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	1. SUMMARY OF REPORT

This report is the third in the current year of a series of regular reports on the Authority’s finances.  It concludes that the Authority is currently forecast to have a revenue surplus of £16.250m at 31 March 2012, i.e. an increase of £6.249m.  Previous reports to the Authority have advised of possible further significant one-off savings which could not be ‘banked’ until certain.  These benefits have now become certain and represent the primary reason for the further significant improvement in the Authority’s financial health.

A detailed assessment of the budget and resource requirements for the year ahead indicates that the 2012/13 net budget requirement is currently estimated to be £67.914m, which includes £2.523m in connection with the cost of operating all but one of the boroughs’ Household Waste Recycling Centres (HWRCs) during all or part of 2012/13.
After use of forecast revenue balances it is estimated that £9.904m will be funded through the non-household charging arrangement which represents a reduction of £0.157m (1.56%) compared with the original estimated cost in 2011/12.  Finally, it is estimated that the remaining costs of the Authority will be funded by a base default levy of £39.237m, i.e. a reduction of £4.275m (9.82%), and an HWRC levy of £2.523m (this will be broadly off-set by a reduction in the costs currently borne directly by borough budgets).       

The current forecast of the Authority’s 2012/13 resource requirements represents a significant improvement on previous forecasts and assumes that the Authority will continue to return in full the benefit of year-end forecast revenue balances at 31 March 2012 to assist with the funding of next year’s budget.  Given the impact this could have on the levy in 2013/14 it is proposed to liaise with borough Directors of Finance to seek their views on the application of balances and to report back to the Authority at the budget and levy setting meeting in February.
Members of the Finance Working Group will have an opportunity to examine the assumptions which underpin the current budget forecast at its meeting on 12 January 2012.  The outcome of this review together with up-to-date advice on the Authority’s budget and resource requirements for 2012/13 will be reported to the budget and levy setting meeting in February.



	2.  RECOMMENDATIONS

The Authority is requested to:-

(i) Note the third review of the 2011/12 revenue budget.

(ii) Note the current assessment of the budget and resource requirements for 2012/13.

(iii) Agree not to impose a LATS premium charge for 2012/13 (paragraph 5.18).
(iv) Note the levy apportionment arrangements for 2012/13.

(v) Note the issues that will need to be addressed at the budget and levy meeting on 10 February 2012.



	Signed by the Financial Adviser:      …………………………………………………………………..
Date:                                                 …………………………………………………………………..



3.
Review of the 2011/12 Revenue Budget 

3.1
At its meeting on 9 February 2011 the Authority agreed a budget of £63.087m to be financed by estimated balances of £9.514m, charges to boroughs for non-household waste of £10.061m and a levy of £43.512m.

3.2 In subsequent reviews Members have been advised of:

· Favourable settlement of contract claims resulting (mainly) in a higher level of surplus balances brought forward from 2010/11  (- £5,848m),

· Slippage of income from 2010/11 (- £0.589m),

· Slippage of expenditure from 2010/11 (+ £0.257),
· Hendon Rail Transfer Station - renegotiation of contract terms (- £1.485m)
· Hornsey Street Waste Transfer Station – lower operating costs (- £0.866m),  

· Likelihood of a reduction in transport, disposal and landfill tax due to a reduction in the waste stream (- £1.634m),

· Lower than expected usage of the Authority’s recycling services (- £0.336m),
· Reduction in non-household waste income due to a reduction in the waste stream    (+ £0.500m). 

3.3
A detailed review of the budget has identified a number of further changes, the net effect of which is estimated to increase the level of surplus revenue balances likely to be available at 31 March 2012 by £6.249m to £16.250m. Details of the most significant changes identified by the third review are shown below. 

3.4
Transport, Disposal and Landfill Tax:   (- £1.157m)
3.4.1 In September Members were advised that based upon tonