m for 2019/20. The budget was
increased from last year to allow for the full year cost of the Head of Strategy and
Development post which was filled in January 2018 and for the new post of Head
of Waste and Support Services which was filled in June 2019. This budget is
expected to be fully spent by the end of the year.
4.7 There is a forecast underspend of £0.038m on Payments to Constituent Councils
as a result of agreed payments being less than assumed in the 2019/20 budget.
4.8 The capital financing charges budget of £1.914m includes a provision of £1.740m
for interest payable on anticipated borrowing of £60m. Borrowing has not yet
been undertaken and therefore an underspend relating to the nine months to
December 2019 is reported.
4.9 Commercial waste includes additional income of £0.153m for 2019/20. This is
made up of £0.024m due to actual income for quarter 4 of 2018/19 being higher
than estimated at year end and £0.129m higher than budgeted income expected
in relation to 2019/20 tonnages. A large part of this additional income relates to
the London Borough of Barking & Dagenham’s housing service.
4.10 The new royalty arrangements with the Operator which were provisionally agreed
in September 2016 continue. This guarantees royalty payments to the Authority
up to the level of spare capacity whether this was utilised or not. At this stage
royalty income is forecast to be in line with budget at year end (£0.341m) and is
reported within Other Income. This position will need to be closely monitored
because increases/decreases in future monthly tonnage levels will alter the spare
capacity available and thus the size of the royalty payment. Based on tonnages
to date it is likely that the target will be met by year end.
4.11 Interest receivable is forecast to over achieve by £0.090m due to increased cash
balances and higher interest rates on investments.
4.12 The contingency budget for 2019/20 remains at £0.500m.
commitments against this budget as at December 2019.

There are no

4.13 All other areas of activity are forecast to be in line with budget at year end.
4.14 The position and forecast of the budget, levy and the reserves over the next few
years has been reported to Members previously and, as part of the 2019/20 levy
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setting process, reserves were set at the appropriate level and the contingency
set to cover these risks. It is important, therefore, that robust monitoring of the
financial position throughout the year remains in place and, in particular, that
tonnage levels are minimised. Given the single purpose nature of ELWA it is
difficult for remedial action to be taken on areas of overspend or to recover
insufficient income collection.
5.

Prudential Indicators

5.1 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.
6.

Contract Monitoring

Contract Tonnage
6.1 The December tonnage was 35,086 tonnes, 1,870t more than December 2018
and 144 higher than the anticipated budget for the month.
6.2 To date we are 429t lower than at this stage in 2018, and 12,136t under budget.
6.3 The increased tonnage against the previous year can largely be explained by the
additional working day in December 2019.
Actual

Contract Waste Tonnage - 2019/20

Budget Projection
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Contract Performance
6.4 December’s Contract recycling performance was 23.4%, a drop against
November of 2.1%. This is often the worst performing month of the year in
terms of recycling but there was in fact an improvement against December 2018
of 3%.
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6.5 The above graph provides a continuation of the recycling performance which has
been reported to Members to date which measures recycling tonnage against
total Contract Waste.

Actual

ABSDP Projection

Contract Recycling % - 2019/20
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6.6 The graph below tracks Household Waste recycling, removing elements of NonHousehold Waste from the calculation. As with the previous graph, this shows a
slight drop from November to December.

Actual
Household Recycling Target

Household Waste
Recycling % - 2019/20
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6.7 The recycling split by material stream for the month shows that the decrease in
performance was attributable to a 2.5% decrease in green waste tonnages as a
proportion of the whole.

2019/20

30.00%
25.00%
20.00%
15.00%
10.00%
5.00%

6.1%

5.9% 6.7%

5.5% 5.7% 5.0% 6.0%
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6.3% 8.1% 7.8% 7.1%
3.5% 3.3% 3.2% 3.2%
3.2%

3.6% 3.3% 3.1%

6.6%

DMR
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6.8%
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4.7%

2.2%
2.9% 2.2%

MBT
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total
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6.8 Each Constituent Council’s Household Waste recycling performance is set out in
the table below. It is notable that the two Constituent Councils that produce the
most green waste during growing season, LB Havering and LB Redbridge, are
the most negatively affected by its absence during the winter months.
Constituent Council Household Waste Recycling
LBBD

LBH

LBN

LBR

December 2019

24.2%

34.0%

20.5%

21.2%

2019/20 to date

25.8%

41.8%

20.6%

27.8%

2018/19

24.7%

40.5%

17.8%

25.3%

6.9 Landfill diversion performance remained very high and is expected to carry on
at similar levels.
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Actual

Contract target

Recycling & Diversion - 2019/20
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99.59%

40%
30%
20%
10%
0%
Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Jan

Feb

Mar

Service Monitoring
6.10 All sites continue to operate to specification.
Communications
6.11 Keep Britain Tidy continue to conduct school visits and host sessions at the
education centre at Jenkins Lane.

7.

Relevant officers:

7.1 Maria G. Christofi, Finance Director / e-mail: finance@eastlondonwaste.gov.uk /
020 8708 3861 and Andrew Lappage, Managing Director / 020 8724 5614 / email: andrew.lappage@eastlondonwaste.gov.uk
8.

Appendices attached:

8.1 Appendix A: Budget Monitoring Statement to 31 December 2019
8.2 Appendix B: ELWA Tonnage Profile 2019/20
9.

Background papers:

9.1 04 February 2019 - Revenue & Capital Estimates and Levy 2019/20 Report &
Minute No.10/2019
10. Legal considerations:
10.1 This report is brought to Members in accordance with the Authority’s
requirements in relation to the review and reporting of financial and non-financial
performance (Section D, Constitution, paragraphs 17 and 18), detailing actual
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and forecast performance against targets. The report is to be noted, rather than
for decision, and no further implications arise other than those detailed in the
report.
11. Financial considerations:
11.1 As outlined in the main body of the report.
12. Performance management considerations:
12.1 The financial position and projections should reflect service performance trends.
13. Risk management considerations:
13.1 The projected position depends on the performance of the contractor, tonnage
levels and income recoveries. The amount of reserves is set at a level to take
account of the risks.
14. Equalities considerations:
14.1 None.
15. Follow-up reports:
15.1 Budgetary Control Report, next meeting.
16. Websites and e-mail links for further information:
16.1 http://eastlondonwaste.gov.uk/east-london-waste-authority/
17. Glossary:
BioMRF = Biological & Materials Recovery Facility
Constituent Councils = London Boroughs of Barking & Dagenham, Havering,
Newham & Redbridge
The Contractor = ELWA Limited
ELWA/the Authority = East London Waste Authority
IWMS = Integrated Waste Management Services contract
MDR = Mixed Dry Recycling
The Operator = Renewi UK Services Limited (formerly Shanks Waste Management
Ltd)
RRC = Reuse & Recycling Centre
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18. Reviewed by Management Board
18.1 27 January 2020.
19. Confidentiality:
19.1 Not applicable.
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BUDGET MONITORING STATEMENT TO 31 DECEMBER 2019

EXPENDITURE

Original
Budget
2019/20

Profiled
Budget to
31/12/19

Total
Actual to
31/12/19

Variance
to
31/12/19

Forecast
Outturn to
31/12/19

Forecast
Outturn
Variance

£m

£m

£m

£m

£m

£m

Employee and
Support Services

0.607

0.455

0.457

0.002

0.607

-

Premises Related
Expenditure

0.176

0.131

0.120

(0.011)

0.176

-

IWMS Contract
Payments

65.567

50.378

48.354

(2.024)

63.689

(1.878)

Supplies-other

0.206

0.155

0.171

0.016

0.228

0.022

Payments to
Constituent
Councils

3.126

2.344

2.316

(0.028)

3.088

(0.038)

Capital Financing
Costs

1.914

1.397

0.092

(1.305)

0.609

(1.305)

71.596

54.860

51.510

(3.350)

68.397

(3.199)

Commercial
Waste Charges

(2.677)

(2.008)

(1.566)

0.442

(2.830)

(0.153)

Interest
receivable

(0.060)

(0.045)

(0.148)

(0.103)

(0.150)

(0.090)

Other income

(0.380)

(0.285)

(0.332)

(0.047)

(0.380)

-

(3.117)

(2.338)

(2.046)

0.292

(3.360)

(0.243)

0.500

-

-

-

0.500

-

NET
EXPENDITURE
ON SERVICES

68.979

52.522

49.464

(3.058)

65.537

(3.442)

PFI grant
receivable

(3.991)

(2.993)

(2.993)

-

(3.991)

-

Levy Receivable

(67.488)

(50.616)

(50.616)

-

(67.488)

-

Net Contribution
to reserves

2.500

-

(0.122)

(0.122)

2.378

(0.122)

-

(1.087)

(4.267)

(3.180)

(3.564)

(3.564)

Supplies and
Services

TOTAL GROSS
EXPENDITURE
INCOME

TOTAL INCOME
Contingency

NET
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ELWA TONNAGE PROFILE 2019/20
Budget

Actual

Variance

April

39,088

39,063

(25)

May

39,919

41,130

1,211

June

44,007

38,125

(5,882)

July

41,935

41,826

(109)

August

39,848

38,824

(1,024)

September

40,340

35,887

(4,453)

October

37,922

38,514

592

November

37,181

34,591

(2,590)

December

34,942

35,086

144

355,182

343,046

(12,136)

Year to Date
January

37,642

February

32,013

March

37,163

Total

462,000
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AUTHORITY REPORT: TREASURY MANAGEMENT STRATEGY 2020/21 AND
PRUDENTIAL
CODE
INDICATORS
2020/21
TO
2022/23
1.

Confidential Report

1.1

No.

2.

Recommendations

2.1

That Members agree:
a)

The Borrowing Strategy for 2020/21 as set out in paragraph 9;

b)

The Minimum Revenue Provision Policy Statement for 2020/21 as set out
in paragraph 10;

c)

The Annual Investment Strategy for 2020/21 as set out in paragraph 1115 and summarised in paragraph 18;

d)

The Prudential Indicators for Capital and Treasury Management as set out
in paragraph 19-21.

3.

Purpose

3.1

This report sets out ELWA’s Treasury Management Strategy for 2020/21
together with the Prudential Indicators for Capital and Treasury Management.
The report encompasses new borrowing requirements and debt management
arrangements, as well as a Minimum Revenue Provision Policy Statement. The
report also looks at the Annual Investment Strategy, the Treasury Management
Policy Statement and the Prudential Indicators for Capital and Treasury
Management.

4.

Background

4.1

The Local Government Act 2003 requires the Authority to adopt the Chartered
Institute of Public Finance and Accountancy (CIPFA) Prudential Code for Capital
Finance in Local Authorities as a professional code of practice to support local
authorities in taking these decisions.
The Prudential regime requires
consideration of the Authority’s borrowing and investment strategies within the
decision-making process for setting the Authority’s spending plans.

4.2

The Authority’s treasury activities are strictly regulated by statutory
requirements and a professional code of practice, the CIPFA Code of Practice on
Treasury Management in the Public Services. The Authority has adopted this
code of practice and subsequent revisions as part of its Financial Rules by
resolution of the Authority.
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4.3

In 2020/21, the Authority’s maximum borrowing requirement to meet new
capital expenditure and debt redemptions/replacement is estimated to be
£60.400m. The borrowing strategy to meet this requirement is set out in
paragraphs 6 to 9.

4.4

ELWA is required to prepare an Annual Minimum Revenue Provision Policy
Statement setting out its policy for the prudent repayment of debt. The Authority
must have regard to statutory guidance issued by the Ministry of Housing,
Communities and Local Government (MHCLG) when preparing this statement.
The Authority’s Minimum Revenue Provision Policy Statement is set out at
paragraph 10.

4.5

Each year the Authority is required to produce an Annual Investment Strategy
that sets out the Authority’s policies for managing its investments. The
Authority’s investment strategy must have regard to guidance issued by MHCLG
and is compliant with the current MHCLG guidance (February 2018). The Annual
Investment Strategy is at paragraphs 11 -15.

4.6

The Financial Rules require that the Finance Director presents to Members the
Treasury Management Strategy for recommendation prior to the start of the
financial year. The Prudential Regime requires that the Prudential Indicators for
Treasury Management be considered with the Treasury Management Strategy
and that ELWA set these limits. These are detailed at paragraph 19 - 21. This
is an annual process.

4.7

It is a statutory requirement under Section 32 of the Local Government Finance
Act 1992 for the Authority to produce a balanced budget. In particular, the
Authority is required to calculate its budget requirement for each financial year
to include the revenue costs that flow from capital financing decisions. This
therefore means that increases in capital expenditure must be limited to a level
which is affordable within the projected income of the Authority for the
foreseeable future.

4.8

This Authority has not engaged in any commercial investments and has no nontreasury investments. The Capital Investment Strategy is reported separately
as an appendix to the Revenue and Capital Budgets and Levy 2020/21 report.

4.9

As reported previously the Markets in Financial Instruments Directive (MiFID II)
came into force on 3 January 2018. In accordance with Members’ agreement,
applications for elective professional client status were sent out and accepted
by relevant institutions. This has allowed the Authority to continue with the
effective implementation of its Investment Strategy.

4.10 Inevitably, certain technical terms have been used in this report. Explanations
are provided where possible and a glossary covering main terms is included at
Appendix D.
5.

Capital Expenditure

5.1

The capital expenditure plans in this report are contained in the Authority’s
Capital Investment Strategy which is appended to the Levy Report.
Page 2 of 25
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6.

Borrowing Requirements and Debt Management Arrangements for
2020/21

6.1

The Treasury Management function ensures that the Authority’s cash is
organised in accordance with the relevant professional codes, so that sufficient
cash is available to meet the service activity and the Authority’s Capital
Investment Strategy. This will involve both the organisation of the cash flow
and, where capital plans require, the organisation of appropriate borrowing
facilities. The strategy covers the relevant treasury / prudential indicators, the
current and projected debt positions and the Annual Investment Strategy.

6.2

ELWA’s estimated total borrowing of £1.250m at 31 March 2020 consists entirely
of Public Works Loan Board (PWLB) loans. All of these loans are on a fixed rate
of interest.

6.3

The current fixed borrowing rate of 10.02% is the average rate of interest
payable on all loans within the portfolio. All of these loans were taken out many
years ago when interest rates were much higher than now. Early repayment of
these loans would incur a large premium as rates are much lower now.
Refinancing will be reviewed as part of the Authority’s borrowing strategy.

7.

Prospects for Interest Rates

7.1

As part of the Treasury Management service provided by the London of
Redbridge (LBR), economic forecasting is provided to assist East London Waste
Authority (ELWA) to formulate a view on interest rates. LBR’s treasury
management advisers, Link Asset Services, have provided forecasts for medium
term interest rates (as at December 2019) as shown in the table below.

Annual Average percentage
Annual Average
%

PWLB Borrowing Rates
Bank Rate % (includes certainty rate adjustment)
%
5 year

25 year

50 year

March 2020

0.75

2.40

3.30

3.20

June 2020

0.75

2.40

3.40

3.30

Sept 2020

0.75

2.50

3.40

3.30

Dec 2020

0.75

2.50

3.50

3.40

March 2021

1.00

2.60

3.60

3.50

June 2021

1.00

2.70

3.70

3.60

Sept 2021

1.00

2.80

3.70

3.60

Dec 2021

1.00

2.90

3.80

3.70

March 2022

1.00

2.90

3.90

3.80

June 2022

1.25

3.00

4.00

3.90
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PWLB Borrowing Rates
Bank Rate % (includes certainty rate adjustment)
%

Sept 2022

1.25

3.10

4.00

3.90

Dec 2022

1.25

3.20

4.10

4.00

March 2023

1.25

3.20

4.10

4.00

7.2

The above forecasts have assumed that there is an agreed deal on Brexit,
including agreement on the terms of trade between the UK and EU, at some
point in time. Whilst the outcome of the general election has removed much
uncertainty around this major assumption, it does not remove uncertainty
around whether agreement can be reached with the EU on a trade deal within
the short time to December 2020, as the Prime Minister has pledged.

7.3

As at December 2019, Bank Rate has remained unchanged at 0.75% mainly due
to the ongoing uncertainty over Brexit. Brexit uncertainty has had a dampening
effect on UK GDP growth in 2019, especially around mid-year. There is still some
residual risk that the Monetary Policy Committee (MPC) could cut the Bank Rate
as the UK economy is still likely to only grow weakly in 2020 due to continuing
uncertainty over whether there could effectively be a no deal Brexit in December
2020 if agreement on a trade deal is not reached with the EU. Until that major
uncertainty is removed, or the period for agreeing a deal is extended, it is
unlikely that the MPC would raise the Bank Rate.

7.4

Bond yields / PWLB rates. There has been much speculation during 2019
that the bond market has gone into a bubble, as evidenced by high bond prices
and remarkably low yields. However, given the context that there have been
heightened expectations that the US was heading for a recession in 2020, and
a general background of a downturn in world economic growth, together with
inflation generally at low levels in most countries and expected to remain
subdued, conditions are ripe for low bond yields.

7.5

While inflation targeting by the major central banks has been successful over
the last thirty years in lowering inflation expectations, the real equilibrium rate
for central rates has fallen considerably due to the high level of borrowing by
consumers: this means that central banks do not need to raise rates as much
now to have a major impact on consumer spending, inflation, etc. This has pulled
down the overall level of interest rates and bond yields in financial markets over
the last thirty years

7.6

During the first half of 2019/20, gilt yields plunged and caused a near halving
of longer term PWLB rates to completely unprecedented historic low levels. On
9 October 2019, H M Treasury increased the PWLB rate margin over gilt yields
by 1% to 1.8% making PWLB borrowing more expensive. There is, though, an
expectation that financial markets have gone too far in their fears about the
degree of the downturn in US and world growth. Changes in UK Bank Rate will
also impact on gilt yields.
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7.7

The overall longer run future trend is for gilt yields, and consequently PWLB
rates, to rise, albeit gently. From time to time, gilt yields, and therefore PWLB
rates, can be subject to exceptional levels of volatility due to geo-political,
sovereign debt crisis, emerging market developments and sharp changes in
investor sentiment. Such volatility could occur at any time during the forecast
period.

7.8

In addition, PWLB rates are subject to ad hoc decisions by H M Treasury to
change the margin over gilt yields charged in PWLB rates: such changes could
be up or down. It is not clear that if gilt yields were to rise back up again by
over 1% within the next year or so, whether H M Treasury would remove the
extra 1% margin implemented in October 2019.

7.9

Economic and interest rate forecasting remains difficult with so many influences
weighing on UK gilt yields and PWLB rates. The above forecasts (and MPC
decisions) will be liable to further amendment depending on how economic data
and developments in financial markets transpire over the next year. Geopolitical
developments, especially in the EU, could also have a major impact. Forecasts
for average investment earnings beyond the three-year time horizon will be
heavily dependent on economic and political developments.

8.

New Borrowing Requirements

8.1

Every year the Authority is required to inform Government whether there is a
possibility that it may need to borrow to fund capital expenditure. The Authority
may need to make arrangements to finance expenditure during 2020/21 in
respect of its post 2027 strategy and any possible capital works identified as a
result of the ongoing review of landfill sites. Indicative estimates for production
of Prudential Indicators are shown for 2020/21, 2021/22 and 2022/23:
Borrowing Requirement
Post 2027 Waste Disposal Strategy
Potential Capital Works – Landfill Site
Maximum Estimated Borrowing
Requirement

2020/21
£m

2021/22
£m

2022/23
£m

60.000

-

-

0.400

-

-

60.400

-

-

8.2

New Borrowing Requirements - The options available to ELWA to finance any
future capital requirements include the temporary use of internal cash balances
and raising loans via the Public Works Loan Board (PWLB).

8.3

The PWLB is a statutory body operating within the United Kingdom Debt
Management Office (DMO), an executive agency of HM Treasury. Their function
is to lend money from the National Loans Fund to local authorities and other
prescribed bodies and to collect repayments. Interest rates are determined by
the DMO using a methodology specified by HM Treasury.
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8.4

The Government provides a 0.2% discount on loans from the PWLB under the
prudential borrowing regime for those local authorities providing improved
information and transparency on capital spending plans and associated long
term borrowing. This is known as the ‘Certainty Rate Discount’. Access is by
application and the Authority is currently included on the list of qualifying local
authorities.

8.5

It is recommended that £60.400m is set as the borrowing requirement for
2020/21. This will only be utilised if needed and Members agree.

9.

Borrowing Strategy 2020/21

9.1

Paragraph 8 indicates a potential need to finance £60.400m of capital
requirements in 2020/21. The Authority is free to borrow what it deems to be
prudent, sustainable and affordable within the Authority’s approved Authorised
External Debt Limit. See further detail at Paragraph 19-21.

9.2

The need to undertake external borrowing can be reduced by the temporary
application of internal balances held for provisions and reserves within ELWA’s
accounts and cashflow movements on a day-to-day basis. The option of
postponing borrowing and running down investment balances will reduce
investment risk and provide some protection against low investment returns.
The use of internal balances however must be monitored to mitigate the risks
arising from the need to externally refinance when rates are unfavourable.

9.3

Regard must be given to the maturity profile of the loan portfolio. All borrowing
undertaken will be in accordance with the objectives set out in the Authority’s
Treasury Management Policy Statement.

9.4

A view has to be taken on the balance between variable rate borrowing and fixed
rate borrowing. To give ELWA maximum flexibility, it is suggested that the upper
limit for fixed rate borrowing be set at 100% of its outstanding principal sums,
and the upper limit for variable rate borrowing be set at 25% of its outstanding
principal sums.

9.5

It is good practice to evaluate the borrowing portfolio on a periodic basis to see
if it could be structured more efficiently. Treasury management advisers provide
information on potential restructuring opportunities as part of their service.

9.6

The uncertainty over the future movement of interest rates increases the risks
associated with treasury activity. Therefore, all borrowing options will be
carefully evaluated, and professional advice sought where appropriate.

9.7

In summary, considering the factors set out above, the recommended Borrowing
Strategy is:
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a)

That cash balances are used to finance capital expenditure on a temporary
basis, pending permanent funding at a time when rates are deemed
favourable;

b)

All available sources of finance are evaluated when undertaking decisions
for long term borrowing and advice sought as appropriate;

c)

The repayment spread period of the long-term debt portfolio is set at a
maximum period of 50 years or maximum asset life if shorter;

d)

That the maturity schedule is maintained so that no more than 37% of
total borrowing is due for renewal in any one year.

e)

That the upper limit for fixed rate borrowing be set at 100% and the upper
limit for variable rate borrowing be set at 25%.

Minimum Revenue Provision

10.1 In accordance with the Local Government Act 2003, the Authority is required to
pay off an element of accumulated capital expenditure each year through a
revenue charge known as the Minimum Revenue Provision (MRP). MRP was
originally calculated in accordance with the detailed methodology set out in the
regulations. An amendment to these regulations has now replaced the detailed
statutory calculation to one that gives local authorities more flexibility provided
the outcome is prudent.
10.2 In conjunction with the regulatory amendment, the MHCLG have issued
statutory guidance on the options available for making prudent provision for the
repayment of debt. These options relate to existing and supported debt,
whereby the Authority receives government support towards capital financing
costs, and unsupported (Prudential) borrowing whereby financing costs are met
wholly by the Authority. Authorities must have regard to this guidance.
10.3 Guidance issued by the Secretary of State requires that before the start of each
financial year the Authority prepares a statement of its policy on making MRP in
respect of the forthcoming financial year and submits it to Members for approval.
10.4 Annual Minimum Revenue Provision Statement
a)

For capital expenditure incurred before 1 April 2008, or any new capital
expenditure incurred in the future up to the limit of the Authority’s
supported borrowing, minimum revenue provision will be provided for in
accordance with existing practice outlined in the former regulations, which
is based on a 4% charge.

b)

Minimum revenue provision for new capital expenditure incurred wholly or
partly by unsupported (Prudential) borrowing or credit arrangements is to
be determined by reference to the expected life of the asset. Asset life is
deemed to begin once the asset becomes operational. Minimum revenue
provision will commence from the financial year following the one in which
the asset becomes operational.
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c)

Minimum revenue provision in respect of Finance Leases and on balance
sheet Private Finance Initiative (PFI) contracts will be regarded as being
met by a charge equal to the element of the rent/charges that goes to
write down the balance sheet liability. Where a lease (or part of a lease)
or Private Finance Initiative PFI contract is brought onto the balance
sheet, having previously been accounted for off balance sheet, the
minimum revenue provision requirement will be regarded as having been
met by the inclusion in the charge, for the year in which the restatement
occurs, of an amount equal to the write down for that year plus
retrospective writing down of the balance sheet liability that arises from
the restatement.

d)

Minimum revenue provision in respect of unsupported (Prudential)
borrowing taken to meet expenditure, which is treated as capital
expenditure by either a capitalisation direction or regulations, will be
determined in accordance with the asset life method as recommended by
the statutory guidance.

e)

The Authority retains the right to make additional voluntary payments to
reduce debt if deemed prudent.

Annual Investment Strategy 2020/21

11.1 The Authority is required to produce an Annual Investment Strategy that sets
out the Authority’s policies for managing its investments. The Authority’s
investment strategy must have regard to the following:
a)

MHCLG’s revised Guidance on Local Government Investments - (“the
Guidance”), which came into operation from 1 April 2018

b)

CIPFA Treasury Management in the Public Services: Code of Practice and
Cross Sectoral Guidance Notes 2017 (“the Code”)

11.2 The Code and the revised guidance have extended the meaning of “investments”
to include both financial and non-financial investments. The Treasury
Management Strategy deals solely with financial investments, (as managed by
the Treasury Management function). Non-financial investments, essentially the
purchase of income yielding assets, are covered in the Capital Investment
Strategy.
11.3 The key intention of the guidance is to maintain the requirement for authorities
to invest prudently, and that priority is given firstly to security and secondly to
liquidity of investments before yield. The guidance also places a high priority on
the management of risk.
11.4 The Guidance requires the Authority to set out within its Annual Investment
Strategy:
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a)

Security, creditworthiness criteria, risk assessment and monitoring
arrangements for investments;

b)

The liquidity of investments and the minimum amount to be held in shortterm investments (i.e. one which the Authority may require to be repaid
or redeemed within 12 months of making the Investment) and those that
are available to be lent for a longer period;

c)

Which investments the Authority may use for the prudent management
of its treasury balances and limits for each class of investment;

d)

The classification of each investment instrument for use by either the
Authority’s in-house officers and/or external fund managers, and the
circumstances where prior professional advice is to be sought from the
Authority’s treasury management advisers.

Investment Objectives

12.1 The Authority’s investment strategy gives priority to:
a)

the security of the investments it makes;

b)

the liquidity of its investments to meet known liabilities.

12.2 The Authority’s objective is therefore to achieve, within this constraint, the
optimum return on its investments with the appropriate levels of security and
liquidity.
12.3 Within the prudent management of its financial affairs, the Authority may
temporarily invest funds, borrowed for expenditure expected to be incurred in
the reasonably near future. Borrowing purely to invest or on-lend for speculative
purposes remains unlawful and the Authority will not engage in such activity.
13.

Security of Capital

13.1 The Authority seeks to maintain the security of its investments by investing in
high credit quality institutions. These institutions comprise the Authority’s
lending list. In order to establish the credit quality of the institutions and
investment schemes in which the Authority invests, the Authority primarily
makes use of credit ratings, both country (sovereign) ratings, and institution
ratings provided by the three main ratings agencies, Fitch Rating Ltd, Moody’s
and Standard & Poor’s.
13.2 Link Asset Services provides information from the above-mentioned rating
agencies as part of the creditworthiness service provided to the Authority.
13.3 Credit Risk Assessment: As set out above, the creditworthiness of counterparties
is evidenced by the application of minimum credit quality criteria, primarily
through the use of credit ratings from the three main ratings agencies. These
ratings are used to formulate a credit matrix to determine prudent investment
periods and monetary limits.
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13.4 In formulating the credit matrix, consideration has been given to the levels of
historic default against the minimum criteria used in the Authority’s investment
strategy. The information in the table below, provided by Fitch Ratings, shows
average defaults for differing periods of investment grade products for each
long-term rating category.
Long-Term
Rating

Percentage Historic Experience of Default
Less than 1
year
%

1–2
years
%

2–3
years
%

3–4
years
%

4–5
years
%

AA

0.020

0.040

0.100

0.170

0.240

A

0.050

0.150

0.280

0.420

0.590

BBB

0.160

0.440

0.770

1.150

1.550

13.5 The Authority’s credit matrix minimum long-term rating for investments with
banks (excluding part nationalised banks) is “A”. The Authority’s investment
strategy is therefore considered low risk.
13.6 Other counterparties and investment schemes that may be included on the
approved lending list are:
a)

UK Part Nationalised Banks;

b)

Money Market Funds;

c)

The UK Government (Debt Management Office and Gilts);

d)

Building Societies with assets in excess of £3bn;

e)

Enhanced Cash Funds;

f)

Equity/Bond/Multi Asset Funds

g)

Other Local Authorities, parish & community councils; and

h)

Non-UK Government and Supranational Institutions.

13.7 All counterparties must meet the Authority’s Creditworthiness Criteria as set out
at Appendix B.
13.8 Credit Quality Monitoring: LBR’s treasury management advisers, Link Asset
Services, provide credit rating information as and when ratings change and
these are acted upon when received. An institution’s credit quality is reviewed
before any investment is made.
13.9 On occasion credit ratings may be downgraded when an investment has already
been made. The creditworthiness criteria used are such that minor downgrading
should not affect the full receipt of the principal and interest. Any counterparty
whose ratings fall to the extent that they no longer meet the approved credit
quality criteria is immediately removed from the lending list. If an institution or
investment scheme is upgraded so that it fulfils the Authority’s criteria, its
inclusion will be considered. The inclusion of institutions and investment
schemes that meet the agreed credit criteria is delegated to the Finance
Director.
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13.10 Reliance is not placed on credit ratings alone. Regard is also given to other
sources of information such as:
a)

Publicity from sources such as the quality financial press and internet sites
and from ratings alerts from the credit rating agencies;

b)

Investment rates being paid, and whether they are out of line with the
market as this could indicate that the investment is of a higher risk.

c)

Where available, price movements of Credit Default Swaps, which are a
financial instrument for swapping the risk of debt default, can be plotted
to give an indicator of relative confidence about credit risk.

d)

All information received is acted upon promptly as appropriate.

13.11 Investments and Diversification across Asset Classes - Additional security of
capital is also achieved through diversification and the specifying of the type of
investment that the Authority is prepared to invest in.
13.12 “Guidance on Local Government Investments” requires the Authority to set out
the investments in which it is prepared to invest under the headings of Specified
Investments and Non-Specified Investments.
13.13 Specified Investments are those investments that meet the Authority’s high
credit quality criteria as set out in this section and meet the following criteria:
a)

Are due to be repaid within twelve months of the date in which the
investment was made;

b)

Are denominated in sterling and all repayments in respect of the
investment are only payable in sterling;

c)

The investment is not defined as capital expenditure by virtue of the Local
Authority Capital Finance Regulations.

d)

The investment is made with the following organisations:
•

The United Kingdom Government;

•

A local Authority, as defined in regulation; and

•

A Parish Council or Community Council

13.14 Specified investments are therefore deemed to be of low risk.
13.15 Non-specified investments are all other investments that do not satisfy the
specified investment criteria. Non-specified investments are deemed to have a
greater potential of risk, such as investments for longer than one year or with
institutions that do not have credit ratings, such as building societies. Limits
must be set on the amounts that may be held in such investments at any one
time during the year. The Authority’s creditworthiness criteria for selecting nonspecified investments is set out at Appendix B and specified and non-specified
investment categories are detailed at Appendix C.
13.16 UK banks – ring fencing - The largest UK banks, (those with more than £25bn
of retail / Small and Medium-sized Enterprise (SME) deposits), are required by
UK law to separate core retail banking services from their investment and
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international banking activities by 1 January 2019. This is known as “ringfencing”.
13.17 Ring-fencing is a regulatory initiative created in response to the global financial
crisis. It mandates the separation of retail and SME deposits from investment
banking, in order to improve the resilience and resolvability of banks by
changing their structure. In general, simpler activities offered from within a ringfenced bank, (RFB), will be focused on lower risk, day-to-day core transactions,
whilst more complex and “riskier” activities are required to be housed in a
separate entity, a non-ring-fenced bank, (NRFB). This is intended to ensure that
an entity’s core activities are not adversely affected by the acts or omissions of
other members of its group.
13.18 While the structure of the banks included within this process may have changed,
the fundamentals of credit assessment have not. The Authority will continue to
assess the new-formed entities in the same way that it does others and those
with sufficiently high ratings, (and any other metrics considered), will be
considered for investment purposes.
13.19 Accounting for Investments - As a result of the change in International Financial
Reporting Standard 9 (IFRS 9) the Authority will consider the implications of
investment instruments which could result in an adverse movement in the value
of the amount invested and resultant charge to the Revenue Reserve at year
end.
13.20 Asset class limits - In accordance with current practice and the investment limits
contained within the Authority’s Treasury Management Practices, the maximum
percentages of the portfolio which may be invested in each asset class are as
follows:
%
UK Government

100

Local Authorities

85

UK Banks- Specified

80

Money Market Funds (CNAV and LVNAV)

40

Enhanced Cash Funds / Money Market Funds (VNAV)

15

Building Societies - Specified

45

Total Unspecified Investments

50

Non-UK Banks – Specified (subject to group limit)

40

Non-UK Government and Supranational Bonds (subject to group
limit)

30

Total Group Non-UK Investments

40

Corporate Bonds

15
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13.21 These limits have been set to reflect the revised regulatory structure of entities,
and to ensure that the Authority retains maximum flexibility and can react
quickly to changing market conditions. A breach of an asset class limit due to
unexpected cashflow movements will not result in the immediate sale of
investments if the position is to be rectified within a short timeframe. The actual
balance between the above asset classes will depend, at any one time, on the
relative levels of risk and return and the overall balance of the portfolio.
13.22 The creditworthiness criteria for choosing counterparties set out in this report
provide a sound approach to investment in "normal" market circumstances.
Whilst Members are asked to approve the base criteria set out in this report,
under exceptional market conditions institutions can face real and sudden
difficulties with a time lag before the credit rating agencies reflect this.
13.23 Therefore, it is vital that the Authority maintains a strategy of responding swiftly
and the Finance Director will restrict further investment activity to those
counterparties that are at any one time considered of the highest credit quality.
Security of the Authority’s money will always remain the main priority of this
strategy and will take precedence over yield.
14.

Investment of Cash Balances and the Liquidity of Investments

14.1 Cashflow Management - In order to assist in managing the Authority’s finances,
a cashflow model is maintained. The model details all known major items of
income and expenditure of both a revenue and capital nature, based on capital
and revenue budget proposals, detailed elsewhere on the agenda. Cash
balances can fluctuate significantly during the course of the year due to timing
differences between the receipt of cash such as grants, capital receipts and the
corresponding expenditure. It is estimated that over the course of the year cash
balances will vary between £15.000m and £30.000m. The initial cashflow
estimates provide an indication of cash receipts and outgoings on a month-bymonth basis.
14.2 Liquidity: The Authority is required to have available, or access to adequate
resources to enable it at all times to have available the level of funds which are
necessary for the achievement of its service objectives. The cashflow model
provides the Authority with information on its cash requirements, detailing
immediate cash requirements and indicating cash balances that are available for
investment for longer periods. The liquidity of the investment portfolio is
monitored regularly and reported at monthly treasury meetings with senior
finance officers. The minimum amount of cash balances required to support
cashflow management on a monthly basis is £6.900m.
14.3 The borrowing strategy set out at paragraph 8 recommends the use of internal
balances to temporarily fund capital expenditure. Whilst this will help reduce
the need for investing, this must be balanced against the future requirement to
replace these balances, and ensure that sufficient cash is available to meet the
ELWA’s liquidity requirements.
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14.4 For debt management purposes the Authority has in place overdraft facilities
with its banker, National Westminster Bank plc, and access to the PWLB and the
money market to fund capital projects.
14.5 Borrowing in Advance of Need: The Authority has some flexibility to borrow
funds this year for use in future years. The Finance Director may do this under
delegated authority where, for instance, a sharp rise in interest rates is
expected, and so borrowing early at fixed rates will be economically beneficial
to meet budgetary constraints.
14.6 The Finance Director will adopt a prudent approach to any such borrowing, and
will only do so to fund the approved capital programme or future debt maturities
where there is a clear business case. The investment of funds borrowed ahead
of need will be within the constraints of the approved investment strategy.
14.7 Investment returns expectations: On the assumption that the UK and EU agree
a Brexit deal including the terms of trade by the end of 2020 or soon after, then
Bank Rate is forecast to increase only slowly over the next few years to reach
1.25% by quarter 1 2023. Bank Rate forecasts for financial year ends (March)
are:
Q1 2021 0.75%
Q1 2022 1.00%
Q1 2023 1.25%
14.8 Yield - The Authority uses the 7 day The London Interbank Bid (LIBID) rate plus
20 basis points as a benchmark for comparing the return on its investments.
14.9 The overall balance of risks to economic growth in the UK is probably to the
downside due to the weight of all the uncertainties over Brexit, as well as a
softening global economic picture. The balance of risks to increases in Bank Rate
and shorter term PWLB rates are broadly similarly to the downside. In the event
that a Brexit deal is agreed with the EU and approved by Parliament, the balance
of risks to economic growth and to increases in Bank Rate is likely to change to
the upside.
14.10 Investments Longer than a Year: The Code of Practice requires the Authority to
give consideration to longer-term investment and set an upper limit for principal
sums to be invested for longer than one year. The Authority currently has no
investments invested for longer than one year but a limit will still be set to
provide flexibility.
14.11 Having given due consideration to the level of balances over the next three
years, the need for liquidity, spending commitments and provisions for
contingencies, it is determined that up to £2.000m of total fund balances could
be prudently invested for longer than one year. However, in making such
investments, consideration must be given to the economic outlook, and the
prospect for continued market volatility in the Eurozone.
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14.12 Therefore, taking all of the foregoing into consideration and to allow the
Authority flexibility for market improvement, it is recommended that the
Authority set an upper limit for principal sums to be invested for longer than one
year at £2.000m for 2020/21, £2.000m for 2021/22 and £2.000m for 2022/23.
14.13 Accounting treatment of investments: The accounting treatment may differ from
the underlying cash transactions arising from investment decisions made by the
Authority. To ensure that the Authority is protected from any adverse revenue
impact, which may arise from these differences, the accounting implications
from undertaking new transactions will be considered before any investment is
undertaken.
14.14 Market in Financial Instruments Directive II (MiFID II): These regulations came
into effect on 3 January 2018. The regulations allowed for the Authority to opt
up to “elective professional client status” on the basis that certain regulatory
requirements were met. Applications were accepted by the relevant institutions
allowing for Authority to continue with the effective implementation of its
investment strategy.
15.

Provision for Credit-related Losses

15.1 If any of the Authority’s investments appear at risk of loss due to default,
provision would need to be made from revenue for the appropriate amount.
16.

Treasury Management Consultants

16.1 Treasury management support is provided by The London Borough of Redbridge
as part of a Service Level Agreement. The treasury management team currently
use external treasury advisers. The company provides a range of services which
include:
a)

Economic and interest rate analysis;

b)

Credit ratings/market information service comprising the three main
credit rating agencies;

c)

Generic investment advice on interest rates, timing and investment
instruments;

d)

Debt rescheduling advice;

e)

Technical support on treasury matters and capital finance issues.

16.2 Whilst treasury management advisers provide support to LBR’s treasury
management team, the Authority recognises that responsibility for treasury
management decisions remains with the organisation at all times and will ensure
that undue reliance is not placed upon external service providers. The treasury
management consultancy service is subject to regular review.
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Member and Officer Training

17.1 One of the main requirements of the Treasury Management Code of Practice is
the increased Member consideration of treasury management matters and the
need to ensure officers dealing with treasury management are trained and keep
their skills up to date. The Authority will address this important issue by:
a)

Providing training sessions, briefings and reports on treasury
management and investment issues to those Members responsible for the
monitoring and scrutiny of treasury management, as appropriate.

b)

Requiring all relevant LBR Officers to keep their skills up to date by
utilising both external and internal training workshops and seminars, and
by participating in the CIPFA Treasury Management Forum and other
relevant local groups and societies.

17.2 Member training will be reviewed and training will be provided as appropriate.
Previous training was held on 17 September 2018.
18.

Investment Strategy 2019/20 Summary

18.1 In summary, considering the factors set out in Paragraphs 11 to 15, the
recommended Investment Strategy is:
a)

That cash balances, not immediately required to finance expenditure, are
lent to the money market for the most appropriate periods as indicated
by the cashflow model and current market and economic conditions;

b)

That liquidity is maintained by the use of overnight deposits;

c)

That the minimum amount of short-term cash balances required to
support monthly cashflow management is £6.900m;

d)

That the upper limit for investments longer than one year is £2.000m;

e)

That the maximum period for longer term lending be two years;

f)

That all investment with institutions and investment schemes is
undertaken in accordance with the Authority’s creditworthiness criteria as
set out at Appendix B;

g)

That more cautious investment criteria are maintained during times of
market uncertainty;

h)

That all investment with institutions and investment schemes is limited to
the types of investment set out under the Authority’s approved “Specified”
and “Non-Specified” Investments detailed in the appendix and that
professional advice continues to be sought if appropriate;

i)

That all investment is managed within the Authority’s approved asset
class limits as set out at paragraph 13.20.
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Prudential Indicators for Capital and Treasury Management

19.1 Overview - The key objectives of the Prudential Code are to ensure, within a
clear framework, that the capital investment plans of authorities are affordable,
prudent and sustainable. Further, that Treasury Management decisions are
taken in accordance with good professional practice. To demonstrate that
authorities have fulfilled these objectives, the revised Prudential Code and the
revised CIPFA Treasury Management Code set out the indicators that must be
used, and the factors that must be taken into account.
20.

Capital Prudential Indicators

20.1 The Authority’s capital expenditure plans are a key driver of treasury
management activity. The output of the capital expenditure plans is reflected in
the Prudential Indicators, which are designed to assist Members’ overview and
confirm capital expenditure plans.
Capital Expenditure
20.2 This Prudential Indicator is a summary of the Authority’s capital expenditure
plans, both those agreed previously and those forming part of this budget cycle.
Members are asked to approve the capital expenditure forecasts.
20.3 Capital Expenditure Forecast based on indicative estimates.
Capital
Expenditure

2019/20
Revised
Budget
£m

2020/21
Estimate

2021/22
Estimate

£m

£m

2022/23 2023/24
Estimate Estimate
£m

£m

2024/25
Estimate
£m

Post 2027
Strategy

-

60.000

-

-

-

-

Potential
Capital
Works

-

0.400

-

-

-

-

Maximum
Estimated
Expenditure

-

60.400

-

-

-

-

Other long-term liabilities: The above capital expenditure forecast excludes
other long-term liabilities such as PFI and leasing arrangements which are
classified as borrowing instruments.
20.4 The table below provides information on how capital expenditure plans are
proposed to be financed by capital or revenue resources. Any shortfall of
resources results in a funding borrowing need.
20.5 Capital Programme Funding Summary
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2019/20
Revised
Budget
£m

Maximum
Estimated
Expenditure

2020/21
Estimate

2021/22
Estimate

£m

£m

2022/23 2023/24 2024/25
Estimate Estimate Estimate
£m

£m

£m

-

60.400

-

-

-

-

Strategy
Reserve

-

-

-

-

-

-

Potential
Net
financing
need for
the year

-

60.400

-

-

-

-

Financed By:

The Authority’s borrowing need (Capital Financing Requirement - CFR)
20.6 This Prudential Indicator is simply the total historic outstanding capital
expenditure which has not yet been paid for from either revenue or capital
resources. It is essentially a measure of the Authority’s indebtedness and so its
underlying borrowing need. The net financing need for the year will increase
the CFR.
20.7 The CFR does not increase indefinitely, as the minimum revenue provision (MRP)
is a statutory annual revenue charge which broadly reduces the indebtedness in
line with each asset’s life, and so charges the economic consumption of capital
assets as they are used.
20.8 The CFR includes other long-term liabilities such as the PFI scheme. Whilst this
will increase the CFR, and therefore the Authority’s borrowing requirement, this
type of scheme includes a borrowing facility by the PFI provider and so the
Authority is not required to separately borrow for this scheme.
20.9 CFR Projections
2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Revised Estimate Estimate Estimate Estimate Estimate
Budget
£m
£m
£m
£m
£m
£m
Capital Financing Requirement
Total CFR
Movement in
CFR

117.610

110.413

103.063

95.405

86.560

77.471

(5.920)

53.203

(7.350)

(7.658)

(8.845)

(9.089)
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Movement in CFR represented by
Potential Net
financing need
for the year
(above)

-

60.400

-

-

-

-

Less MRP/VRP
and other
financing
movements

(5.920)

(7.197)

(7.350)

(7.658)

(8.845)

(9.089)

Movement in
CFR

(5.920)

53.203

(7.350)

(7.658)

(8.845)

(9.089)

Affordability Prudential Indicators
20.10 These provide an indication of the impact of the capital investment plans on the
Authority’s overall finances.
20.11 Ratio of financing cost to net revenue stream: This indicator identifies the trend
in the cost of capital (borrowing and other long-term obligation costs net of
investment income) against the net revenue stream.
20.12 Ratio of financing cost to net revenue stream
2020/21
Estimate
%

2021/22
Estimate
%

2022/23
Estimate
%

2023/24
Estimate
%

2024/25
Estimate
%

17.78

16.59

16.05

16.57

16.03

Revenue
Reserve

20.13 The estimates of financing costs include current commitments and the proposals
in the budget report.
21.

Prudential Indicators for Treasury Management

21.1 These relate to:
a)

The adoption of CIPFA’s Treasury Management in the Public Services: Code
of Practice (the Code);

b)

Limits for external debt;

c)

Interest rate exposures;

b)

Maturity structure of borrowings; and

e)

Investment for periods of longer than one year.

21.2 The Treasury Management indicators are not targets to be aimed at, but are
instead limits within which the Treasury Management policies of the Authority
are deemed to be prudent.
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21.3 CIPFA Treasury Management in the Public Services: Code of Practice - The
Authority adopted the Code and subsequent revisions as part of its Financial
Rules. The Authority’s Treasury Management policies and practices fully comply
with the Code.
21.4 In accordance with the Code, the Authority has an approved Treasury
Management Policy Statement. This is a short policy statement, which sets out
core strategic issues. It is reviewed periodically and amended if policies change.
This Treasury Management Policy Statement complies with the requirements of
the Code and is attached as Appendix A for information.
21.5 Authorised limit for External Debt 2020/21 – 2022/23 - The authorised limit for
external debt represents total external debt, gross of investments, and
separately identifies borrowing from other long-term liabilities such as PFI
schemes and finance leasing (see paragraph 21.8 below). The authorised limit
is based on the Authority’s spending plans, makes allowance for short-term
cashflow movements and provides sufficient headroom for unusual cash
movements.
21.6 As previously advised, changes in accounting treatment have resulted in ELWA
PFI assets and liabilities now being included on the balance sheet. As a result of
this the table below now includes a long-term liability indicator of which £63m
relates to the ELWA PFI liability.
21.7 In order to determine the authorised limit, a number of assumptions need to be
made on the possible future use of borrowing. Borrowing can be used to finance
capital expenditure over and above that supported by government grant, or to
cover for slippage in the realisation of capital receipts, as an alternative form of
financing e.g. instead of leasing, and for short-term treasury management
purposes. The following table sets out limits that represent the maximum
amount of gross debt:
2020/21
£m
Estimated borrowing b/f

2021/22
£m

2022/23
£m

1.300

61.700

61.700

60.400

-

-

-

-

-

Short term/cashflow
requirements

6.900

6.900

6.900

Unforeseen cash movements

6.700

6.700

6.700

Total borrowing

75.300

75.300

75.300

Other long-term liabilities

53.000

53.000

53.000

128.300

128.300

128.300

Borrowing requirement
Less: Maturing debt
Less: Loan replacement

Total external debt
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21.8 It is therefore recommended that the total Authorised Limit for External Debt
for 2020/21 set at £128.300m, for 2021/22 £128.300m and for 2022/23
£128.300m.
21.9 Operational Boundary External Debt 2020/21– 2021/22 - As with the authorised
limit for external debt, the operational boundary represents total external debt,
gross of investments, and separately identifies borrowing from other long-term
liabilities. The operational boundary is based on the same assumptions as the
authorised limit but reflects the most likely estimate, i.e. a prudent but not the
worst-case scenario of gross debt, as assumed in the authorised limit. This has
resulted in a reduction of £2.000m that is included in the authorised debt
calculation for unforeseen cash movements.
21.10 The operational boundary is a key monitoring tool and whilst it may be breached
temporarily due to cashflow variations, a sustained or regular trend above the
operational boundary would be significant and lead to further investigation and
action as appropriate. It is therefore recommended that the total operational
boundary for external debt for 2019/20 be set at £126.300m, for 2020/21
£126.300m, and for 2021/22 £126.300m.
21.11 Interest rate exposure 2019/20 – 2021/22 - The management of interest rate
risk is a priority for the Authority. This is recognised in the Prudential Code,
which requires the Authority to establish operational boundaries on net interest
rate exposure. These are set by way of two Prudential Indicators, the upper limit
on fixed interest rate exposure and the upper limit on variable rate interest
exposure:
2020/21
£m

2021/22
£m

2022/23
£m

Fixed Rate (borrowing)

75.300

75.300

75.300

Variable Rate (lending)

(35.000)

(35.000)

(35.000)

21.12 The limits indicate that all of the Authority’s borrowing is fixed and interest costs
are therefore certain. Investments, because they are invested mainly for less
than one year, are classified as variable and income is therefore subject to
movement in base rates.
21.13 The Authority’s Treasury Management Practices require the setting of a local
indicator for the percentage of borrowing at fixed and variable rates. The
borrowing strategy recommends an upper limit of 100% for fixed rate borrowing
and, in order to maintain flexibility should fixed term interest rates be
unfavourable, also recommends that the percentage of variable rate borrowing
be set at an upper limit of 25%. This would not breach the upper limit on variable
rate exposure.
21.14 Maturity Structure of Borrowings – The Authority is required to set upper and
lower limits with respect to the maturity structure of its fixed rate borrowings.
These have been set to avoid the need to refinance a significant proportion of
outstanding debt on an annual basis, and to provide the Authority with flexibility
to manage its debt portfolio efficiently.
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Upper Limit
%

Lower Limit
%

Under 12 months

37

-

12 Months and within 2 years

45

-

2 years and within 5 years

60

-

5 years and within 10 years

80

-

10 years and within 20 years

100

-

20 years and within 35 years

100

-

35 years to 50 years

100

-

21.15 Investments for longer than 365 days – Within the Annual Investment Strategy,
paragraph 14.12, the following amounts have been identified as available for
longer term investment: 2020/21 £2.000m, 2021/22 £2.000m and 2022/23
£2.000m.
21.16 In Summary, the Prudential
recommended as follows:

Indicators

for

Treasury Management

are

Authorised Limit for External Debt
2020/21
£m

2021/22
£m

2022/23
£m

Borrowing

75.300

75.300

75.300

Other Long-Term Liabilities

53.000

53.000

53.000

128.300

128.300

128.300

2020/21
£m

2021/22
£m

2022/23
£m

Borrowing

73.300

73.300

73.300

Other Long-Term Liabilities

53.000

53.000

53.000

126.300

126.300

126.300

2021/22
£m

2022/23
£m

TOTAL

Operational Boundary for External Debt

TOTAL

Upper Limits on Interest Rate Exposures
2020/21
£m
Fixed Rate
Variable Rate

75.300

75.300

75.300

(35.000)

(35.000)

(35.000
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Amount of Projected Fixed Rate Borrowing that is Maturing in each Period as a
Percentage of Total Projected Borrowing that is Fixed Rate
Upper Limit %

Lower Limit %

Under 12 months

37

-

12 Months and within 2 years

45

-

2 years and within 5 years

60

-

5 years and within 10 years

80

-

10 years and within 20 years

100

-

20 years and within 35 years

100

-

35 years to 50 years

100

-

Upper Limit for Total Principal Sums Invested for more than 365 days
2020/21
£m

2021/22
£m

2.000
22.

2022/23
£m

2.000

2.000

Relevant Officer

22.1 Maria G. Christofi, Finance Director / e-mail: finance@eastlondonwaste.gov.uk
/ 020 8708 3010
23.

Appendix Attached

23.1 Appendix A Treasury Management Policy Statement
23.2 Appendix B Creditworthiness Criteria
23.3 Appendix C Approved List of Specified and Non-Specified Investments
23.4 Appendix D Glossary
24.

Background Papers

24.1 Treasury Management in the Public Services: Code of Practice and CrossSectoral Guidance Notes (CIPFA)
24.2 The Prudential Code for Capital Finance in Local Authorities (CIPFA)
24.3 MHCLG Guidance on Local Government Investments
24.4 MHCLG Guidance on Minimum Revenue Provision
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Legal Considerations

25.1 Part 1 of the Local Government Act 2003 (the “Act”) requires ELWA as a joint
local authority body to each year set out its Treasury Management Strategy for
borrowing and to prepare an Annual Investment Strategy which sets out ELWA’s
policies for managing its investments and for giving priority to the security and
liquidity of those investments.
25.2 ELWA also has to prepare an Annual Minimum Revenue Provision Policy
Statement setting out how it proposes to repay its debts. The form of the policy
must accord with prudential public finance accounting principles as espoused by
CIPFA. The relevant guidance is set out in the CIPFA Code of Practice on Treasury
Management in the Public Services and the CIPFA Prudential Code for Capital
Finance in Local Authorities.
26.

Financial Considerations

26.1 As detailed in the report.
27.

Performance Management Considerations

27.1 The financial position and projections should reflect service performance trends.
28.

Risk Management Considerations

28.1 Current position results in no change to present risk profile.
29.

Equalities considerations

29.1 There are no specific equality implications arising from this report.
30.

Follow-up Reports

30.1 Budgetary Control Report, next meeting.
31.

Websites and e-mail links for further information
http://www.eastlondonwaste.gov.uk, http://www.communities.gov.uk/corporate/ and
http@//www.cipfa.org

32.

Glossary

CIPFA - Chartered Institute of Public Finance and Accountancy
MHCLG - Department of Housing, Communities and Local Government
ELWA / the Authority – East London Waste Authority
LBR – London Borough of Redbridge
LIBID - The London Interbank Bid
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MRP – Minimum Revenue Provision
PFI - Private Finance Initiative
PWLB - Public Works Loan Board
the Code - CIPFA Treasury Management in the Public Services: Code of Practice and
Cross Sectoral Guidance Notes 2017
the Guidance - MHCLG’s revised Guidance on Local Government Investments
33.

Reviewed by Management Board

27 January 2020
34.

Confidentiality

None
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TREASURY MANAGEMENT POLICY STATEMENT
1.

The Authority defines its Treasury Management activities as:
a)

The management of the organisation’s investments and cash flows, its
banking, money market and capital market transactions;

b)

The effective control of the risks associated with those activities; and

c)

The pursuit of optimum performance consistent with those risks.

2.

The Authority regards the successful identification, monitoring and control of
risk to be the prime criteria by which the effectiveness of its Treasury
Management activities will be measured.
Accordingly, the analysis and
reporting of Treasury Management activities will focus on their risk implications
for the organisation, and any financial instruments entered into to manage
these risks.

3.

The Authority acknowledges that effective Treasury Management will provide
support towards the achievement of its business and service objectives. It is
therefore committed to the principles of achieving value for money in Treasury
Management, and to employing suitable comprehensive performance
measurement techniques, within the context of effective risk management.

4.

When setting borrowing and lending policies, the Authority adheres to the
principles contained within the CIPFA Treasury Management Code of Practice,
The Prudential Code and other statutory guidance. These policies are contained
within the Authority’s Treasury Management Strategy which is approved
annually.
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CREDITWORTHINESS
(Extract from Treasury Management Practices)

The Authority is required to invest prudently and demonstrate that priority is
given to security and liquidity before yield. Creditworthiness covers:a)

Credit quality for selecting counterparties.

b)

Credit ratings for institutions and country.

1.

Credit Quality

1.1

The criteria for providing a pool of high quality investment counterparties for
both Specified and Non-specified investments is as follows:
Banks with a Good Credit Quality
a)

UK banks

b)

Non-UK banks domiciled in a country, which has a minimum Sovereign
long term rating of AA-.

c)

Meet the requirements of the short term and or long-term credit matrices
set out in 2 below.

UK Part Nationalised Banks
Royal Bank of Scotland Group whilst it continues to be part nationalised, or
meets the requirements of the credit matrices.
The Authority’s banker
National Westminster Bank (NWB), for transactional purposes. NWB is a
subsidiary of the Royal Bank of Scotland. For investment purposes investments
can be made with NWB and the Royal Bank of Scotland (RBS). RBS is a part
nationalised bank. If this were to cease and the ratings of RBS did not meet the
creditworthiness criteria then cash balances would be minimised in both
monetary size and time.
Bank Subsidiary and Treasury Operations
The Authority will use these where the parent bank has the necessary ratings
outlined above.
Building Societies
The Authority will use Building Societies that:
a)

Meet the requirements of the short term and or long-term credit matrices
set out in 2 below; or

b)

Have assets in excess of three billion pounds.
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•
•
•
•
•
•
•
•
•

Money Market Funds (including CNAV, LVNAV, VNAV)
UK Government (including the Debt Management Account Deposit
Facility)
Enhanced Cash Funds
Local Authorities (including GLA, Police, Fire Authorities and Parish
Councils)
Non-UK Government
Supranational Institutions
Bond Funds
Equity Funds
Multi Asset Funds.

2.

Credit Criteria

2.1

The Authority adopts a range of credit rating criteria. Creditworthiness is based
on the credit ratings supplied by Fitch, Moody’s, and Standard & Poor.
Short Term Credit Matrix
For short term lending (less than one year) the following minimum credit
criteria for Banks and Rated Building Societies will apply:
Fitch

Fitch

Moody’s

Moody’s

S&P's

S&P's

Highest

Lowest

Highest

Lowest

Highest

Lowest

Long term credit

AAA

A-

Aaa

A3

AAA

A-

Short term credit

F1+

F1

P-1

P-1

A-1

A-1

Long Term Credit Matrix
For Long Term lending (more than one year), the following minimum credit
criteria will apply:
Fitch

Fitch

Moody’s

Moody’s

S&P's

S&P's

Highest

Lowest

Highest

Lowest

Highest

Lowest

Long term credit

AAA

A

Aaa

A2

AAA

A-

Short term credit

F1+

F1

P-1

P-1

A-1

A-1

Long Term – relates to long term credit quality / Short Term – relates to short
term credit quality.
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The credit rating of counterparties is monitored regularly.
The Authority
receives credit rating information (changes, rating watches and outlooks) from
Link Asset Services as and when ratings change and counterparties are checked
promptly. Any counterparty failing to meet the criteria is removed from the list
immediately.
Use of additional information other than credit ratings
The Code of Practice requires the Authority to supplement credit rating
information. The above criteria relates primarily to the application of credit
ratings, however additional operational market information such as negative
ratings watches / outlooks and financial press information must be considered
before any specific investment decisions can be made. In addition, movement
in credit default swap prices can provide an indication of credit risk, as can the
rate of interest being offered if it is out of line with the market.
Country Sovereignty Considerations
Due care will be taken to consider the country, group and exposure of the
Authority’s investments, no more than 35% of the total investment portfolio will
be placed with non-UK countries at any one time.
For countries other than the UK, sovereignty ratings must fall within the ratings
matrix below, before the country can be considered for inclusion on the lending
list and then each individual institution domiciled to that country must meet the
high credit quality criteria as detailed, and the credit matrixes.

Sovereign ratings

Fitch

Fitch

Moody’s

Moody’s

S&P’s

S&P’s

Highest

Lowest

Highest

Lowest

Highest

Lowest

AAA

AA-

Aaa

Aa3

AAA

AA-

A Fitch rating of ‘AAA’ denotes the highest credit rating quality with the lowest
expectation of default risk. The lowest rating ‘C’ denotes that default is
imminent and a rating of ‘D’ denotes that the issuer is currently in default.
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Time and Monetary Limits applying to Investments
Credit Rated Institutions
Minimum Credit Rating
Short Term
Fitch

S&P

Minimum Credit Rating
Long Term

Moody’s

Fitch

S&P

Moody’s

Limit

Time Limit

£m

Years

F1
F1

A-1
A-1

P-1
P-1

A

A

A2

5

1

A-

A-

A3

3

1

F1

A-1

P-1

AA-

AA-

Aa3

3

2

F1

A-1

P-1

A+

A+

A1

2

2

F1

A-1

P-1

A

A

A2

1

2

Other Institutions
Money Market Funds (CNAV)

AAA

3

1 Year

Money Market Funds
(LVNAV)

AAA

2

1 Year

Money Market Funds (VNAV)

AAA

1

1 Year

Unrated Building Societies

Assets greater £3bn

3

6 Months

Unrated Building Societies

Assets greater £3bn

1

1 Year

AAA/V1

3

2 Years

UK Government – DMADF

25

2 Years

UK Government - Bonds

25

2 Years

5

2 Year

UK Corporate Bonds

1

1 Year

Local Authorities

5

2 Years

AA-

3

1 Year

AA-

3

1 Year

Enhanced Cash Funds

Other

UK Government –
Nationalised Banks

Part

Per group

Sovereign Ratings
Non-UK
Bonds

Government

-

Supranational Bonds

The creditworthiness criteria detailed above provides a sound approach to
investment in "normal" market circumstances. However, under exceptional
market conditions institutions can face real and sudden difficulties with a time
lag before the credit rating agencies reflect this. Therefore, the Authority will
maintain a strategy of responding swiftly and the Finance Director will restrict
further investment activity to those counterparties that are at any one time
considered to be of the highest credit quality. Security of the Authority’s money
always remains the main priority and this strategy will take precedence over
yield.
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APPROVED LIST OF SPECIFIED INVESTMENTS, CREDITWORTHINESS AND
USAGE FOR UNDERTAKING THE AUTHORITY’S INVESTMENT MANAGEMENT
STRATEGY
(Extract from Treasury Management Practices)
Specified Investments are sterling investments of not more than one year maturity,
or those which could be for a longer period, but where the Authority has the right to
be repaid within 12 months if it wishes. These are considered low risk assets where
the possibility of loss of principal is small.

INVESTMENT

SECURITY / CREDIT
RATING

USE

Debt Management Agency
Deposit Facility

-

In house

Local Authorities & Parish
Councils

-

In house

Money Market Funds

Rated AAAmf

In house

Enhanced Cash Funds

Rated AAA/V1

In house

UK Part Nationalised Banks

Government backed

In house

Banks

See table and criteria above

In house

Credit matrix
Meets sovereign criteria
Building Societies

See table and criteria above

In house

Credit matrix
Secured on tangible assets
Supranational Bonds

Sovereign rating criteria

In house / external fund
manager

Certificates of Deposit issued
by banks and building
societies

Short-term matrix

In house / external fund
manager

UK Government gilts and
treasury bills

UK Sovereign rating

In house / external fund
manager

Local Government Bills

UK Sovereign rating

In house / external fund
manager

UK Gilt and Bond Funds

Sovereign rating criteria and/
or AAA rated fund

In house / external fund
manager

Non-UK Government Bonds

Sovereign rating criteria

In house / external fund
manager

Corporate Bonds

See table and criteria above

In house / external fund
manager

Sovereign rating criteria
Government Backed

Credit matrix
Meets Sovereign criteria
Secured on tangible assets
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APPROVED LIST OF NON-SPECIFIED INVESTMENTS, CREDITWORTHINESS
AND USAGE FOR UNDERTAKING THE COUNCIL’S INVESTMENT MANAGEMENT
STRATEGY
(Extract from Treasury Management Practices)
Non Specified Investments are any other type of investments that do not fall under
the Specified classification.
In accordance with the guidance issued by the Security of State effective from 1 April
2010, an upper limit must be stated for the percentage of the investment portfolio
that may be held in non-specified investments at any time. This limit has been set at
50% of the total portfolio as per the asset class limit set in the Investment Strategy
Report.
Unrated banks, building societies and other institutions are classed as non-specified
investments irrespective of the investment period.
Investment
Unrated Building
Societies

Security/Credit Rating
Market capitalisation over
£3bn

Maximum Term
6 months

Use
In house

Long-term investments must be undertaken within the approved creditworthiness
criteria and total exposure constrained within the boundaries of the approved limits.
The table below details the total percentage of the Annual Principal Sums Invested for
more than 364 days that can be held in each category of investment, for example
100% of the Principal Sums limit can be held with the UK Government at any one
time.

(All in Sterling)

Security/Credit
Rating

Maximum
term

Use

Upper Limit
% of the
Total
Principal
sums for
each year

UK Government DMO
/ Gilts

Sovereign rating
criteria

2 years

In house

100%

UK Bond Funds

Sovereign rating
criteria /
Regulatory
approved
investment
company

2 years

In house / external
fund manager

50%

Enhanced Cash
Funds

Sovereign rating
criteria / AAA /
V1

2 years

In house / external
fund manager

50%

Local Authorities

Sovereign rating

2 years

In house

100%

Investment
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Investment
(All in Sterling)

Banks

Security/Credit
Rating

Maximum
term

Use

Upper Limit
% of the
Total
Principal
sums for
each year

2 years

In house

100%

2 years

In house

50%

See table and
criteria above
Long term credit
matrix
Meets sovereign
criteria

Building Societies

See credit
criteria table
Long term credit
matrix.

Non UK Government
Bonds

Sovereign rating
criteria

1 year

In house / external
fund manager

35%

Supranational Bonds

Sovereign rating
criteria

1 year

In house / external
fund manager

35%

The Authority’s own
banker

Government
backed

1 year

In house

50%

See table and
criteria above

2 years

In House / external
fund manager

15%

Corporate Bonds

Long term credit
matrix
Meets sovereign
criteria
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GLOSSARY
Asset Class Limits

The Authority is required to set limits in
terms of percentages for each class of
investment held as a percentage of the
total portfolio.

Asset Life

How long an asset, e.g. a Authority
building is likely to last.

Borrowing Portfolio

A list of loans held by the Authority.

Borrowing Requirements

The principal amount the Authority
requires to borrow to finance capital
expenditure and loan redemptions.

Capitalisation direction or
regulations

Approval from central government to
fund certain specified types of revenue
expenditure from capital resources.

CIPFA Code of Practice on Treasury
Management

A professional code of Practice which
regulates
treasury
management
activities.

Constant Net Asset Value (CNAV)

Amortised cost accounting to value fund
assets to aim to maintain a value of a
share of the fund at £1.

Counterparty

Financial institutions with which the
Authority transacts with for borrowing
and lending.

Credit Arrangements

Methods of Financing such as finance
leasing

Credit Ratings

A scoring system issued by credit rating
agencies such as Fitch, Moody's and
Standard and Poor’s that indicate the
financial strength and other factors of a
bank or similar institution.

Creditworthiness

How highly rated an institution
according to its credit rating.

Debt Management Office / DMADF

The DMO is an agency of the HM Treasury
which is responsible for carrying out the
Government’s Debt Management Policy.

Debt Rescheduling

The refinancing of loans at different
terms and rates to the original loan.

Depreciation Method

The spread of the cost of an asset over
its useful life.

Fitch Ratings

A credit rating agency who provides
credit rated worthiness information.

Gilts

Issued by the UK Government in order to
finance public expenditure.
Gilts are

is
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generally issued for a set period and pay
a fixed rate of interest for the period.
Guidance on Local Government
Investments

Statutory guidance issued by the
Department for Communities and Local
Government in respect of local authority
investments

Interest Rate exposures

A measure of the proportion of money
invested and what impact movements in
the financial markets would have on
them.

Lender Option Borrower Option
(LOBO)

Loans taken by the Authority that have a
fixed rate for a specified number of years
and then the rate can be varied by the
lender at agreed intervals for the
remaining life of the loan. If the revised
rate offered by the lender is unacceptable
to the Authority, then the Authority has
the option to repay the loan in full and
the loan agreement will end.

Limits for external debt

The limit set for the total amount of
external debt based on the Authority’s
spending plans, allowing for cashflow
movements and sufficient headroom.

Liquidity

The availability of finance to ensure that
the Authority has adequate cash to be
able to pay its obligations when they fall
due.

Low Volatility Net Asset Value
(LVNAV)

Similar to CNAV but has some mark to
market pricing. Seeks to maintain a
share value of £1 in normal market
conditions

Maturity

The date when an investment is repaid or
the period covered by a fixed term
investment.

Maturity Structure of Borrowings

The composite repayment obligations of
the Authority’s debt portfolio in order of
maturity.

Minimum Revenue Provision

The minimum amount which must be
charged to an authority's revenue
account each year and set aside to repay
debt.

Minimum Revenue Provision Policy
Statement

An annual statement which sets out the
options available to the Authority to
calculate its minimum revenue provision

Money Market

The financial markets where investments
and loans are traded.
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Money Market Funds

An open ended mutual fund that invests
in a mix of short term securities.

Moody's

A credit rating agency who provides
credit rated worthiness information.

Non-Specified Investments

Investments deemed to have a greater
element of risk such as investments for
longer than one year

Prudential Borrowing

Borrowing in accordance with the
requirements of the Prudential Code

Prudential Code for Capital Finance
in Local Authorities

A professional code of practice for local
authorities
to
meet
statutory
requirements of the Local Government
Act

Prudential Indicators

Indicators specified in the Prudential
Code that are set to ensure that capital
investment is affordable, prudent and
sustainable.

Public Works Loan Board (PWLB)

Statutory body operating within the UK
Debt Management Office, who lend
money and collect repayments from local
authorities and other prescribed bodies

Credit Rated

Institutions that possess a credit rating
from a credit rating agency such as Fitch,
Moody's or Standard and Poor’s.

Risk Control

Putting in place processes to control
exposures to risk.

Security

The safety of an investment and the
likelihood that it will be repaid.

Specified Investments

Investments that meet the Authority’s
high credit quality criteria and repayable
within 12 months.

Standard and Poor’s

A credit rating agency who provides
credit rated worthiness information.

Supranational Institutions

Multinational
structures
an
amalgamation of different countries
offering investment opportunities - for
example Euro Investment Bank

Treasury Bills

Short term, Government backed debt
obligation with a maturity of less than
one year. Very liquid and secure.

Unrated institution

An institution that does not possess a
credit rating from one of the main credit
rating agencies.

Page 3 of 4

89

Authority Agenda Item 06
Appendix D

10 February 2020
Unsupported Borrowing

Borrowing where costs
financed by the Authority.

Variable Net Asset Value (VNAV)

Most fund assets priced on a mark to
market basis resulting in a changing
share price.

are

wholly

Page 4 of 4

90

10 February 2020

AUTHORITY REPORT:
1.
1.1
2.
2.1

Authority Agenda Item 07

REVENUE & CAPITAL BUDGETS AND LEVY 2020/21

Confidential Report
No
Recommendation:
Members are asked to agree:
a) The revenue budget for 2020/21, totalling £71.284m as set out in Appendix
A to the report.
b) The Capital Strategy and capital programme for 2020/21 totalling
£60.400m as set out in Appendix E.
c) The charges for commercial waste for 2020/21:
(i) Commercial Waste – recycled

£87 per tonne

(ii) Commercial Waste – other

£165 per tonne

d) That on the basis of a) to c) above, ELWA determines its levy for 2020/21
as the sum of £67.488m which represents, on average, no overall increase
from 2019/20.
e) That on the basis of the agreed formula for apportioning the levy, the levies
for the Constituent Authorities and the percentage increases are as follows:
£m

f)

%
increase /
(decrease)

Barking and Dagenham

12.531

(0.03)

Havering

16.363

(4.02)

Newham

20.244

1.21

Redbridge

18.350

2.50

The risk analysis of the budget and the policy on reserves.

g) The continuation of existing arrangements for the payment of the levy,
commercial and other waste charges.

3.

Purpose

3.1

To agree the revenue budget and capital programme for 2020/21.

3.2

To determine and agree the ELWA levy for 2020/21.

4.
4.1

Executive Summary
This report provides the Authority with information to agree the ELWA revenue
budget and capital programme for 2020/21 and to determine the levy for each
Constituent Council.
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4.2

The proposals set out in this report have been prepared within the context of
the 2020/21 to 2024/25 Medium Term Financial Strategy (MTFS) as reported
at the 2 December 2019 Authority meeting. The variables impacting on the
levy reported were projected tonnages, inflation, insurance costs and reserves.
The December 2019 MTFS report projected an indicative average increase in
the ELWA levy of 1.49% for 2020/21 and the variables remain broadly the
same as previously reported. The impact of the increase is different for each
Constituent Council dependent on those Constituent Councils’ tonnages and
Council Tax Bases.

4.3

It is proposed that the levy is not increased at overall level from the 2019/20
level. However, this is an average and not the specific level for each Constituent
Council.

4.4

The table below summarises the movement in the proposed budget from
2019/20.
£m

Reference
para.

Original Budget 2019/20

68.979

IWMS contract – tonnage /contract

(0.265)

6.2 – 6.5

IWMS contract – increase due to inflation

1.362

6.6

Insurance costs

0.526

6.8

(0.335)

6.16 - 6.20

Capital financing

0.418

6.12 – 6.15

Strategy development and waste prevention
programme costs funded from the Strategy
Reserve

0.476

6.10

Other including non-contract inflation

0.123

6.9 - 6.11

Net income change

Proposed Budget for 2020/21

71.284

Page 2 of 16

92

10 February 2020

4.5

Authority Agenda Item 07

The table below summarises the movement in the proposed levy from 2019/20.
£m

Reference
para.

2019/20 levy

67.488

IWMS contract – tonnage / contract

(0.265)

6.2 – 6.5

IWMS contract – increase due to inflation

1.362

6.6

Insurance costs

0.526

6.8

(0.335)

6.16 to 6.20

Capital financing

0.418

6.12 – 6.15

Strategy development and waste prevention
programme costs funded from the Strategy
Reserve

0.476

6.10

Other including non-contract inflation

0.123

6.9 - 6.11

Decrease in net contributions to reserves

(2.305)

7.1 – 7.4

Proposed 2020/21 levy

67.488

Net income change

Reserves movements:

4.6

There has been a small mitigation of these pressures as a result of a lower
RPIX increase in October 2019 than forecast in the MTFS report in December
2019. This is 2.14% compared to 2.39% assumed in December 2019.
Elsewhere on the agenda is a report which details the budgetary position up to
December 2019 and the forecast outturn position at 31 March 2020. This
shows a forecast underspend for 2019/20 of £3.564m. This forecast
underspend has increased from that reported at the December meeting and is
factored into the updated Strategy Reserve position.

4.7

The updated ELWA technical officer advice based on the latest trend data is
that tonnage is now projected to be 463,000 tonnes in 2020/21, with projected
increases of 12,000 tonnes in 2021/22, 11,000 tonnes in 2022/23, 13,000
tonnes in 2023/24 and 12,000 tonnes in 2024/25.

4.8

Other updates since the December 2019 report reflected in the above tables
include an increase in insurance premiums, an allowance for increased property
rents, the inclusion of expenditure relating to the development of a new Joint
Resources and Wastes Strategy and a reduction in the contribution to the
Strategy Reserve detailed in paragraph 7.2.
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4.9

The levy has been set on the basis that General Revenue Reserves are
maintained at £3m over the five year period. In addition, the Authority holds
a Business Risk Reserve which currently stands at £3m, including a contribution
of £2m from the 2018/19 outturn. Drawdowns from the Strategy Reserve
totalling £0.476m have been made to fund the East London Waste Prevention
Programme, as agreed by the Authority at its December 2019 meeting, and
expenditure relating to the development of a new Joint Resources and Wastes
Strategy. The Strategy Reserve will continue to be built up to fund further
revenue expenditure required for the work to plan for the post 2027 waste
disposal arrangements. Currently it is planned to have £21.726m available by
the end of 2024/25. Taking account of accounting adjustments, the Capital
Reserve is to be maintained at £0.100m.

4.10

The agreed present method of allocating the levy between the Constituent
Councils is as follows:

4.11

5.

(1)

waste tonnage levels for costs attributable to household waste
delivered by the Constituent Councils;

(2)

Council Tax Base to apportion other costs such as reuse and
recycling centres and corporate costs.

The ELWA Management Board supports the contents and recommendations set
out here, and the finance service of each Constituent Council has been
consulted on and advised of the potential levy increases.
Background

5.1

This report sets out the background to determining the Authority’s levy,
including cost pressures and the need to build up reserves for strategy
development in relation to the waste strategy after 2027. Members are asked
to consider these matters and determine the levy for 2020/21.

5.2

This report builds on the MTFS 2020/21 to 2024/25 report as presented at the
meeting of this Authority on 2 December 2019. The Constituent Councils were
made aware of this and an indicative average levy increase of 1.49% in
2020/21 was projected in December 2019.

5.3

ELWA is required to inform the Constituent Councils as to the amount of its
levy requirement for each financial year before 15 February of the preceding
financial year.

5.4

There is no specific power enabling ELWA to make a supplementary levy during
the course of the year should it require additional resources due to unforeseen
circumstances.

5.5

The levy requirement is made up of the ELWA budget plus any contingency
provisions and drawings from/contributions to reserves.
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Cost Pressures on Revenue Budget
The principal determinant of the levy is the level of costs facing ELWA, mainly
from the Integrated Waste Management Contract and the ability to use/add to
reserves to mitigate against cost pressures or build reserves to meet the risks
facing the Authority. The following paragraphs detail the main cost pressures.

Annual Budget and Service Delivery Plan (ABSDP)
6.2

The key item within the revenue budget is ELWA Ltd’s Annual Budget and
Service Delivery Plan (ABSDP) which forms approximately 91% of ELWA’s total
gross expenditure. In recent years actual tonnage has been different to that
forecast in the ABSDP and a prudent technical officer view has been taken for
budget purposes. At the meeting on 2 December 2019, which considered the
MTFS 2020/21 to 2024/25 based on ELWA and other technical officer advice
as well as population and household data projections, a tonnage of 463,000
tonnes was projected for 2020/21. The latest officer advice is that this remains
the appropriate level of projected tonnage for 2020/21.

6.3

The revenue budget has accounted for further increases in landfill tax (LFT)
which will increase from £91.35 to £94.15 per tonne in 2020/21. Under the
Integrated Waste Management Services (IWMS) contract, the operator
(Renewi) is only liable for a small element of the landfill tax whilst ELWA bears
the majority of costs (see also paragraph 6.7 below), provided the operator
has achieved the contracted diversion from the landfill target. The overall
landfill tax liability will vary depending on the diversion rate.

6.4

As a consequence of additional LFT rate rises, the revenue budget has assumed
subsequent increases in commercial waste disposal charges to the Constituent
Councils in 2020/21 of the equivalent amount.

6.5

Managing waste levels is a key pressure for Constituent Councils which will be
affected by the pace of development of the ELWA region as well as general
population growth in the Constituent Councils, which could significantly add to
waste growth over the next decade. Members were presented with details of
the pressures affecting waste levels in the report on the MTFS in December
2019. Based on these pressures, annual increases of 12,000 tonnes in
2021/22, 11,000 in 2022/23, 13,000 in 2023/24 and 12,000 in 2024/25 have
been included in the projections.

6.6

As required in the contract, annual cost inflation has been built into the
projections. This is based on the Retail Price Index excluding mortgages (RPIX)
at the previous October each year (at the 80% level to reflect the contractor’s
non-inflated finance costs). At this level, it is 1.71% for 2020/21. The Office
for Budget Responsibility figures suggest that RPIX inflation will be between
2.5% and 3% over the next three years. It is proposed that the 80% level of
1.71%, based on the October 2019 RPIX, is retained for the projections in this
report.
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Previous diversion agreements with the contractor have had a financial impact
for ELWA. The current agreement which is effective until 2027 passes the
financial risk onto the operator giving an incentive for the operator to landfill
as little as possible. The percentage diversion rate is therefore no longer a
variable in the projection of the contractor costs budget as the total of the LFT
and diversion supplements are the same at diversion levels of 67% and above.
Also under these arrangements a flat rate rebate rising to £0.500m per annum
is payable by the operator to ELWA. Efficiencies in the contract which have
already been achieved have been built into the budgeted figures.

Insurance Costs
6.8

In respect of the contract, Members will be aware that insurance premiums
have increased significantly in recent years due partly to the major incident in
2014 at the Frog Island Waste facility, but also due to the market place for
insurance where, because of the overall number of fires in the wider waste
industry, there are very few providers of this type of insurance. As a result,
renewal premiums for 2020 were subject to significant increases and the
insurance budget for 2020/21 has had to be increased by £0.526m. There
remains significant uncertainty around future increases and so, in the absence
of information to the contrary being available, increases of 10% per annum
have been assumed in the projections from 2021/22.

Non-Contract Costs
6.9

Salaries and related costs are assumed to increase by 2% per annum over the
five-year period. Salary budgets also include an uplift of £0.118m for the East
London Waste Prevention Programme, funded from the Strategy Reserve, as
agreed by the Authority at its December 2019 meeting.

6.10

The 2020/21 budget also includes £0.208m of expenditure relating to the
development of a new East London Joint Resources and Wastes Strategy and
non-salary costs of the Waste Prevention Programme of £0.150m, both of
which are funded from the Strategy Reserve.

Landfill Sites
6.11

ELWA still retains some closed landfill sites and the general policy is to dispose
of these. The cost of maintenance of the Aveley site is funded from ELWA’s
revenue budget and includes the cost of two full time staff.

Capital Financing Charges
6.12

Through the IWMS contract, ELWA Ltd has delivered a major capital investment
for the provision of waste disposal facilities and the refurbishment of existing
ones in the ELWA area. The costs of this are reflected within the contract.

6.13

Every year the Authority is required to inform Government whether there is a
possibility that it may need to borrow to fund capital expenditure. In the
Treasury Management report elsewhere in the agenda there is an annual
request for £0.400m to fund any possible capital works identified as a result of
the ongoing review of the landfill sites.
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6.14

The report also requests approval of a capital programme in 2020/21 of
£60.400m in relation to the Authority’s post 2027 waste strategy and other
potential capital works - see Appendix E. The Treasury Management Strategy
makes provision for this investment to be funded by borrowing. In 2020/21,
the Authority’s maximum borrowing requirement to meet new capital
expenditure and debt redemptions/replacement is estimated to be £60.400m.

6.15

The revenue implications of the proposed borrowing are included within the
revenue budget and reflect the one percentage point increase in Public Works
Loan Board rates announced in October 2019. This results in an increase in
capital financing charges in 2020/21 of £0.418m compared with 2019/20.

Income
6.16

ELWA receives interest on its balances and the total income generated depends
on the level of balances and interest rates. ELWA’s Treasury Management
Strategy, elsewhere on this agenda, continues to focus on security and
maintaining liquidity for the Authority. The income target remains at the same
level as 2019/20.

Commercial and Royalty Charges
6.17

There are some other income streams within the revenue budget projections.
These are commercial waste charges to the Constituent Councils and trade
waste royalty income from ELWA Ltd.

6.18

ELWA makes charges to Constituent Councils for commercial waste disposal
based on the tonnage disposed. Under the IWMS contract Renewi must accept
and deal with this waste. It is assumed that volumes remain constant over the
five-year period.

6.19

To reflect the increased cost of landfill tax (in 2020/21) and inflation within the
IWMS contract it is the view of the ELWA technical officers that the charge for
commercial residual waste for 2020/21 is increased from £161 to £165 per
tonne. £1.20 of the increase relates to inflation and £2.80 to the increase in
landfill tax. The charge for recycled waste is recommended to increase from
£86 to £87.

6.20

The Authority receives royalty income in respect of non-contract waste that the
operator processes in any of ELWA’s key facilities. In principle this is
determined by an agreement with the contractor to take up all excess capacity
beyond that used by ELWA regardless of whether the contractor or operator
fills this capacity. For 2020/21 this would mean a projected income of £0.332m.
As ELWA’s tonnage increases over the subsequent years the amount of excess
capacity will reduce and therefore the budgeted income over these years
reflects this by reducing to £0.300m in 2024/25.

Contingency
6.21

In order to deliver a sustainable budget that is able to adapt to uncertainty, it
is prudent for the Authority to set aside a provision or contingency for uncertain
events.
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The contingency assumed in the 2019/20 budget was £0.500m. Given the
possible pressures due to the fluctuations in tonnages the contingency will
remain at £0.500m per annum over the five-year period. Any greater variation
would be funded from reserves.

Summary
6.23
7.

Details of the recommended budget for 2020/21 are at Appendix A. This is
compared on a line by line basis with the budget agreed for 2019/20.
Reserves Strategy

Revenue Reserve
7.1

Members will be aware that in previous budget reports the Authority agreed to
set a minimum level of Revenue Reserve of £3m. A higher level of reserves
was allowed for at the start of the contract due to the uncertainty around the
innovative nature of the contract, the technologies used and planning risk.
Once the contract was established, reserves were reduced in stages to an
appropriate level. At the meeting in December 2019 on the MTFS, Members
agreed to keep the level of General Reserves at £3m.

Strategy Reserve
7.2

Members have previously agreed the policy of holding a Strategy Reserve to
cover costs arising out of the post 2027 waste disposal arrangements.
Members have been advised that the Strategy Reserve will be used for revenue
costs including feasibility works relating to site options and appraisals, preplanning work and elements of the planning approval process e.g. procurement
of a design, build and operate contract. Initial costs of £0.208m are expected
to be incurred in 2020/21 on the development of the new East London Joint
Resources and Wastes Strategy. A drawdown from the Strategy Reserve of
£0.268m has also been budgeted in 2020/21 to fund the East London Waste
Prevention Programme, as agreed by the Authority at its December 2019
meeting. The contribution to the Strategy Reserve in 2020/21 is £0.671m, a
reduction of £1.829m from the 2019/20 level and currently it is planned to
have £21.726m available in the Reserve by the end of 2024/25.

Business Risk Reserve
7.3

The Business Risk reserve was created to cover any risks such as those
contained in Appendix B whilst maintaining the Revenue Reserve balance at
£3m. A contribution of £2m was made from the 2018/19 outturn bringing the
total reserve to £3m. The Business Risk reserve will be reviewed annually over
the five-year period. It is recommended that this reserve is only utilised if a
risk materialises and all exhaustive management action has been taken to
mitigate the risk and financial impact.
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Capital Reserve
7.4

The main purpose of the capital reserve is for potential future costs at Aveley.

PFI Funding
7.5

Although there is no longer a PFI Reserve the Authority continues to receive
PFI grant funding of £3.991m per annum. The Ministry for Housing,
Communities and Local Government in January 2011 advised that the annual
PFI grant would be paid on an annuity basis rather than the declining balance
basis with a final payment made in 2026/27. The main impact of this is that
for the five years commencing 2020/21, the Authority will receive £5m extra
compared to the position if the grant had continued to be paid on the declining
balance basis. It is proposed that this continues to be utilised to reduce the
levy requirement.

Summary of Reserves Position
7.6

The following table provides a summary of forecast levels of reserves for the
current year 2019/20 until 2024/25.

Summary
Budget
Strategy
Reserve
Opening
balance
Less
Strategy
spend
In year
movement:
- MTFS
- forecast
under spend
Closing
balance
Revenue
Reserve
Opening
balance
In year
movement
Closing
balance
Business
Risk
Reserve
Opening
balance
In year
movement

2019/20
£m

2020/21
£m

2021/22
£m

2022/23
£m

2023/24
£m

2024/25
£m

11.109

17.173

17.368

17.093

18.311

19.522

-

(0.476)

(0.275)

(0.282)

(0.289)

(0.296)

2.500
3.564

0.671
-

-

1.500
-

1.500
-

2.500
-

17.173

17.368

17.093

18.311

19.522

21.726

3.000

3.000

3.000

3.000

3.000

3.000

-

-

-

-

-

-

3.000

3.000

3.000

3.000

3.000

3.000

3.000

3.000

3.000

3.000

3.000

3.000

-

-

-

-

-

-

Page 9 of 16

99

10 February 2020

Closing
balance
Capital
Reserve
Opening
balance
In year
movement
Closing
balance

8.

Authority Agenda Item 07

3.000

3.000

3.000

3.000

3.000

3.000

0.100

0.100

0.100

0.100

0.100

0.100

-

-

-

-

-

-

0.100

0.100

0.100

0.100

0.100

0.100

Levy for 2020/21 and Subsequent Years

2020/21 Levy
8.1

The levy requirement is made up of the ELWA net revenue budget plus/minus
any contingency provisions and contributions to or from reserves.

8.2

The levy for 2020/21 is recommended to be £67.488m including a contingency
of £0.500m. This represents, on average, no increase from 2019/20.

8.3

The above reserves projections reflect the current understanding and
assessment by officers of the risks faced by ELWA. These matters will need to
be kept under review and the advice may change in light of any future
developments.

Levies 2021/22 to 2024/25
8.4

The table below highlights potential levies of £70.587m for 2021/22 up to
£79.311m for 2024/25. The reserves position at the end of 2024/25 is
projected to be £3m of Revenue Reserve, a Strategy Reserve of £21.726m and
a Business Risk Reserve of £3m. The PFI Contract Reserve remains at zero.

8.5

The levy forecasts for 2021/22 to 2024/25 clearly can only be taken as an
indication for planning purposes. A change in any of a number of uncertain
factors for example changes in landfill tax legislation, waste growth, inflation
assumptions and any new legislation could impact on the overall projections.
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The indicative levy position and reserves figures for the next five years
(assuming all above assumptions are correct) are summarised in the following
table:
Summary Budget

2020/21
£m

2021/22
£m

2022/23
£m

2023/24
£m

2024/25
£m

Revenue Budget

71.284

74.853

77.110

79.589

81.099

Annual PFI Grant

(3.991)

(3.991)

(3.991)

(3.991)

(3.991)

Sub Total

67.293

70.862

73.119

75.598

77.108

0.195

(0.275)

1.218

1.211

2.203

(67.488)

(70.587)

(74.337)

(76.809)

(79.311)

0.00%

4.59%

5.31%

3.32%

3.26%

Financed By/Funded
Transfer to / (from)
Reserves
Levy
Levy increase over
previous year

8.7

Increases in the levy in future years are likely to put pressure on the budgets
of the Constituent Councils. If increases of this level are to be avoided, ELWA
should continue to work with the operator and contractor to find further ways
to substantially reduce costs and with the Constituent Councils to reduce
tonnages.

8.8

Public sector financial constraints remain a key feature of Government policies.
This reinforces the need for ELWA to seek ways to limit future levy increases
as far as possible.

8.9

Any changes in the budgets provided in the recent MTFS will be reflected in the
next MTFS review due in November 2020.
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Apportionment of the 2020/21 Levy and Monitoring Arrangements
8.10

The basis of the apportionment of the levy is explained in paragraph 4.10 of
the report. The detailed apportionment is given in the table below:

Actual
Levy
2019/20

£m

Estimated
Levy per
December
2019
Report

Borough

Updated
Delivered
Tonnages

£m

Apportion
on
Tonnages

Band D
Council
Tax Base
Basis

£m

Apportion
on Band
D Council
Tax Base

Proposed
Levy
2020/21

£m

£m

Percentage
increase /
(decrease)
in 2020/21

%

12.535

12.587

LBBD

68,664

10.397

51,204

2.134

12.531

(0.03)

17.049

16.703

LBH

83,604

12.659

88,883

3.704

16.363

(4.02)

20.001

20.526

LBN

111,240

16.844

81,578

3.400

20.244

1.21

17.903

18.678

LBR

95,961

14.531

91,628

3.819

18.350

2.50

67.488

68.494

Total

359,469

54.431

313,293

13.057

67.488

-

8.11

Changes in the relative tonnages between boroughs and between household
and commercial waste tonnages may reflect not only volume changes but also
the re-classification of waste.

8.12

The proposed levy for each borough shows some variation from the overall no
change position. Members will recall that the household waste element of the
levy (the major part) is calculated on the relative tonnages of the last complete
year. Therefore, the household part of the 2020/21 levy is based on 2018/19
household tonnages. The variations from the overall no change position largely
reflect the boroughs’ movements from 2017/18 tonnages to 2018/19
tonnages.

8.13

The levy is paid in twelve monthly instalments to assist ELWA’s cash flow and
it is proposed that this continues.

8.14

It is recommended that commercial waste charges and other expenditure and
income continue to be sought in accordance with the existing arrangements
i.e. based on quarterly claims and invoices. Current arrangements have
generally worked well and it is recommended that these continue, subject to
further review.

9.
9.1

Referendum
The Localism Act 2011 gives local communities the power to decide about
Council Tax rises. Where such rises are deemed to be excessive (2% and
above in 2020/21), authorities will be required to hold a referendum to get
approval or a veto from local voters. Currently the rules apply to Local
Authorities and Precepting Authorities.
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The Authority is indirectly funded via the Council Tax and therefore in setting
the levy in 2020/21 it needs to be aware of the potential impact on the Council
Tax of Constituent Councils.

10. Risks
10.1

In line with all public sector organisations, ELWA faces difficult financial
challenges over the next few years. Consequently, it is vital that ELWA is aware
of the risks it faces and has arrangements in place to mitigate these.

10.2

The risks that ELWA faces include Government funding cuts, tonnage levels,
avoiding major failure in services such as that resulting from the fire damage,
and ensuring that existing regulations continue to be complied with. A key risk
is that waste tonnage exceeds the budget.

10.3

Controls have been put in place to mitigate against identified risks and the
success of these controls will need to be regularly monitored within ELWA’s risk
management arrangements. This level of reserves has been based on the
assumption that these risks will be mitigated in line with ELWA’s agreed risk
management framework. The level of reserves held will need to be kept under
review and considered against any changing circumstances. Details are in
Appendix B.

10.4

A known key longer term risk is dealing with/preparing for the post 2027
position and a specific Strategy Reserve which will have £21.726m available at
the end of the five-year period has been established for this. In the event that
expenditure is incurred on a project that is subsequently aborted, any costs
associated with the aborted project would be chargeable to revenue.

11. Robustness of Budget and Adequacy of Reserves
11.1

The Local Government Act 2003 places duties on local authorities to reinforce
good financial practice. In respect of the setting of ELWA’s annual budget and
levy, the Finance Director (Section 73 Officer) is required to provide
professional advice on the robustness of the budget and the adequacy of
reserves. The Secretary of State has back up powers to impose a minimum
level of reserves on any Authority that fails to make adequate provision.

11.2

The framework for the preparation of the budget is ELWA’s five-year MTFS.
Monthly budget statements are prepared throughout the year for monitoring
and control purposes. These anticipate cost pressures and take a prudent view
on income estimates.

11.3

The major component of the estimates is the IWMS contract cost. This is
formally agreed (subject to tonnage variations) between ELWA and ELWA Ltd
via the ABSDP and this is taken account of in the revenue budget. ELWA’s other
costs are as advised by ELWA officers and Constituent Councils which are
responsible for and carry out certain functions on ELWA’s behalf. These costs
are based on the advice of Constituent Councils’ technical officers with
appropriate support from other officers and in particular their views on waste
levels.
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11.4

The proposals for 2020/21 are prudent and reasonable given the process for
preparing the budget.

11.5

The ELWA management board has reviewed the MTFS for 2020/21 to 2024/25
and specifically has reviewed the draft budget and proposed levy for 2020/21
at their meeting on 27 January 2020. The view of the ELWA management
board is that the proposed budget is robust.

11.6

ELWA officers maintain detailed systems for budgetary control and also for
waste/contract monitoring. It is vital that these systems are maintained to
supply effective data for Members and the Board. This will enable in year
variances to be identified and mitigated. Relevant information that may affect
the viability of the budget should in any case be reported to Members and the
Board and appropriate action taken accordingly.

11.7

There are a number of risks facing ELWA, as set out in Appendix B. In general,
as a single purpose authority, risks have a more concentrated effect on ELWA
than would be the case with a multi-purpose authority in that adverse impacts
on its principal business cannot be offset by other factors. This is compounded
by the fact that the viability of the budget depends overwhelmingly on the
volume of waste processed, but the amount of this waste is to a large extent
outside the Authority's control. This makes ELWA acutely sensitive to risk.
Coupled with the risk of liability for uninsured losses it requires that strong
controls be in place and monitored constantly for effectiveness by senior
officers and the Board. As part of the development of the East London Joint
Resources and Waste Strategy Members will be invited to consider ways of
managing and reducing waste volumes within their respective authorities in
order to mitigate the operational and financial risks faced by ELWA and the
Constituent Councils.

11.8

The Authority's reserves are a vital part of its financial management
arrangements.
They cushion the impact of uneven cash flows, avoid
unnecessary temporary borrowing and cushion the impact of unexpected
events or emergencies. Appendix B quantifies the potential impact of known
risks.

11.9

The Authority maintains a Revenue Reserve (also described as the working
balance or general fund reserve) which is projected to be £3m and reflects the
fact that the likelihood of all risks materialising in one year is low. The Business
Risk Reserve will remain at £3m whilst maintaining the Revenue Reserve at
£3m. In addition, it is proposed to continue to build up a Strategy Reserve
which will have £21.726m available by the end of the next five years.

11.10 It is the Finance Director’s (Section 73 Officer) view, having consulted relevant
colleagues and following an analysis of the strategic, operational and financial
risks and uncertainties facing ELWA, which are set out in this report, that risks
and uncertainties are adequately addressed in the setting of the 2020/21
budget and levy and the proposed level of reserves, subject to the various
remarks about mitigation in this report, is adequate. The level of reserves for
future years will need to be kept under constant review in the light of any new
developments which may impact on the Authority.
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12. Conclusion
12.1

Based on the MTFS and risk analysis the report recommends a 2020/21 budget
and non-household waste charges that result in, on average, no overall levy
increase for ELWA. The proposed levy for each Constituent Council varies from
the average reflecting variations in relative tonnages and Council Tax Bases.

13. Relevant officer:
13.1

Maria G Christofi, Finance Director / e-mail finance@eastlondonwaste.gov.uk
020 8708 3013

14. Appendices attached:
14.1

Appendix A: Summary of Revenue Budgets for 2019/20 and Forward Budget
for 2020/21.
Appendix B: Financial Risk Analysis 2020/21.
Appendix C: Split of levy increase by Constituent Council 2019/20 to 2020/21.
Appendix D: Population and housing projections over the five-year period.
Appendix E: Capital Strategy and capital programme 2020/21.

15. Background papers:
15.1

Returns from Constituent Councils.

15.2

Budget working papers.

15.3

2 December 2019 – Medium Term Financial Strategy 2020/21 to 2024/25 and
Budget Strategy Report and draft minute No 7.

16. Legal considerations:
16.1

As a levying authority, ELWA makes levies on its Constituent Councils each
year to meet all liabilities falling to be discharged by it for which provision is
not otherwise made.

16.2

The Constituent Councils have agreed the manner and proportions by which
the amount to be levied is to be apportioned between them.

16.3

By law, the levy needs to be made by a demand stating the date by which a
payment or payments in respect of the levy are required to be made and the
amount of such payment(s). The demand must be issued, or information as to
the amount to be subsequently demanded must be given, to each Constituent
Council not less than twenty-one days before the beginning of the financial
year to which the levy relates. ELWA has determined that the demand for the
2020/21 financial year be made before 15 February 2020.
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17. Financial considerations:
17.1

As detailed in the report.

18. Performance management considerations:
18.1

As detailed in the report

19. Risk management considerations:
19.1

As detailed in paragraphs 10 and 11 of the Report and Appendix B.

20. Equalities considerations:
20.1

In respect of the equalities impact of these proposals, this report builds on
previous decisions by the Authority and at the point these decisions were made
there were no equality issues. The report makes changes in budget figures and
proposes to maintain the level of the total levy but these do not particularly
affect any one group as defined by equalities legislation.

21. Follow-up reports:
21.1

Budget Control and Contract Monitoring Reports.

22. Websites and e-mail links for further information:
22.1

ELWA: https://eastlondonwaste.gov.uk/

23. Glossary:
Constituent
Councils

London Boroughs of Barking & Dagenham, Havering,
Newham and Redbridge.

ABSDP

Annual Budget and Service Delivery Plan

Contractor

ELWA Ltd

ELWA

East London Waste Authority

IWMS

Integrated Waste Management Strategy

LFT

Landfill Tax

Operator

Renewi

PFI

Private Finance Initiative

24. Approved by Management Board
24.1

27 January 2020.

25. Confidentiality:
25.1

None.
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SUMMARY OF REVENUE BUDGET
Budget

EXPENDITURE

2019/20

Draft
Budget
2020/21

£m

£m

Employee and Support Services

0.607

0.792

Premises Related Expenditure

0.176

0.231

64.117

65.214

Insurance

1.450

1.976

Supplies - Other

0.206

0.570

Payments to Constituent Councils

3.126

3.121

Capital Financing Costs

1.914

2.332

71.596

74.236

Commercial Waste Charges

(2.677)

(3.023)

Bank Interest Receivable

(0.060)

(0.060)

Other Income

(0.380)

(0.369)

(3.117)

(3.452)

0.500

0.500

NET EXPENDITURE ON SERVICES

68.979

71.284

PFI Grant Receivable

(3.991)

(3.991)

(67.488)

(67.488)

2.500

0.195

-

-

Supplies and Services
IWMS Contract Payments

TOTAL GROSS EXPENDITURE
Income

TOTAL INCOME
Contingency

Levy Receivable
Net Transfer to Strategy Reserve
REVENUE DEFICIT/(SURPLUS) FOR PERIOD
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FINANCIAL RISK ANALYSIS FOR 2020/21 (AS AT JANUARY 2020)

Risk

Rating

Worst
Case
£m

Likelihood
%

Value of
Risk
£m

Waste increases above budget
assumptions

AMBER

0.5

20

0.1

Changes to waste collection
methodologies

AMBER

0.5

20

0.1

Landfill sites - fly tipping and
pollution costs

AMBER

5.0

20

1.0

Insufficient provision in Strategy
Reserve

AMBER

1.0

10

0.1

IWMS - liability for uninsured losses
and deductibles

AMBER

1.0

30

0.3

Authority liabilities for uninsured
losses and deductibles

AMBER

1.0

30

0.3

Cuts in Government funding

AMBER

4.0

25

1.0

Law changes/ legal action

AMBER

2.0

5

0.1

TOTAL

15.0

3.0
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Split of Levy Increase by Constituent Council 2019/20 to 2020/21
Barking
and
Dagenham
£m

Havering

Newham

Redbridge

£m

£m

£m

Total

£m

12.535

17.049

20.001

17.903

67.488

(0.053)

(0.750)

0.164

0.374

(0.265)

-inflation

0.254

0.330

0.408

0.370

1.362

Insurance costs

0.097

0.128

0.158

0.143

0.526

Other non-contract
inflation

0.072

0.094

0.118

0.107

0.391

Capital financing

0.078

0.101

0.125

0.114

0.418

Other income increases

(0.062)

(0.081)

(0.101)

(0.091)

(0.335)

Movement in the use of
reserves

(0.390)

(0.508)

(0.629)

(0.570)

(2.097)

Proposed 2020/21
levy

12.531

16.363

20.244

18.350

67.488

Barking
and
Dagenham

Havering

Newham

Redbridge

2019/20 levy
IWMS contract
-tonnages and contract

% increases

%

Total

%

%

%

%

(0.42)

(4.40)

0.80

2.09

(0.39)

-inflation

2.02

1.94

2.04

2.07

2.02

Insurance costs

0.78

0.75

0.79

0.80

0.78

Other non-contract
inflation

0.58

0.56

0.59

0.60

0.58

Capital financing

0.62

0.59

0.63

0.63

0.62

Other income increases

(0.50)

(0.48)

(0.50)

(0.51)

(0.50)

Movement in the use of
reserves

(3.11)

(2.98)

(3.14)

(3.18)

(3.11)

(0.03)

(4.02)

1.21

2.50

0.00

IWMS contract
-tonnages and contract

Proposed 2020/21
levy increase /
(decrease)
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Population and household projections

Population projections
2020

2021

2022

2023

2024

m

m

m

m

m

%

Barking and Dagenham

0.222

0.225

0.228

0.232

0.235

5.9

Havering

0.265

0.268

0.271

0.274

0.277

4.5

Newham

0.363

0.368

0.372

0.376

0.380

4.7

Redbridge

0.315

0.319

0.323

0.327

0.331

5.1

1.165

1.180

1.194

1.209

1.223

5.0

Total

increase

Source: Office for National Statistics (ONS)

Household projections
2020

2021

2022

2023

2024

increase

m

m

m

m

m

%

Barking and Dagenham

0.083

0.085

0.086

0.088

0.089

7.2

Havering

0.107

0.108

0.109

0.111

0.112

4.7

Newham

0.133

0.136

0.136

0.141

0.144

8.3

Redbridge

0.117

0.119

0.121

0.123

0.125

6.8

Total

0.440

0.448

0.452

0.463

0.470

6.8

Source: Office for National Statistics (ONS)

ELWA Region Population numbers

0.400
0.350
0.300
0.250
0.200
0.150
0.100
0.050
0.000

2020

2021
Barking and Dagenham

2022
Havering

2023
Newham

2024
Redbridge

Source: Office for National Statistics (ONS)
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ELWA Region household numbers
0.160
0.140
0.120
0.100
0.080
0.060
0.040
0.020
0.000

2020

2021

2022

Barking and Dagenham

Havering

2023
Newham

2024
Redbridge

Source: Office for National Statistics (ONS)

Tonnages used in the calculations of the levy are shown in the following table:

Annual %
increase

2019/20

2020/21

2021/22

2022/23

2023/24

2024/25

462,000

463,000

475,000

486,000

499,000

511,000

0.2

2.6

2.3

2.7

2.4
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CAPITAL INVESTMENT STRATEGY 2020/21 TO 2024/25
This Capital Strategy has been prepared for Members’ approval.
To ensure effective deployment of resources and the application of capital
resources which are affordable by the Authority.
• Having regard to the Secretary of State’s guidance on Local Government
Investments issued under section 15(1)(a) of the Local Government Act 2003.
• Having regard to current editions of the CIPFA codes by regulations 2 and 24 of
the Local Authorities (Capital Finance and Accounting) (England) Regulations
2003 [SI3146] as amended.
The programme provides investment to enable the development of efficient services
and income generating investments. The risks of investment within the Strategy have
been assessed and, where necessary, specialist advice has been sought to ensure
effective outcomes.
•

1.

Purpose of the Capital Investment Strategy

This Capital Strategy aims to outline the objectives of the East London Waste Authority
(ELWA)’s Capital Programme to ensure that these are aligned to deliver the Authority’s
priorities as set out in the Medium Term Financial Strategy (MTFS) and Revenue and
Capital Budgets and Levy 2020/21 reports; highlight the process for setting it annually;
identify the different sources of funding available and outline the process for
monitoring the programme’s progress through to delivery.
The Strategy has been prepared to enable an understanding of the capital investment
plans including the attainment of stewardship, value for money, prudence,
sustainability and affordability. The Strategy sets out the long-term context in which
capital expenditure and investment decisions are made and gives due consideration to
both risk and reward and impact on the achievement of priority outcomes.
This Strategy notes the requirements of the legislation regarding Non-Financial Assets
which are held primarily or partially to generate a profit such as investment property
portfolios. The Authority has no Non-Financial Assets.
Capital Expenditure is defined within the Chartered Institute of Public Finance and
Accountancy’s (CIPFA) Accounting Code of Practice as:
“…Expenditure that results in the acquisition, construction, or the enhancement of noncurrent assets (tangible or intangible) in accordance with proper practices… All other
expenditure must be accounted for as revenue expenditure unless specifically directed
by the Secretary of State.”
2.

Knowledge and Skills

The Capital Strategy has been developed by Officers of the Authority, who have
relevant knowledge and technical skills. In addition, external advice and management
is employed by the Authority procuring and appointing suitably qualified advisors and
managers to support the development, operation and design of the programmes.
Treasury management advisors are also contracted to advise on the financing of the
Programme, and other advisors of a more specialist nature will also be procured where
appropriate.
Page 1 of 5
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3.

Key objectives of the Capital Programme

The key objectives of the Authority’s Capital Programme are to ensure:
•
•

•
•

Capital assets are used to support the delivery of the Authority’s priorities and
services;
Expenditure is aligned to the Authority’s Medium Term Financial Strategy to
ensure that buildings and infrastructure are fit for purpose and in a suitable
condition to deliver services;
All investments are affordable, sustainable and financially prudent;
Expenditure supports and enhances service delivery and/or generates revenue
savings or income streams.

In setting the new programme the Authority will strongly consider projects that can
generate new or additional future ongoing income revenues to reduce the levy burden
and enable services that are required by the community to be provided. Opportunities
will also be explored to develop new ways of relieving future pressures that have been
identified.
4.

Capital Programme

The five-year Capital Programme amounts to £60.4000m as shown below.
The Capital Programme will be reviewed as part of MTFS process and the levy setting
process for 2021/22 and future years.
BUDGET
Title of
scheme

FUNDING

2020/21

2021/22

2022/23

2023/24

2024/25

Total

Borrowing

£m

£m

£m

£m

£m

£m

£m

Waste
Strategy

60.000

-

-

-

-

60.000

60.000

Potential
Capital
Works

0.400

-

-

-

-

0.400

0.400

60.400

-

-

-

-

60.400

60.400

Total

5.

The Prudential Code

The Prudential Code issued by CIPFA requires that an authority should not borrow more
than, or in advance of need purely to profit from the investment of the extra sums
borrowed. This statutory guidance requires that where borrowing in advance is enacted
by an authority that the rationale for the decision is clearly set out to ensure that
external auditors, tax payers and interested parties are able to hold the Authority to
account for the reasons for the borrowing. This will be included in the decision making
process.
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In order to ensure that members and statutory officers have appropriate capacity and
skills regarding their involvement in the investments decision making the following
steps will be taken:
a) Training will be given to Members in all aspects of the statutory guidance, the
assessment of individual investments and risk
b) Technical training will be given to statutory officers and those officers
negotiating commercial deals in the technical fields of investment evaluation and
requirements of the statutory guidance and Prudential Code.
6.

Policy on Capitalisation

Capital expenditure, as defined above, is capitalised on an accruals basis. Expenditure
that maintains but does not add to an asset’s potential to deliver future economic
benefits or service potential (i.e. repairs and maintenance) is charged as an expense
when it is incurred.
Assets are initially measured at cost, comprising:
•
•

•

The purchase price;
Any costs attributable to bringing the asset to the location and condition
necessary for it to be capable of operating in the manner intended by
management;
The initial estimate of the costs of dismantling and removing the item and
restoring the site on which it is located.

The Authority does not capitalise borrowing costs incurred whilst assets are under
construction.
The cost of assets acquired, other than by purchase, is deemed to be the fair value,
unless the acquisition does not have commercial substance. In the latter case, where
an asset is acquired via an exchange, the cost of the acquisition is the carrying amount
of the asset given up by the Authority.
7.

Capital Financing

Further details of the Authority’s capital financing can be found in the Treasury
Management Strategy Report elsewhere on this Agenda.
8.

Spending of Capital Budgets

The approval of the Authority will be required before expenditure is incurred for each
individual Scheme included in the Capital Programme.
Capital Schemes which are included in the Capital Programme may be progressed by
the relevant Officer before receiving the approval of the Authority, provided that
expenditure on each Scheme in any one financial year does not exceed £0.010m.
No power is delegated to any Officer to incur expenditure on any Scheme or provision
not included in the Capital Programme or to spend above the approved amount unless
or until approval has been given by the Authority.
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The Authority may agree to transfer budgets to other schemes within the Capital
Programme. In making amendments to the approved Capital Programme, the
Authority must:
a) have regard to the Budget and approved by the Authority, and resolutions of
the Authority, and
b) be satisfied that an amendment to the Capital Programme can be offset by
available income, Government grants, reserves or reductions elsewhere within
the Capital Programme,
c) be satisfied that any revenue budget consequences of the amendment can be
offset by additional income, contingencies (including reserves and balances) or
savings elsewhere within the Budget, and
d) only include additional schemes in the Capital Programme approved by the
Authority to the extent that they can be funded from additional Government
grants or grants or contributions from other external bodies.
9.

Monitoring the Capital Programme

For effective delivery of the Capital Programme it is important that the Programme is
realistic in terms of projects which can be delivered on time, in budget and achieve the
desired outcomes. Throughout the year officers monitor progress on the various
projects within the Capital Programme to ensure full business cases have been
approved, that work is being delivered to plan, on budget and is in line with the
Financial Rules.
Reports are presented to the Authority throughout the year updating Members on
progress and detailing any variations from the approved programme and may include
recommendations to approve additions, reductions or timing adjustments to the
programme in line with operational needs.
At year end a report is presented to the Authority on the outturn position with
explanations of significant variations from budget and implication for delivery and
makes recommendations for budgets to be carried forward into future years (slippage).
Any underspends will be taken back corporately to be allocated in future budget
rounds.
10. Risk Identification and Management
The major risks concerning the Capital Programme are around funding of the current
and future projects, variations in the cost from agreed budgets and the projects not
delivering the planned outcomes. These risks are minimised by the processes that have
been incorporated into the Authority’s normal practices.
Funding – All projects included within the Programme are fully funded. Where external
funds are being used the funds will be secured with funding agreements prior to their
inclusion or received in advance. Where conditions apply careful monitoring will be in
place to ensure the terms are met to prevent possible loss. Where borrowing is required
the revenue costs will be built into the MTFS.
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Cost Variation – These fall into two categories: (a) Where the timing of expenditure
changes from the budget set, and (b) Where the overall cost of the projects changes
from the approved budget.
a) This may result in a change to the borrowing profile of the Authority and
therefore have revenue implications. It may also affect the overall outcome of
the project as delays may require value engineering decisions to ensure the
project can be completed or adjustments to benefits delivered.
b) Managers are required to ensure adequate budget is in place prior to the
commencement of projects. Budget should include a contingency sum to allow
for possible anticipated variations where prices are not fixed with contractors.
Careful monitoring and timely reporting is required to reduce the effects of cost
variations. Budgets will be re-profiled to ensure timing changes are captured.
Managers are required to identify alternative funding sources where overall cost
variations occur during the delivery to contain them before sums are committed.
Delivery of Outcomes – Outcomes must be measured and compared against original
objectives to ensure value for money and to reduce risk. Objectives fall broadly into
three main categories: (a) to support core service delivery, (b) to produce savings and
(c) to generate income or economic development.
a) Risk may increase if project delays cause disruption to the service and require
interim solutions, with both financial and non-financial consequences. The
Capital Programme Board will meet regularly throughout the year to discuss
progress on projects and make decisions to minimise risk.
b) If planned savings are not produced from the investment the revenue budgets
may have a shortfall which will have to be addressed. It is therefore essential
that careful evaluation of business cases and financial models are carried out
and approved prior to the projects commencing.
c) Investment on projects whose primary aim is income generation should

generate a minimum net return (inclusive of borrowing costs) of 2%. Investment
portfolios will be balanced to reduce impact of market changes in an individual
sector.
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AUTHORITY REPORT: REVIEW OF CORPORATE RISK REGISTER
1.

Confidential Report

1.1 No.
2.

Recommendation:

2.1 Members are asked to approve the 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. This corporate risk register represents some of the more
significant areas of risk for the Authority and includes the following:
a) the risk assessment criteria;
b) details of the strategic and operational risks faced by the Authority; and
c) a summary of the results of the risk assessment.
4.2 The Managing Director is responsible for ensuring the corporate risk register is
up-to-date to help inform strategic and operational decisions.
5.

Current Position
Format of risk register

5.1 The complete and updated corporate risk register can be found at Appendices AC. Appendix A provides an overview of the risk assessment criteria together with
the vision, objectives and targets of the corporate risk register. These have been
reviewed but are unchanged since last year, except in relation including the Head
of Waste & Support Services and the Head of Strategy & Development in
corporate risks relating to service delivery and strategy development at Appendix
B (C13 and C14 respectively), and to lone working for new planned waste
prevention outreach at Appendix C (O10).
5.2 The format of the corporate risk register is designed to show assessed risks and
the impact of existing controls and other mitigating 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; and
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e) an assessment of the appetite for a particular risk and specifically whether to
accept the risk or to undertake further actions in order to try and reduce the
impact or likelihood of the risk occurrence, along with a recommended position
that is a balance between the risk exposure and the ability or resource cost of
taking further action.
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. Likelihood is considered in terms of the
percentage chance of a risk materialising, whilst the impact is considered in terms
of the financial costs, service disruption levels and reputational consequences in
the event that a risk materialises.
5.4 Each is scored from 1 to 4, giving a range of risk assessment scores of 1 to 16.
These scores then relate to resultant or ‘net risks’ of low (1-3 which are shaded
green), medium (4-6 which are shaded yellow) or high (8-16 which are shaded
red).
5.5 An overview of the risk assessment criteria can be viewed at Appendix A.
5.6 The Authority has identified two types of risk:
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); and
b) Operational risks- risks encountered in the course of the day to day running
of services (including professional, legal, financial and contractual matters).
5.7 It should be noted that these categories are not mutually exclusive, and some
risks could apply to both Strategic and Operational registers. The purpose of
categorising risk is to ensure that risk is considered across a broad range of
issues.
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Strategic risks (See Appendix B)
5.8 Officers identified and assessed fourteen high level corporate risks and the
existing controls and mitigation factors and categorised them as below:

Likelihood

Net Strategic Risks
Likely

4

Probable

3

Possible

2

C6, C12

Unlikely

1

C1, C7, C8,
C10, C13

C2, C9

C3, C4, C5,
C14

1

2

3

4

Minor

Moderate

Severe

Critical

C11

Impact
No.

Description of Risk (Corporate)

C1

Authority does not maintain effective partnership working with Constituent
Councils (CCs)

C2

Breakdown of relationship with Contractor and/or Operator

C3

Termination of IWMS contract by Authority

C4

Termination of IWMS contract by ELWA Ltd

C5

Termination of IWMS sub-contract by ELWA Ltd or Renewi

C6

Authority and ELWA Ltd do not adequately anticipate impacts of new
legislation or services, including possible Brexit impacts on export of RDF
and recyclates, or new legislation imposes new duties and burdens

C7

Authority doesn't implement new legislation properly

C8

The Authority's control systems do not provide timely detection of
fraudulent or corrupt acts
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Authority has insufficient funds to meet its obligations

C10

Authority does not have adequate systems in place to ensure continuity of
its business operations

C11

CC resource reductions such that they are unable to engage (fully) with
ELWA developments

C12

ELWA & ELWA Ltd failure to agree Contract insurance proposals

C13

Failure to deliver specified or agreed improved levels of contractual
performance

C14

Revised local resources and waste strategy and arrangements not in place
when needed

5.9 Of the risks identified and assessed it is considered that current mitigations and
controls that are in place are adequate. There are only three high scoring gross
risk assessments, and of these only the annual contract insurance item (C9) is
regarded as probable, and this is due to the difficulties faced by Renewi in the
insurance market arising from wider waste industry issues.
Operational risks (See Appendix C)
5.10 Officers identified and assessed twelve operational risks and the existing controls
and mitigation factors and categorised them as below:

Likelihood

Net Operational Risks
Likely

4

Probable

3

Possible

2

Unlikely

1

O6, O9

O3, O12

O1, O7

O2, O4, O5,
O8, O10,
O11

1

2

3

4

Minor

Moderate

Severe

Critical

Impact
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No.

Description of Risk (Operational)

O1

Loss of accommodation and documents contained within, or loss of access
to LBBD IT systems

O2

Non-availability of a Reuse and Recycling Centre

O3

Trespass on closed landfill site leading to death / serious injury

O4

Trespass on closed landfill site leading to fly-tipping / traveller settlement

O5

Closure of a key waste facility

O6

Major Health & Safety event at a waste site.

07

Major Health & Safety event at offices

O8

Major failure of contractor's technology

O9

Discovery of hazardous substances (key facilities or RRCs)

O10 Lone working (at office, on site and outreach activities)
O11 Operational incidents on landfill site e.g. leachate overflow, gas release
O12 Change in collection methods by Constituent Council(s)

5.11 Of the risks identified and assessed it is considered that current mitigations and
controls that are in place are adequate with no risks identified as being high risk.
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 Maintaining the existing mitigating controls is an important part of managing
these risks particularly where there is no appetite to accept a specific risk and
further actions have been identified.

7.

Relevant officers:
Andrew Lappage, Managing Director /
andrew.lappage@eastlondonwaste.gov.uk / 020 8724 5614
Neil Greenhalgh, Head of Waste & Support Services
neil.greenhalgh@eastlondonwaste.gov.uk / 020 8274 2730
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Appendices attached:

8.1 Appendix A: Corporate Risk Register Risk Assessment Criteria.
8.2 Appendix B: Corporate Risk Register High Level Corporate Risks.
8.3 Appendix C: Corporate Risk Register High Level Operational Risks.
9.

Background Papers:
None.

10. Legal Considerations:
10.1 The Legal Adviser has been consulted in the preparation of this report. The use
of an actively managed risk identification and mitigation scheme is an essential
element of the sound governance of a public authority. In the core activities of a
waste authority there is a need to be vigilant for new and emerging risks to
operations. The main body of the report identifies items C3, C4 & C5 which relate
to the integrated waste management contract and are significant risks in terms
of consequences, though low in likelihood. It is confirmed that the key legal risks
associated with the contracts and agreements identified in the risk register have
been identified and managed by the respective agreements’ terms and conditions.
The performance of these agreements will be kept under constant review. The
Legal Adviser confirms that they are not aware of any additional specific legal
implications.
11. Financial Considerations:
11.1 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.
Dependant on the specific risks identified, there may be significant associated
financial implications; this is reflected in the risk ratings, and mitigations put in
place
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. Equalities consideration
14.1 There are no specific equality implications arising from this report.
15. Follow-up Reports:
15.1 None.
16. Websites and e-mail links for further information:
ELWA: http://www.eastlondonwaste.gov.uk.
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17. Glossary:
CC – Constituent Council (of the Authority).
ELWA/the Authority - East London Waste Authority.
IWMS - Integrated Waste Management Services.
RRC - Reuse and Recycling Centre.
18. Confidentiality:
N/A
19. Reviewed by Management Board:
27 January 2020.
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AUTHORITY REPORT: ANNUAL BUDGET AND SERVICE DELIVERY PLAN 20202021 & FIVE-YEAR SERVICE DELIVERY PLAN
1.

Confidential Report

1.1 No.
2.

Recommendation:

2.1 Members are asked to agree:
a) the submitted draft Annual Budget and Service Delivery Plan (ABSDP)
2020-21 (as at Appendix A);
b) delegated authority for the Managing Director to agree the Five-Year
Service Delivery Plan (FYSDP).

3.

Purpose

3.1 To consider and agree the Annual Budget and Service Delivery Plan (ABSDP)
produced by the Contractor and to delegate authority for the Managing Director
to agree the Five-Year Service Delivery Plan (FYSDP) when submitted in a more
detailed form by Renewi.
4.

Background

4.1 The IWMS contract contains specific requirements regarding service delivery
plans including an ABSDP and a FYSDP. The framework for both documents is
outlined in the Integrated Waste Management Services (IWMS) Contract in 2002
and in summary contain details of how the Contractor will deliver the IWMS
Contract and meet the required targets.
4.2 The FYSDP provides a more strategic view of the service over the next five years
whilst the ABSDP provides a further level of detail and focuses on the next
contract year and highlights financial matters. The plans connect the Authority
through ELWA Ltd (the Contractor) to Renewi UK Services Ltd (the Operator) in
a substantive way, providing a basis for financial and performance monitoring.
The intention is for the Authority to consider the ABSDP in the autumn prior to
the commencement of the relevant financial year to which it relates. This is to
ensure that the levy report in February can fully reflect the likely expenditure
commitments arising from the contract.
4.3 Historically officers have been unable to recommend to the Authority that the last
six consecutive ABSDPs be approved due to projected failures to reach contractual
recycling targets. The position has now changed.
5.

ABSDP 2020/21 – Current Position

5.1 The Contractor (ELWA Ltd) has passed the responsibility of developing and
submitting the ABSDP and the FYSDP onto the Operator (Renewi Ltd). Officers
have been working closely with Renewi to ensure the development of the plans is
robust and significantly focuses on meeting the targets within the IWMS Contract.
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5.2 Renewi has been working on its plan for some months and agreed with ELWA
officers to change the method for developing the plan and move towards a more
collaborative approach. This has led to an improved process in which the
Authority has been able to influence and shape the plan to recognise the need for
greater ambition in recycling.
5.3 Officers are pleased to report that the ABSDP not only continues to significantly
exceed the diversion from landfill target of 67% by achieving 99% during
2020/21, but also aims to meet the 33% recycling of household waste by the end
of the financial year 2020/21.
5.4 The plan takes account of current and planned waste tonnages and operational
performance in determining likely recycling and diversion rates for the coming
year and the associated financial implications.
Format of the ABSDP
5.5 The revised format of the plan has been agreed with ELWA officers and provides
a background to the existing company structure, a reflection of the current year
performance, the forthcoming year’s targets and the assumptions behind them.
The plan provides a summary of proposals to meet the targets, communications
activities to support the proposals and the risks and financial implications of the
plan. It also provides details of how the plan will be monitored over the period.
5.6 The Contractor has developed the ABSDP with the intention of it being a public
document. The ABSDP is attached as Appendix A.
Performance Against Targets
5.7 Renewi’s forecast tonnage for 2020-21 for the purposes of performance
monitoring is 445,000 tonnes, which is anticipated to be similar to the overall
tonnage in the current year, 2019/20. It should be noted that Renewi has
sufficient capacity to meet any growth in tonnages that may be realised
throughout the year, however both the diversion of Contract Waste and the
recycling of Household Waste targets have been considered in relation to this
projected tonnage.
5.8 Under the ABSDP Renewi will continue to manage our waste utilising the MBT
process; however, a number of improvements to the process are planned to
increase efficiency and divert more waste for recycling. The utilisation of thirdparty MRFs continues in 2020/21 with quality of input material a focus.
5.9 In a change from previous plans it is proposed within the ABSDP for 2020/21 to
meet the recycling of Household Waste target of 33% for the first time. The
previous year’s diversion of Contract Waste of 93% is expected to be exceeded
this year at an anticipated 99%, despite significant movement in the RDF market
including the introduction of an incineration tax in the Netherlands. This level of
diversion is proposed to continue in 2020/21.
6.

ABSDP 2020/21 Improvement Projects

6.1 Renewi has identified a number of improvements to the way it operates and
manages the waste it receives through the IWMS Contract. Having identified a
need to increase recycling by 15,000 tonnes in order to meet the contractual
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target of recycling 33% of household waste, Renewi has proposed five distinct
key improvement projects. Each project has a target tonnage, and collectively
they aim to bridge (or slightly exceed) the gap from current performance levels.
6.2 In summary, the following table summarises the five key improvement projects:
Project

Tonnage

Street Cleansing Waste Diversion

800

Household Waste Diversion to Frog Island MBT

700

RRC Improvements

9,000

Jenkins Lane MBT Improvements

3,300

Bulky Waste Separation

1,500

Street Cleansing Waste Diversion
6.3 Street cleansing bagged waste (from litter bins) is a fairly similar composition to
residual household waste that is currently processed through the two MBT
facilities. It is therefore proposed by Renewi to divert this waste to the MBT
facilities retrieve metals and other recyclables.
6.4 To do this the Constituent Councils are being asked to keep this type of waste
separate from bulkier waste such as fly-tipped furniture, mattresses, white goods
etc. so that they can unload it separately and Renewi can then capture the
additional recyclables through the MBT process.
Household Waste Diversion to Frog Island MBT
6.5 Renewi recognises that currently Frog Island MBT facility has a greater recycling
performance than Jenkins Lane. As there is significant capacity at Frog Island it
is proposed to divert waste currently delivered to Jenkins Lane to the more
efficient facility at Frog Island. To do this Barking & Dagenham Council will be
required to deliver a proportion of their collected waste directly to Frog Island.
Ongoing discussions between ELWA and LBBD officers suggest the diversion
would have minimal impact and will likely result in one day’s deliveries being
diverted to Frog Island.
RRC Improvements
6.6 An area of significant proposed improvement is the management and operation
of the four RRCs. ELWA and Renewi managers have agreed that through more
efficient working, better training of site staff to engage with users, improved
quality of material segregation, and a range of site improvements such as
improved signage and layout, the RRC recycling rates can be increased. In
addition, Renewi proposes considering a trial of a bag splitting / sorting initiative
at the RRCs to reduce the number of black bags being presented and to thereby
increase recycling. This initiative has been welcomed in other areas of the country
and will be considered in the light of ongoing discussions with Renewi about best
practice.
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Jenkins Lane MBT Improvements
6.7 Renewi recognises that the Jenkins Lane MBT facility performs at a lower level
than Frog Island and proposes to carry out improvement works to Jenkins Lane
to bridge the gap. The improvement to the fines recovery part of the MBT process
will increase the amounts of metals and glass that are recovered affecting the
recycling performance of all inputs to the facility.
Bulky Waste Separation
6.8 The separation of household waste from sources such as fly-tipping, bulky
collections and street cleansing are a key target area for improvement with a
proposal to strengthen the existing arrangements for identifying larger items of
recyclable material (mattresses, wood, metal etc.) at the transfer facilities. This
work in particular requires support from the Constituent Councils in the form of
identifying and putting to one side these materials when they are delivered.
Renewi proposes this work is, in the spirit of partnership working, conducted
jointly with their own staff assisting in this process.
7.

FYSDP 2020-25 – Current Position

7.1 In considering the FYSDP Renewi has discussed with ELWA officers a revised
approach to writing the longer-term plan. A significant amount of national and
local policy is currently in a state of fluidity. The national Resources and Waste
Strategy in particular has a significant number of proposals that are subject to
further consultations during the life-span of the FYSDP. In addition, ELWA and
the Constituent Councils are currently in the process of writing a revised East
London Joint Resources and Wastes Strategy which may take over two years to
fully complete.
7.2 Renewi has suggested therefore that the FYSDP simply identifies areas of activity
where it wishes to improve services and increase recycling whilst maintaining
current diversion levels.
The plan proposes to maximise East London’s
contribution to more long-term strategic targets set out in both the national
Resources and Waste Strategy and the London Environment Strategy.
7.3 The FYSDP will therefore provide a strategic framework for improvements to
performance with a proposal to regularly review this document to reflect emerging
policy and regulatory decisions. Officers recognise that with the ABSDP providing
for specific improvements in performance that will meet the targets set out in the
IWMS Contract for the first time, the FYSDP will need to reflect on how successful
this ABSDP is and ELWA officers are currently discussing with Renewi the
possibility of formally revisiting the FYSDP in two years’ time on the basis that
both national and local strategy should be more settled by then, and that a fiveyear plan starting in 2022 would cover the last five years of the contract; this
may require noting in a formal contractual sense as a divergence from contract
requirements.
7.4 Officers are confident that with continued support from ELWA and its Constituent
Councils, Renewi can make meaningful progress towards improving performance
in recycling over the next five years.
7.5 The Contractor is developing the FYSDP with the intention of it being a public
document. The document highlights Renewi’s desire to continue improving their
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recycling performance through a number of areas. These include closer working
with the Authority and the Constituent Councils on separation of waste into
recyclable elements; improvements in performance of the MBT process; offering
a wider variety of materials for recycling in the DMR; improving the performance
of the RRCs; and providing a more focused educational support package with
measurable outcomes.
7.6 Due to the limitations of writing a plan that covers a five-year period that is very
uncertain in policy terms, Renewi has concentrated on the completion of the
ABSDP. The FYSDP is therefore not at a stage of completion that can be shared
with Members and hence officers are seeking delegated authority to the Managing
Director to approve the final stages of production and publication.
8.

Contractual Cost

8.1 Officers have been working closely with Renewi on ways to improve performance
as outlined in the ABSDP. Increasing the forecast performance as outlined in the
report will not increase the Authority’s costs per tonne under the IWMS contract,
so the costs are as set out in the Authority’s draft budget as provided elsewhere
on this agenda.
9.

Conclusion

9.1 Officers consider that the ABSDP meets the contractually agreed recycling target
of 33% and exceeds the diversion from landfill target of 67%.
9.2 Officers agree and support the proposals within the ABSDP and would encourage
the Constituent Councils to also support these proposals, noting that in particular
areas the increased recycling is reliant upon minor changes to the operations of
some Constituent Council waste services.
9.3 Officers will continue to work with Renewi to produce the FYSDP, to be shared
with Members on completion.
9.4 Considering the information in this report, Members are asked to note officers’
intended course of action at 2.1 above.

10. Relevant officers:
Andrew
Lappage,
Managing
Director
andrew.lappage@eastlondonwaste.gov.uk / 020 8724 5614; and

/

Neil Greenhalgh, Head of Waste & Support Services / 020 8227 2730 /
neil.greenhalgh@eastlondonwaste.gov.uk
11. Appendices attached:
Appendix A - ABSDP 2020/21
12. Background papers:
12.1 None.
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13. Legal considerations:
13.1 The legal provisions relating to the provision of the waste disposal services
delivered by the Contractor are set out in the waste management contract
between the parties. The Contract makes provision for the preparation and
submission by the Contractor of the Annual Budget, and Service Delivery Plan to
be agreed with ELWA, the contents of which the Contractor will be bound and
held to account over the period covered by the plan. Furthermore, the Contract
provides for a periodic Five-Year Service Delivery Plan (FYSDP). If it is not agreed
then the Contract provides the previous approved FYSDP persists.
13.2 As set out in the report the position has changed and now officers believe they
can recommend the draft Annual Budget and Service Delivery Plan (ABSDP)
2020-21 be agreed by the Authority. In addition, officers further recommend
approval of the Five-Year Service Delivery Plan (FYSDP) be delegated to the
Managing Director with circulation to Members in due course.
14. Financial considerations:
14.1 The ABSDP provides information on expenditure commitments, tonnage
estimates and landfill diversion rates. These are all taken into consideration
within the levy report reported elsewhere on the agenda. It is vital that ELWA
officers are satisfied that these assumptions are accurate and achievable as these
are factors considered when determining the levy.
15. Performance Management considerations:
15.1 The ABSDP sets the Operator’s planned level of performance for the year, and
the FYSDP sets a five-year framework.
16. Risk Management considerations:
16.1 The risks associated with this report are detailed in the corporate risk register
elsewhere on this agenda.
17. Equalities considerations:
17.1 It is not believed that the proposals in this report particularly affect any one group
as defined by equalities legislation.
18. Follow-up Reports:
18.1 None.
19. Websites and e-mail links for further information:
19.1 None.
20. Glossary:
ABSDP - Annual Budget & Service Delivery Plan
BioMRF - Biological Materials Recovery Facility
Constituent Councils – London Boroughs of Barking & Dagenham (LBBD),
Havering (LBH), Newham (LBN) & Redbridge (LBR)
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Contractor – ELWA Ltd
DRP – Dispute Resolution Procedure
ELWA / the Authority – East London Waste Authority
FYSDP – Five Year Service Delivery Plan
IWMS - Integrated Waste Management Services Contract
MRF – Materials Recovery Facility
Operator – Renewi UK Services Limited (formerly Shanks Waste Management
Ltd)
OSDP - Overall Service Delivery Plan
RDF – Refuse Derived Fuel
21. Reviewed by Management Board:
27 January 2020
22. Confidentiality:
22.1 Not Applicable
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1. Introduction from
Contract Director
Another year has passed and I genuinely
get excited about the future working
in this industry. The waste sector is the
11th industry I have worked within and
I have joined a fantastic and forwardthinking company, working alongside
industry experts, who challenge the
‘status quo’ and look for future
innovations and advancements.

To conclude we have some exciting and very challenging times
ahead as we work hard in a tough trading market to continue
diverting waste from landfill. Brexit related issues will arise and
be mitigated to prevent seeing any issues in the service Renewi
provide to ELWA.
We are developing innovations and working in partnership
with ELWA to drive through an increase in recycling rate, to the
contractual target of 33% within the next year. We look forward
to signing off this agreement with our partner and continue to
progress already made to create a brighter and greener future.
This Annual Budget and Service Delivery Plan (ABSDP) provides
details of our proposals for delivering the PFI Contract during
Year 19 (1st April 2020 to 31st March 2021) together with a
review of how well we have performed over the last year to
date (Year 18, 1st April 2019 to 31st March 2020) recognising
that at the time of writing we will have completed a little over
three quarters of the year. The ABSDP is designed as a public
facing document that can be readily understood and as such
a number of technical appendices will accompany the Plan.

Since being in this post, we have managed to make so many
changes; time has been busy and flying. Let me provide you
with a brief update on decisions, activities and initiatives taken
in the past 18 months.

•

Renewi
	
ELWA Contract has secured the corporate Best
Culture Improvement Award for the last two successive
years, showing we are setting the standard for our business.

•

We
	 have managed to divert 99% of total contract waste
(with the exception of asbestos) from landfill successfully
for over 12 months, even in the event we had an export ban
imposed on us last year for over 3 months.

•

Yours sincerely,

Kevin Bell

Handled
	
over 440,000 tons of waste from East London
last year of which 93% was either recycled or used for
energy recovery.

Kevin Bell

ELWA Contract
Director,
Renewi Ltd

•

Increased
	
recycling by 2.1% and have an aggressive
programme in the next 12 months to get to our contractual
target of 33%. This is being supported with our growing
partnership with ELWA; of which we are proud to be
a part.

•

Started
	
a communication programme with all Constituent
Councils to support them in increasing the education to the
public on ‘How to Recycle’ and ‘Why’? This will be enhanced
going forward with the support from ELWA.

•

Renewi
	
ELWA contract have started working with Universities
and European based companies looking at innovation on
end-destination products. This work will continue until we
have sourced other markets to support the circular economy.

•

Since
	
the start of the contract Renewi ELWA have managed
to avoid 2.6m tons of carbon through recycling and recovery.
This has also supported the production of 5.8b kwh of green
electricity, which is enough to supply energy to 1.5m homes.
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“We exclusively
focus on extracting
value from waste”
Otto de Bont
Chief Executive Officer

Our vision
To be the leading waste-to-product company – contributing
to a sustainable society for all our key stakeholders: customers,
employees, our local communities and our shareholders.

What do we mean by waste-to-product?
At Renewi, we exclusively focus on extracting value from
waste rather than on its disposal through mass burn
incineration or landfill.

Our ambition
To recycle or recover 90% of the waste we process by 2020 and
to convert 70% of the waste we handle into new, high-quality
raw materials.
Each year, we process more than 13.5 million tonnes of waste
from companies and households, in turn creating new raw
materials and energy. We are directly supporting five of the UN’s
Sustainable Development Goals: responsible consumption and
production, sustainable cities and communities, climate action,
affordable and clean energy, and clean water and sanitation.

89% of waste we handle is either
recycled or used for energy
recovery to regenerate electricity.
There is an increasing ambition from governments, our clients
and other stakeholders to promote recycling and the
use of secondary raw materials, in combination with
a demand from society for sustainable solutions for
waste management and recycling.
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To achieve a circular economy, demand for
higher quality recyclates needs to increase,
which will require more technically advanced
sorting and treatment capacity, including
for waste streams that are still incinerated
or landfilled today. Renewi’s unique position
links waste producers to secondary raw material
consumers, and we benefit from our unparalleled
collection capability with increasingly
advanced sorting.
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Sustainability is at
our heart.

/
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2. Local Management Team Management Structure
Kevin Bell
Contract Director

Gurjeet Kaur Assi
Business Support Manager

To manage the overall running of the ELWA contract and
manage the day-to-day relationship between the client
and operator.

To support the Senior Management team to deliver projects
within Renewi East London. Assisting with ensuring that all sites
meet compliance requirements through audits, training and
ensuring sites meet their permit requirements.

Paul Leslie
General Manager

Marc Congdon
Jenkins Lane Engineering Manager

To manage the day to day running of the Operations at
Frog Island and Jenkins Lane including the RRCs and MBTs.
To support the relationship with the client.

To manage the Maintenance department at Jenkins Lane and all
lifecycle projects. To ensure all PPM’s are planned and covered.
To ensure all contractor works are managed.

Simon Lee
General Manager RRCs and Finance

Damien Harris
Frog Island and HWRCs Engineering Manager

Oversee the Finance Function with the East London Operations
and Manage the RRCs.

To manage the Maintenance department at Frog Island including
the Vehicle Workshop and all RRCs maintenance works. To ensure
all PPM’s are planned and covered. To ensure all contractor
works are managed and to support lifecycle projects.

Managing Director
Municipal
James Priestly

ELWA Contract
Director
Kevin Bell

General Manager
Finance & RRC
Simon Lee

General Manager MBT Sites
Paul Leslie

MBT & Baler Unit
Managers
- Jenkins Lane

Finance
Team

Technical Manager
Marcos
Otero-Vega

HR
Advisor
Lisa Bailey

MBT & Baler Unit
Managers
- Frog Island

Commercial
Manager
Nigel Currie

Gurjeet Kaur Assi
Business Support
Manager

Engineering
Manager
- FI & HWRC
Damien Harris

Engineering
Manager - JL & Life
Cycle
Marc Congdon

Business Admin
Team

RRC Operations
Manager & Elstow
Iain George

RRC Site
Operations
Managers
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3. Background

The Integrated Waste Management
Service Contract

Overview of East London Waste Authority

Under the contract, two major MBT facilities were constructed
alongside upgrades to the four Reuse and Recycling Centres
(RRCs) within the Constituent Councils. Whilst the Contract
awarded by East London Waste Authority is with ELWA Ltd (the
‘Contractor’) as the Special Purpose Vehicle under the provisions
of the PFI, Renewi is the Operator. As the Operator we manage
around 445,000 tonnes of waste generated in the area with
the aim to maximise recycling and material recovery whilst
minimising the use of landfill as a means of disposal.

The East London Waste Authority (ELWA) was established on
1 January 1986 as a Statutory Waste Disposal Authority (WDA),
responsible for the disposal of waste collected by the London
of Barking & Dagenham, Havering, Newham and Redbridge.
The Constituent Councils have a combined population of
around one million people living in over 400,000 households,
and are each responsible for the collection of household waste
in their areas.
Approximately 445,000 tonnes of waste is delivered to
ELWA by the Constituent Councils each year for disposal.
The conventional practice for many years was to send this
waste to landfill but the rising cost and environmental concerns
of that option, as well as the increasing perception of waste
as a resource, led ELWA to seek alternative ways to manage it.
In 1996 ELWA developed a joint waste strategy aimed at
dramatically increasing recycling and composting and
reducing the amount of waste sent to landfill. The strategy was
designed to strike the best possible balance between costs
and environmental impact. In 2002 ELWA signed a 25-year PFI
contract now operated by Renewi, a leading waste management
company, to deliver an Integrated Waste Management Service
contract (IWMS). Renewi have invested over £100 million in new
and improved facilities, new ways to treat and transport waste
and better communications with ELWA residents.

The private finance initiative (PFI) is a way
of creating “public–private partnerships”
(PPPs) where private firms are contracted
to complete and manage public projects.

The waste we handle is shown in the waste flow model and
includes receipt of materials for recycling requiring sorting at
a number of Materials Recovery Facilities (MRFs), operated
either directly by Renewi or through third-party contracts.
In addition to materials separated at the four RRCs, the
Constituent Councils collect from over 500 street side and
school bring site recycling facilities and transfer this material
to third-party processors. Our MBT facilities generate a number
of fractions that prevent waste from being sent to energy
recovery facilities including metals, aggregates and compostlike materials. Any materials we cannot separate as recyclable
we send to a number of third-party energy recovery facilities
in mainland Europe and Scandinavia.

Demographics
The East London Constituent Councils face a number of
challenges which become more pronounced in the inner
London areas. Newham in particular is one of the most diverse
Local Authorities in the country with high levels of transience,
a wide variety of languages spoken often with English as
a second language and large proportions of the housing stock
being high rise. These factors are not conducive to high levels
of recycling or waste minimisation and are shared to some
degree by the other Constituent Councils.
Against a backdrop of rapid development fuelling anticipated
waste growth coupled with vastly reduced central government
funding, the Constituent Councils continue to strive towards
performance improvements in partnership with ELWA and Renewi.

Key Statistics for Population & Waste in East London
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Constituent Council Collection Processes
Two of the Constituent Councils collect refuse in sacks with
the other two collecting from bins, all of which is done on
a weekly basis. There are a variety of recycling collection
methods – bins, bags and boxes – used to collect Dry Mixed
Recycling (DMR) and garden waste at differing frequencies.
Some services such as bulky waste collections are chargeable,
but again this differs across the Constituent Councils.
A key driver across the Constituent Councils is to minimise the
waste they produce, while reducing recycling contamination is
also a major issue.

How Waste and Resource
Management Works
CLO:
EfW:
RRC:
IBA

Compost-like Output
Energy from Waste
Re-use and Recycle Centre
Incinerator Bottom Ash

IVC: In-Vessel Composting
RDF: Refuse Derived Fuel
SRF: Solid Recovered Fuel
WEEE:	Waste Electrical & Electronic Equipment
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Note: The above diagram should be seen as illustrative; some relationships
and processes have been simplified/omitted for clarity.
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4. Review of 2019-2020

RDF Export to the Netherlands

Diversion & Recycling
So far, during the 2019/20 year (at the time of writing) Renewi
have demonstrated positive improvements in its performance
on diversion and recycling. Diversion is now at the highest
level for the duration of the contract to date and is now at
99%, which is anticipated to continue despite the uncertainties
surrounding Brexit. The recycling performance also showed
improvement on a year-on-year basis at a level of 27% of total
household waste in 2018/19 and an anticipated 29% in 2019/20.

Safety Performance
The Renewi ELWA Contract in the last two years has received
the Renewi Corporate Award for having the Best Safety
Culture Improvement. This recognition has been given for the
outstanding increase in recording of near-misses and reduction
in accidents by over 60%.
The Renewi ELWA Contract will continue to set the standards
for the corporate business in the forthcoming years; and have
employed two safety consultants to push the agenda to further
reduce accident rates. Renewi is also starting to work closely
with ELWA to improve safety on all Renewi sites and have
started a safety audit programme on all drivers / contractors
entering sites.

The 2019/20 has been a challenging year in regards to the
offtake market for the main residual material produced by the
two MBT sites (Refuse Derived Fuel). Renewi currently have
two long-term contracts in place with energy from waste
facilities based in the Netherlands, which process the majority
of residual material produced. Due to local issues with the
regulator, there was a period of temporary shutdown at one
of the energy-from-waste facilities. The impact of this for
Renewi was immediate and significant with all exported RDF
to the Netherlands ceasing for a period of approximately three
months. Despite this challenge, Renewi successfully mitigated
the need to use landfill by diverting this material to alternative
offtake routes, albeit at additional cost to Renewi.

DMR - Dry Mixed Recycling
During the Year 2018 /19 Renewi engaged with an alternative
offtake contractor to process the DMR received from Newham
and Barking & Dagenham. Renewi have worked with the
contractor to support the improvement of the existing facilities
to increase the separation and recovery of recyclable material
however, the material received contains a relatively high level
of contamination linked to the demographics and challenges
in these areas. Efforts from all partners involved have helped
contain this problem but clearly further work is needed in
this area or an equivalent provider.

Getting to know Renewi - ELWA contract
Facts & Figures

7m

93%

26%

2.6m

Of the 440 thousand tonnes
handled last year 93% was
either recycled or used for
energy recovery.

Also we give a ‘second
life’ through recycling
of the waste we handled
last year.

Our recycling and recovery
activities from the start of
contract has resulted in more
than 2.6 million tonnes of
carbon avoidance.

5.8b kwh

100%

422%

1,058%

We produce more than
5.8 billion watt hours of
green electrcity from the
tonnage handled - enough
to supply 1.5m homes.

Our lost time
injury frequency
improved by 100% over
the last year.

We identified 422% more
near misses, giving us nearly
2,817 opportunities to avoid
real accidents last year.

We closed out 1,058%
more near misses this year,
representing 2,339
actions aimed at
preventing accidents.

Our sites have
handle circa 7 million
tonnes of waste since
contract start.
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5. Targets for
2020-2021

Recycling & Diversion Performance
100
80

06/07

Recycling

10/11

12/13

14/15

16/17

72.4%

Contractual Diversion Target
Diversion from landfill performance (99%) is well above
the contractual target of 67%, and this is expected to
continue in 2020/21. The total ‘Contract Waste’ tonnages
to be received is anticipated to be 445k tonnes in 2020/21.
This level of tonnage represents a flat growth position
year-on-year and is reflective of the minor changes in
volumes which have been experienced in the most recent
years. Landfill diversion performance has far exceeded this
level in recent years and measures taken over the last 18
months has resulted in an anticipated diversion rate in
excess of 99% for 2019/20. This performance is expected
to be maintained in 2020/21.

27.3%

67.5%
25.9%

69%

63.4%
25.5%

23.7%

57.3%
22.1%

48.6%
23.5%

49.5%

43%
25.2%

23.7%

35%
26.7%

30.9%

31%
24.2%

08/09

24.6%

19.2%

26.8%
16.4%

0 04/05

17.7%

7.2%

14.7%

7.6%

12.5%

20

11%

40

34.4%

60

18/19

Diversion

MBT
In efforts to improve the recycling rate Renewi have invested
in the refinement section at the Jenkins Lane facility to improve
the recovery of organic, glass and stone fractions from residual
waste. Initial results are indicating improved performance
contributing to the increase in recycling rate in 2019/20.
Further modifications are planned in 2020 to maximise the
efficiency of the MBT process further still.

Contractual Recycling Target

RRCs
In conjunction with ELWA, Renewi are currently undertaking
a number of changes to the RRC sites across the four Constituent
Councils to support and enhance the recovery of recyclable
material. The changes made to date and those planned include
improved site signage, revision of site layouts and additional
engagement and off-take standards training for all site personnel.

Communication & Education
The current ELWA Communications Plan has been supported
during 2019/20 and work with Keep Britain Tidy, or an
equivalent provider to deliver an education and communications
programme in conjunction with the Constituent Councils.
During the year, Renewi engaged with a local school within
the Constituent Councils to become an enterprise advisor,
with the key focus on enhancing the schools understanding
and awareness of recycling and the waste sector. Recognising
the value of this initiative Renewi will continue to identify and
support similar activities in the local communities.

The Contractual Recycling target for recycling currently
stands at 33% of household recycling. The total ‘Household
Waste’ to be received is anticipated to be similar to recent
years with limited growth experienced. For modelling
purposes 426k tonnes of household waste are expected
to be received in 2020/21.
The table in this section of the report shows the recycling
of household waste performance in 2018/19 together
with the anticipated performance in 2019/20. The gap in
performance to reach the 33% target is approximately 15kt
which needs to be achieved to reach the contractual target
of 33% in 2020/21.

Recycling of Household Waste Performance
Total
Household
Waste Tonnage

Household
Recycling
Tonnage

Recycling
Performance
(as % of
Household
Waste)

(000’s tonnes)

(000’s tonnes)

2018/19 Actual

426

115

27%

Current Year
Projection

426

126

30%

Contractual
target for
2020/21

426

141

33%

Gap in
performance

426

15

4%
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6. Key Assumptions
& Challenges

Constituent Council Proposed
Service Changes
The four Constituent Councils are proposing a number of
changes during 2020/21 including:-

Property Numbers & Types

London Borough of Barking & Dagenham –
Are considering a change in policy to allow residents to include
glass in their kerbside recycling collections. Dependent upon
the timing of any change in policy this may impact on the type
and volume of waste collected by the Council and delivered
to Renewi. Deliveries of refuse and recycling from their new
underground waste storage system from the Barking Riverside
development will commence in 2020/21 however, it is not
expected to have any significant impact on tonnage into
Renewi sites. As this underground system is relatively unique in
the UK it will be interesting to monitor the quality of material
produced with the potential for this to be extended to other
new developments across the East London area in the future.

In an effort to standardise the approach to estimating property
projections for the forthcoming year these have been based
upon Office for National Statistics data for the four London
Boroughs of East London. Whilst a significant element of new
properties planned for the East London area will be high rise
flats, the delivery of these properties through the planning
system is not being realised at a rate that would significantly
impact on the types and volumes of waste in 2020/21.

National Policy Changes
Whilst a significant number of policy changes are being
considered at a National level the overall impact on the waste
composition and volume delivered to Renewi sites in 2020/21
is unlikely to vary from previous years. However, Renewi are
actively engaging with National consultations on longer term
policy changes impacting on MBT input and outputs as well as
how RRCs are managed for public use. These initiatives include
kerbside collections of food waste, charging for certain types of
waste, a deposit return scheme (DRS) and extended producer
responsibility (EPR).

Contractual Tonnage Assumptions
Total contract tonnages assumed for the year 2020/21 are
anticipated to be 445k tonnes. This level of tonnage represents
a static position compared to the prior two years (2017/18 &
2018/19). It is noted that the population in the four London
Constituent Councils has increased but this has not been
reflected in the input tonnages received under the contract with
ELWA, therefore there has been a reduction in the amount of
waste generated per household.

London Borough of Havering – Are procuring a new Integrated
Public Realm Contract that will include refuse and recycling
services as the current contract with their external provider
expires in 2021. This contract may allow residents to include
glass to be presented at the kerbside within the household
recycling bags. An early trial of any changes may be introduced
in 2020/21 and discussions with East London Waste Authority
will need to agree how this waste will be managed. Renewi
envisage being in a position to accommodate such changes as
the likely size of the trial area will not result in any significant
change to the composition of the recyclate managed by Renewi
during the period this ABSDP covers.
London Borough of Newham – May consider a return
to weekly recycling which if implemented may include
more stringent anti-contamination measures. The grounds
maintenance service, previously provided by an external
contractor is now delivered by the Council’s own operational
delivery team (since mid-January 2020). This service will deliver
circa 700 tonnes of litter which was previously not recognised
as Contract Waste under the Renewi IWMS with East London
Waste Authority and can be accommodated by Renewi sites
during 2020/21.
London Borough of Redbridge - Are proposing a trial for the
containment of residual waste during 2020/21.
The containment pilot will not affect the frequency of
collections which will remain weekly, however the volume of
and type of waste collected may change as a result. As the
proposal is for an initial trial service Renewi anticipate being
able to accommodate this potential change.
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MBT Inputs (Tonnes)
2018-19 ‘v’ 2020-21 (ABSDP)

Mechanical Biological Treatment
(MBT) Facilities:
The MBT facilities at Frog Island and Jenkins Lane would ordinarily
operate at a minimum of 180,000 tonnes per year in line with the
design capacity of the facilities, however maintenance planned
for 2020/21 that includes two lines of floor replacement at the
Jenkins Lane facility will restrict capacity during two 12-week
periods. There will however, be no impact on the processing of
contractual waste during these periods.
The recycling or composting outputs from the MBT process
such as metals, fines, glass and stone will continue to be delivered
to our third-party contractors during 2020/21 with availability
and capacity confirmed through contractual relationships.
The processing of these materials will remain unchanged and as
such will continue to qualify towards our recycling performance.
The Refuse Derived Fuel (RDF) produced through the MBT
facilities will continue to be marketed through a number of
energy recovery facilities both here in the UK and abroad.
The amount of RDF produced through the two facilities will
continue to represent approximately 87% of total outputs with
the remaining 12% representing metals, glass and aggregate,
fines and a small (less than 1%) element of landfill. RDF exports
will continue to be baled, an operation introduced and funded by
Renewi in 2016. Renewi currently retains two long-term contracts
with energy-from-waste facilities in the European Union.
These contracts are currently under review in connection with
the implementation (1st January 2020) of the RDF import tax,
and other options are currently being sourced.

The reduction made in landfill is forecast
to continue as a direct result of improved
disposal route management and
improvements within the MBT process.

152,523

158,832

106,688

Jenkins Lane MBT
2018/19

118,032

Frog Island MBT

ABSDP

Dry Mixed Recycling (DMR)
Dry mixed recycling (DMR) is collected by the Constituent
Councils and delivered to Frog Island and Jenkins Lane facilities
on a daily basis. The quality of this material varies dependent on
the source (socio-economic and property type factors) and are
bulk-loaded to one of a number of
third-party Materials Recovery
7%
Facilities (MRF). Renewi
continue to review these third-party
?%will2%
?% ?%
MRFs to ensure
the maximum amount of recyclable material can
be extracted from the DMR.
Under the PFI Renewi built two MRFs, one at Ilford used by
London Borough of Redbridge, the second facility at Jenkins
Lane, referred
to as a ‘Survival Bag MRF’ which was mothballed in
RDF
2016. Negotiations
Fines between Renewi and ELWA on the future of
87%
Ali expected to be concluded prior
this facility are
to the end of the
Glassyear i.e. before 31st March 2020. This agreement
current Contract
will considerMetal
the potential permanent closure of the facility.
IBA Metal

Contractual Waste Inputs (Tonnes)
500000
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1%

0%
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-2%

-3%
-6%

400000

-2%

3%

1%

-2%

2%

1%

0%

7%
2%
2% 2%

445,460

444,190

431,749

439,020

440,886

434,823

422,982

429,985

457,171

472,517

482,057

497,171

496,710

495,079

489,870

300000
200000

87%

RDF
Fines
Glass
Metal
IBA Metal
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0
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Availability of Facilities
All Renewi sites will continue to operate within their design
and planning capacities with opening times unchanged from
existing levels in 2019/20. Layouts of facilities and operational
processes will also remain unaltered unless operational
efficiencies agreed with ELWA recommend alterations are made.
The Constituent Councils operational vehicles will continue to
have priority access to all facilities and the Ilford MRF will be
used solely for LB Redbridge DMR.

Trade waste checks will be carried out at all RRCs. Any vehicle
Jenkins
Lane
that is suspected of being
trade will
be charged trade prices
or turned away
from the facility. Non-ELWA residents
will be
51%
47%
offered the option of paying to dispose of their household
waste at the agreed rates. Renewi will continue to support
and explore new opportunities where practicable across reuse
and recycling schemes. Jenkins Lane

51%

47%

Jenkins Lane
2%

47%
Anticipated
RRC Performance51%
2020/21

Reuse and Recycling Centres (RRCs):
Key operational assumptions for this ABSDP include site opening
hours remaining unchanged; core waste streams offered to
users remaining unchanged; and ID checks to identify qualifying
residents remaining unchanged, supported by the automatic
number plate recognition (ANPR) systems in operation at all
four RRCs.

Jenkins Lane
47%

2%Gerpins Lane

67%

24%

Renewi will continue to investigate new waste streams that
can be recycled from the public input at the RRCs using best
practice and knowledge of facilities available to receive and
recycle or compost the waste. It is anticipated that the ANPR
system will be reviewed and further developments made to
ensure more active engagement with the public during 2020/21.
This may have a direct impact on the volumes of waste being
received and as such allow Renewi staff time to encourage
further separation of waste for recycling or composting.
The sites will continue to offer well signposted and dedicated
bays for a wide range of recyclable materials, as well as offering
disposal services for residual and difficult waste (i.e. gas bottles,
asbestos and WEEE). Operational practices and protocols to
restrict certain types of waste e.g. plasterboard, tiles etc.,
will continued to be adhered to across all four sites.

9%

2%
24%

Gerpins Lane
67%

2%

9%

Gerpins Lane
67%

24%
9%

51%

Gerpins Lane
67%

24%
Frizlands Lane

9%

62%

28%

10%

Frizlands Lane
62%

28%
10%

Frizlands Lane
62%

28%
Frizlands Lane

10% 28%
10%

21%

62%
Chigwell Road
72%

7%
21%

Chigwell Road
72%

7%

21%

Recycling

Diversion Inert
7%
21%
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7%

Chigwell Road
Diversion RDF

Chigwell Road
Landfill

72%
72%

ABSDP YEAR 2020/21

Projected Outputs for the RRCs are as follows:
The RRCs offer the widest range of recycling and diversion
throughout the ELWA project. Offtake includes, but is not
limited to:

Off-take agreements have been put in place for key streams
including wood waste, green waste and landfill if no loose RDF
outlet is available. Renewi will be reviewing the off-taker for
WEEE waste during 2020/21. We will continue to explore other
alternative outlets for material to help improve Recycling and
Diversion rates.

Bring Sites

• Wood
• Cardboard
• Hard Plastics
• Green Waste
• WEEE
• Hardcore
• Ceramics
• Soil

Renewi will continue to manage all Bring Sites in accordance
with the contract and no changes will be made unless
requested. All sites have been audited and an up-to-date list
produced to identify issues and material stream availability.
Renewi anticipate there will be no significant change in the
number of sites needing servicing and will continue to subcontract this service to a third-party provider during 2020/21.
The range of materials including paper, cans, plastic bottles,
textiles and tetrapak will continue to be offered in 2020/21.
There is an ongoing refurbishment programme of the Bring Sites,
which will continue as planned together with existing school
cardboard collections. Any proposals to expand collections via
bring facilities will be considered in light of efficiency of operation
and the anticipated impact on performance. Bring site tonnages
will be kept under review to ensure that utilisation is aligned to
frequency of collections. This will assist in planning the location
of the Bring Sites to maximise capture rates and utilisation of
the Bring Sites assets. Renewi estimate that each Constituent
Council will capture the following amounts in 2020/21:

• Scrap Metal
• Mattresses

London Constituent
Council

Number of
Bring Sites

Anticipated
Capture
2020/21
(Tonnes)

Barking & Dagenham

70

563

Havering

122

2,545

Newham

177

796

Redbridge

151

793

Stock / Sites Unallocated

182

-

TOTAL

702

4,697

• Glass
• Paper
• Textiles
• Re-use
(furniture and paint)

• Tyres
• Plasterboard
• RDF
• Landfill for
residual waste
If no RDF off
take is available
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7. Proposals for 2020/21

New Initiatives & Improvements to Processes
Renewi have identified a number of initiatives to improve
recycling of household waste performance with a view
to reaching our target of 33% in 2020/21. This requires
an additional 15,000 tonnes of material to be recycled
or composted in 2020/21. Renewi have considered these
initiatives in detail to provide an ambitious challenge to
the way the Contract is delivered in 2020/21. We propose
to use this ABSDP as a foundation for continuous improvement
and establish high performing services for the communities
of East London. In summary:

Bridging the Gap
In order to bridge the gap from current year performance to the
contractual target of 33% recycling of household waste, Renewi
need to recover approximately an additional 15,000 tonnes of
material in the year. Renewi have identified a number of target
areas to achieve.
Our proposals rely on our ability to influence the market
and the industry policy-makers and we will use our market
position as a leading waste management operator to actively
engage with key stakeholders to the benefit of East London
Waste Authority and its Constituent Councils as the UK moves
towards a circular economy.

Improvement Projects

1.

2.

RE

Diverted for Mechanical
Biological Treatment

USE,
Diversion of Barking &
residual
R EDagenham
household waste to Frog Island MBT

12,000 Tonnes
6.7% recovered as recycling
800 Tonnes increased
recycling target

5,500 Tonnes
12% recovered as recycling
700 Tonnes increased
recycling target
DU

Recovery of fines at Jenkins Lane
Mechanical Bological Treatment

93,000 Tonnes
9.7% recovered as recycling
9,000 Tonnes increased
recycling target

165,000 Tonnes
2% recovered as recycling
3,300 Tonnes increased
recycling target

DU

CE,

DU

CE,

USE,

RE
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RE

LE

RE

Improvement of re-use
and recycling

USE,
RE

R E C YC

Recovery of fines at MBT Station

R E C YC

Re-use and Recycle

RE

CE,

5.

Bulky Waste
Segregation at
Frog Island Station

11,000 Tonnes
14.3% recovered as recycling
1,500 Tonnes increased
recycling target

LE

LE

DU

RE

4.

LE

USE,

CE,

Household Waste Diversion

R E C YC

RE

Street Cleaning

R E C YC

3.

LE

DU

CE,

USE,

R E C YC

RE
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1. Street Cleansing Waste Diverted
to the MBT Facilities
CE,

DU

RE

DU

CE,

USE,

LE

DU

LE

RE

RE

Changes to operational delivery practices for street cleansing
waste require co-operation and joint working between the four
Constituent Councils and Renewi. East London Waste Authority
have promoted a joint working proposal that will enhance the
identification of street cleansing delivered in caged vehicles.
This material will then be processed via the MBT facilities.
We propose to target 12,000 tonnes per annum with an
estimated increased recycling via the MBT process of 800
tonnes (6.7% recycling improvement). Renewi propose to
lead this initiative from the beginning of April 2020 to realise
a full year impact.

The MBT facility at Frog Island recovers a higher proportion
of recyclable material compared to the Jenkins Lane MBT site.
Currently approximately 5,500 tonnes of household waste is
being directly delivered to the Jenkins Lane MBT facility for
processing by London Borough of Barking & Dagenham. The
majority of household waste from Barking and Dagenham
is currently being delivered directly to Frog Island MBT. It
is therefore proposed to maximise the use of the higher
performing MBT facility by redirecting all Barking & Dagenham
household waste to Frog Island MRF Facility to achieve an
estimated increase in recycling of 660 tonnes (12% recycling
improvement). Again, we would propose this initiative
commences from the beginning of April 2020.
RE

Litter bin emptying - is usually collected in caged vehicles
and is of a similar nature to household black bag material.
This material is suitable for processing through the MBT facilities
to extract recyclable material (metals and aggregate). Currently
this is not separated at the transfer facilities and therefore goes
out to a third-party operator that bulks the waste and sends it
directly for energy recovery.
Fly-tipped waste - is usually collected in caged vehicles and
the waste can be in many guises e.g. black bags, wooden
furniture, pallets, mattresses, fridges or freezers, shopping
trolleys etc. Currently very little is separated at the transfer
facilities and it therefore goes to a third-party operator that
bulks the waste and sends it direct for energy recovery.

USE,

R E C YC

Mechanical sweepings - are collected in mechanical sweepers
of many different sizes and the waste is usually wet and needs
treating (usually composting).

RE

R E C YC

Street cleansing waste is collected by the four Constituent
Councils and currently approximately 21,000 tonnes of street
cleansing material is received into the Frog Island and Jenkins
Lane transfer facilities. In general terms this material would
be suitable for processing via the MBT facilities, which would
generate further recycling. The current key issue is that this
material is often delivered mixed with other items causing
contamination and is not being segregated at the point of
delivery. Renewi have agreed with East London Waste Authority
that with improved segregation at the point of collection and
delivery as much of this material as practical can be processed
via the two MBT’s. Street cleansing waste has, in effect three
waste streams:-

2. Diversion of Barking & Dagenham
Residual Household Waste to
Frog Island MBT

LE

CE,

USE,

R E C YC

RE

3. RRC Site Improvements

Renewi currently operate four RRCs across East London, one in
each of the four Constituent Councils. The RRCs are currently
recovering approximately 50% - 60% of all public waste
inputs. It has been identified that there is further potential for
recyclable material recovery across all RRCs. Renewi will work
in partnership with ELWA to identify opportunities to improve
current recycling recovery across all four sites by 9%.
In order to achieve the targets, a number of actions have
been identified and summarised as follows: -

•	Staff training
focus on general public engagement & quality
standards for material

• 	Improved site signage
focus on public behaviour & making recycling easier

• Safety traffic management plan
• Review of site collection schedule
• Reduced contamination of recyclable material recovered
• Improved segregation of bulky material
• Trial new ways for residents to segregate their waste
The total tonnage available at the four RRCs is 102,000 tonnes
per annum and this proposal aims to capture 9% resulting in an
increase in recycling materials of 9,000 tonnes. The timescale
for this initiative is to develop and agree plans with ELWA in
Quarter 4 of 2019/20 with implementation in Quarter 1 2020/21.
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4. Improved recovery of fines at
Jenkins Lane MBT
USE,

LE

DU

CE,

RE

R E C YC

Currently there is a recycling performance difference between
the MBT sites at Frog Island and Jenkins Lane. Frog Island is
currently performing at a higher level in terms of recovery of
organic, glass, stone & metal fractions from residual waste inputs.
This is in part due to the Frog Island facility being redesigned to
an improved specification following the fire in 2014. In addition,
Renewi invested in modifications to its refinement section at
Jenkins Lane (Spring / Summer 2019) to reduce the loss of
material during skip changes. Renewi is scheduling a deep clean
of the refinement trommel equipment and will implement a
robust and effective programme of preventative maintenance.
Performance of the refinement equipment will be closely
monitored and further areas for improvement will be identified.
RE

It is therefore proposed to improve performance at Jenkins Lane
and move towards the level currently being achieved at Frog
Island. Targeted improvement of 2% of organic material recovery
at Jenkins Lane is proposed through a number of engineering
actions as follows: -

Further identified improvements include increasing reuse
capacity and a reduction in contamination. Both will be
explored further in 2020/21 with the initial business case being
developed during the year and being considered by East London
Waste Authority as part of Waste Prevention Plans. It is suggested
this would be better managed and operated by a third-party
community group or charity.

Risks to recycling target achieved
Contamination of DMR remains an issue for East London and
a greater focus from all stakeholders is needed to ensure the
material, which is sent to off takers, is in line with specification
and recycling is maximised. Renewi would be keen to support
any projects or initiatives that ELWA and the Constituent
Councils propose to implement to help reduce contamination
at collection stage to aid an increase in recycling capture rates
of DMR.
There are regulatory discussions ongoing in regards to the
treatment of wood as a recyclable material due to the potential
hazardous nature of wood wastes. There is a risk that this could
be excluded from current recycling levels achieved.

Refinement improvement programme

8. Communications &
Education

• 	The municipal division of Renewi (which the contract with

ELWA is included within), is reviewing current refinement
operations to understand best practice across all sites with
the aim of optimising equipment efficiency and recycling
performance. The initial focus is on the trommels, bivitec
and conveyor performance.

Renewi commissioned a Waste Compositional Analysis during
2016. The next Waste Compositional Analysis will be due in
2021/22. Results for the first and second phases were combined
and findings incorporated into plans for the Communications
and Education Programme for 2018/19 and 2019/20.

With an annual throughput of approximately 165,000 tonnes
per annum it is estimated to increase recycling by 3,300 tonnes
in 2020/21 (2% recovery). The timescale for implementation
is Quarter 1 & 2 of 2020/21.

Renewi is currently in discussions with ELWA and reviewing
the best programme to deliver for 2020/21 with alternative
providers being considered for this comparison. The programme
will work closely with the existing communication and
educations teams across all four Constituent Councils together
with the anticipated ELWA Waste Prevention Team to ensure
work streams are complementary and meet joint objectives
and targets that will be set in a new Waste Prevention Plan
in 2020/21.

5. Bulky waste segregation –
Frog Island Transfer Station
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The Frog Island MRF transfer station building receives
approximately 10,500 tonnes of bulky household waste per
annum. This waste is predominantly bulky-type waste from
fly-tipping collections or bulky waste collections by the
Constituent Councils. At present, only a very limited amount
of material is being extracted as recycling with the majority of
the material only being classified as diversion.
It is therefore proposed to improve the segregation of materials
by working with the Constituent Councils to improve segregation
during collection and and utilise Renewi staff to support the
collections crews in segregating waste from smaller loads and
extract readily recyclable materials such as metal, wood and
mattresses. The initial target is to extract 125 tonnes per month
of recyclable material from the waste inputs. Of the 10,500
tonnes per annum to be addressed by this initiative we would
expect to recycle a further 1,500 tonnes (14.3% improvement)
with an implementation in Quarter 1 2020.

9. Risk Management
Brexit
Renewi recognise that as a result of its contractual arrangements
with Energy from Waste (EfW) facilities and some indirect
recycling routes within the European Union, that there is an
exposure to the outcome of the ongoing Brexit negotiations.
These risks are also associated with the recyclate produced by
third-party MRF contractors that Renewi use. End destinations of
recyclate are frequently in Europe and beyond.
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Exposure to RDF ‘Spot-Market’

Whilst Renewi are not currently anticipating any disruption
to supply, Renewi recognise there is a potential business risk
which has been mitigated in part by exploring alternative
disposal routes for RDF and identifying interim arrangements
for recyclate. This has proved successful in the shortterm in securing markets for the initial period of this Plan.
Further potential financial risks do exist and have not been
accommodated within this plan but will be closely monitored
throughout the Plan period.

Renewi are currently exposed on a number of waste streams
to the applicable spot-market, whereby contracts are for
minimal lengths and whilst this can potentially offer shortterm financial benefits, it can also represent long-term risk of
price fluctuations. The use of spot-markets could be adversely
impacted in the event of a no-deal Brexit situation. Renewi are
actively working to mitigate this position by engaging with the
relevant off-takers in regard to longer term commitments.

Incineration Taxes

10. Financial
Management

A legislative change in the Netherlands in regard to the
introduction of an incineration tax on all imported RDF was
implemented as of the 1st January 2020. The introduction of
this tax replicates an existing tax already in place on domestic
RDF. Furthermore, similar taxes are being re-introduced in
Sweden (Sweden had an incineration tax from 2006 until
2010). Both countries will likely see an impact on the import
of municipal waste from outside of their respective countries.
This has clearly impacted on waste exports of RDF and capacity
within countries that have no tax is at a premium. These market
forces have led Renewi to consider alternative outlets.

Renewi are compensated for the services they provide at rates
based on indices defined in the 25-year PFI contract. The main
elements of compensation for Renewi are as follows: A rate per tonne for all material received from the four
Constituent Councils serviced.
A rate per tonne dependent on the level of recycling and
diversion from landfill achieved.

Incineration taxes as high as
€32.00 per tonne will represent
a significant challenge for the UK
RDF export market.

A contribution towards the maintenance of major assets
owned by the Contract (life cycle).

Renewi’s responsibilities and risks under
the PFI contract

RDF alternatives

Renewi as the Operator of the Contract are responsible for
all processing and disposal costs associated with the waste
generated by the four Constituent Councils, which they receive.

Renewi are currently in negotiations with a UK based energy
from waste facility that are looking to receive RDF material for
power generation, albeit the specification of the material is
different to the requirements worked to for the EU energy from
waste facilities. Renewi are currently undertaking trials to ensure
production is viable.

Renewi bears all the risk and reward of a material price change
in market rates for the disposal of all applicable materials.
In recent times disposal costs have been rising consistently
and revenue generated from the sale of recyclable material
in key commodities have been adversely impacted.

Renewi have agreed a head of terms with London Energy
regarding any third-party capacity they have outside their current
contracted volume. Renewi will have first option to place material
into the facility.
Renewi will continue to explore opportunities to further safeguard
from the potential impact of the UK leaving the European Union.

Landfill contingency
Renewi have confirmed with their third-party contractor that
the Long-Term Trading Agreement (LTTA) with regards to
contingency landfill capacity to ensure that there will be no
significant delay if access is required. Landfill capacity is in
place in the event that waste cannot be moved abroad or to
alternative offtake within the UK.

Current financial performance under
the PFI contract
Renewi have been for a number of years and are still in a lossmaking position on the East London Waste Authority PFI contract.
Despite the challenging financial position Renewi continues to
strive for improved recycling and diversion performance as well
as operational efficiencies.
Despite the contract being in a loss making position, Renewi do
not perceive there to be any material in regards to continuation
of service to ELWA.
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11. Lifecycle Planned
Maintenance

Performance statistics and reports are provided at three
different levels within East London Waste Authority:-

• 	Contract Monitoring meetings are held monthly with ELWA

and the Constituent Councils representatives. This gives
Renewi the opportunity to discuss day-to-day performance,
operational issues, give feedback on interactions between
the respective team members on the various sites,
breaches in health and safety rules etc. with ELWA and the
Constituent Councils.

As Operator of the PFI Contract Renewi are responsible for
the maintenance of large-scale facilities that in areas operate
24 hours a day every day of the year. The waste industry has
significant health and safety risks that need to be managed
effectively and as such a detailed Maintenance Plan is in
operation. This is regularly reviewed and planned shutdowns
scheduled. Whilst Renewi do not expect these to impact
on contract tonnage deliveries in any way, the following
maintenance planned shutdowns are scheduled for 2020/21.

• 	A monthly Contract Management meeting between more

senior representatives within both organisations allows
for a more strategic review of performance and map any
changes to the delivery plan as outlined in this ABSDP and
the Five-Year Service Delivery Plan.

Maintenance Plan - Planned Shutdowns – April 2020
to March 2021

• 	Renewi also provides quarterly reports on performance

Jenkins lane Line 2 Floor repair project – September 2020

to the ELWA Ltd Board meetings.

Jenkins lane Line 1 Floor repair project – February 2021

Further monitoring and engagement

•

Concrete Flooring Repairs - Due to the age of the floors at all
the sites there may be a need to repair these on a ‘as needed’
basis. Renewi will keep ELWA informed of any planned works
should the need arise.

 	Councillor Akwaboah (Constituent Council of Barking and
Dagenham) is currently A-Director of ELWA Limited.

• 	Renewi, ELWA and ELWA Limited have a regular dialogue
covering all key issues which arise in the usual course of
business on a quarterly basis.

The benefits of a properly operated
preventive maintenance programme
are best summarised as a reduction
in equipment downtime and the
number of major repairs required.
Better conservation of assets will
increase life expectancy thereby
eliminating premature replacement
of machinery and equipment.

Monitoring Safety, Health, Environment
& Quality
Renewi will continue to closely monitor the effects of its
operations on the environment, working closely with the
Environment Agency to ensure compliance with relevant
legislation, permitting requirements, Industry Best Practice
(including ACM 45001, ISO9001, ISO14001) and Renewi
Company Procedures.

Duty of Care Audit Process
The audit process will continue into 2020/21 with follow up
visits to existing off-takers and initial audits for prospective new
off-takers. Renewi will conduct duty of care audits of facilities
processing ELWA materials. All suppliers and off-takers are now
audited on a rolling 18-month basis. These audits will continue
to be scheduled and made available to ELWA during 2020/21.

12. Monitoring
Performance Monitoring
The Contract and hence this ABSDP is monitored via an agreed
framework that analyses each element of the deliverables
and reviews each area to prevent any potential issues going
undetected. Renewi provide a detailed waste flow on a monthly
basis including all tonnages received by site and by waste type.
This is further supported by the provision of performance data
(recycling and diversion) by site and in aggregate for the overall
ELWA performance. This data not only allows performance to
be measured but informs ‘Waste-Data-Flow’ and the payment
mechanism for the Contract.
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13. Wrap up
Renewi and ELWA are now
working together on a more
collaborative basis in order to
achieve and exceed recycling
targets of performance.
Whilst we recognise that there
are some significant challenges
to overcome, we are confident
and excited about our new
working relationship.
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AUTHORITY REPORT: STRATEGY – PREPARATIONS FOR FUTURE WASTES
MANAGEMENT ARRANGEMENTS IN EAST LONDON UPDATE
1.

Confidential Report

1.1

No.

2.

Recommendations

2.1

Members are asked to:
a) note progress on the development of a new Joint Resources and Wastes
Strategy; and
b) approve the principles of the procurement for Parts B and C of the strategy
development.

3.

Purpose

3.1

This report is an update on work on preparations for future resources and
wastes management arrangements for East London.

4.

Background

4.1

The Authority was provided with a report on 2 December 2019 to update
Members on progress with developing a new East London Joint Resources and
Waste Strategy (ELJRWS). It set out how the forecasting and modelling phases
of the project would proceed, as well as outlining the stakeholder engagement
approach that the appointed consultants (Ricardo) would be using as part of
the strategy development.

5.

Progress Update

Timetable for Strategy Development
5.1

The timetable for the development of the ELJRWS is under review following
discussions with officers from the Constituent Councils and further
consideration of the likely dates for the next round of consultations on the
implementation of the Government’s Resources and Waste Strategy.

5.2

ELWA officers will liaise with Members and Constituent Council colleagues on
alternative timetable options, in advance of a report being brought to the next
Authority Meeting with any amendments that are to be recommended.

Stakeholder Engagement
5.3

The team from Ricardo have been undertaking a number of stakeholder
interviews in each borough.

5.4

The primary focus has been on staff from other departments of the Constituent
Councils or external organisations who have connections to those who may be
working on waste prevention and reuse projects and services in the region.
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Interviews and site visits with reuse organisations have now begun, in order to
build understanding of how they operate, their scope for expansion (along with
any threats to their operations), and how broader partnerships or
arrangements with ELWA and the Constituent Councils could drive up the levels
of reuse in the region.

Forecasting and Modelling
5.6

Officers from ELWA and the Constituent Councils have been working with
Ricardo to compile and agree the baseline information for the forecasting and
modelling work.

5.7

The first set of modelling results will be presented in March for review and
discussion, setting out the anticipated costs, recycling performance and carbon
impacts for a set of five different collection service designs.

5.8

Flats and flats above shops will be modelled in a slightly different way, as
service design tends to have a lesser impact on influencing resident
participation when communal containers (rather than individual containers for
street-level properties) are used, but the broad service designs will remain
consistent.

6.

Procurement of Next Phases of Strategy

6.1

Members were previously advised that the development of the ELJRWS was to
be split into three sections:
Part A: Maximising Waste Reduction, Reuse and Recycling
Part B: Managing Residual Waste
Part C: Delivering Infrastructure

6.2

Consultancy services to support the development of Part A have already been
procured and mobilised through Ricardo. ELWA officers are now beginning the
process to procure consultancy services to support the next phase of the
strategy, namely Parts B and C.

6.3

Owing to the need to ensure that assumptions and base data are aligned, it
has been determined that a single provider should be brought in to deliver
Parts B and C, even if an approach of adopting the two phases separately
continues to be pursued.

6.4

In addition, further consideration of the scope of Part B has resulted in it being
expanded to be a desk-based study of treatment solutions for wastes at various
levels in the hierarchy.

6.5

The work that will be commissioned from a consultancy is as follows:
Part B
a) Study and assessment of treatment technology options for managing
wastes at each stage of the hierarchy, considering technical, environmental
and economic factors (amongst others)
b) Facilitation of the process to reach a consensus decision amongst ELWA
and the Constituent Councils on the technology options to be pursued
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Part C
c) Identification and appraisal of options for delivering the different pieces of
required infrastructure, in terms of procurement options and locations
d) Determination of final strategy for sourcing infrastructure
Relating to Parts B and C
e) Development of appropriate impact assessments
f)

Stakeholder engagement and public consultation

6.6

It is proposed to procure these services using the ESPO 664 Framework for
Consultancy Services (Lot 8h, Waste and Recycling), as was done for the Part
A consultancy support, as this framework offers the widest choice of
appropriate suppliers. LBBD’s Corporate Procurement would be engaged to
provide procurement support and management of the tender process through
their BRAVO e-procurement system.

6.7

The specification will be developed over the next few weeks, with the intention
to have the work out to tender for up to 8 weeks from late March to late May.
Evaluation would be completed by mid-June, to allow for the preferred bidder
to be presented to Members at the ELWA AGM at the end of that month.
Officers will advise Members if the timetable changes.

6.8

ELWA officers will liaise with Members and Constituent Council colleagues on
any specific issues that need to be addressed in the specification.

7.

Next Steps

7.1

ELWA officers will proceed with drafting a specification and procurement
timetable for the next phases of the development of the ELJRWS, and will liaise
with Members and Constituent Council colleagues on the implementation of the
procurement process.

8.

Relevant officers:
Andrew Lappage, Managing Director / e-mail:
andrew.lappage@eastlondonwaste.gov.uk / 020 8724 5614; and
Jon Hastings, Head of Strategy & Development / 020 8724 3678/ email:
jon.hastings@eastlondonwaste.gov.uk.

9.

Appendices attached:

9.1

None.

10.

Background papers:

10.1

29 Jun 2018 Preparations for Future Wastes Management Arrangements
Report and Minute 13

10.2

17 Sep 2018 Preparations for Future Wastes Management Arrangements –
Update Report and Minute 7
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10.3

28 Jun 2019 Preparations for Future Wastes Management Arrangements –
Update Report and Minute 13

10.4

07 Oct 2019 Preparations for Future Wastes Management Arrangements –
Update Report and draft Minute 10

10.5

02 Dec 2019 Preparations for Future Wastes Management Arrangements –
Update Report

11.

Legal considerations:

11.1

The development of a strategy for future waste management is an essential
component to the proper administration of the Authority. It is required by
section 51 the Environmental Protection Act 1990 to make arrangements for
the disposal of waste collected by the Constituent Councils and ELWA is a best
value authority, the Local Government Act 1999 requires that the Authority is
securing continuous improvement and securing the best combination of quality
and value for money in waste disposal for the Constituent Councils. Developing
a coherent future waste strategy which serves both the interests of the
Authority and the Constituent Authorities will require proper consultation which
ensures that the emerging strategy is fair and reasonable in how it impacts
across the Authority.

11.2

The Constitution at Part A paragraph 4 states that the Authority members are
collectively the ultimate policy-makers and those responsible for strategic and
corporate management functions of the Authority as a Waste Disposal
Authority. In the development of the Strategy Members of the Authority are
obliged to act to approve such measures and proposals in what they consider
is in the best interests of the Authority and its residents and not their respective
councils or political affiliations.

12.

Financial considerations:

12.1

The Authority has set up a Strategy Reserve to cover the costs arising out of
the development and planning for post 2027 waste disposal arrangements. As
at 31 March 2019 the reserve stood at £11.109m. It will be drawn on as
necessary to fund appropriate expenditure and the proposed budget and levy
for 2020/21 elsewhere on the agenda makes provision for £0.208m of
expenditure to be funded from the Strategy Reserve in 2020/21.

13.

Performance management considerations:

13.1

ELWA and Constituent Council officers will draw on their own experiences and
will seek advice from peers and external advisers as necessary in order to
develop recommended changes to local services in a way that meets the needs
and aspirations of residents, local businesses and Members.

14.

Risk management considerations:

14.1

Risk management will form a fundamental part of the development and
delivery of new waste management arrangements, in terms of project
management, technical and planning deliverability assessments, wider
stakeholder management, and especially in relation to any potential impacts
of the above on current services and the local environment.
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15.

Equalities considerations:

15.1

The ELJRWS will have an equalities impact assessment as part of its
development. The engagement and management of external advisers will have
full regard to equalities considerations, particularly in relation to public
consultation work and future service design options.

16.

Follow-up reports:

16.1

As required.

17.

Websites and e-mail links for further information:

17.1

http://eastlondonwaste.gov.uk/

18.

Glossary:

Constituent Councils / the Councils = London Borough Councils of Barking & Dagenham
(LBBD), Havering, Newham & Redbridge
ELJRWS = East London Joint Resources and Wastes Strategy (to guide the
development of waste facilities and services)
ELWA / the Authority = East London Waste Authority
ESPO = Eastern Shires Purchasing Organisation
19.

Reviewed by Management Board

19.1

27 January 2020.

20.

Confidentiality:

20.1

Not applicable.
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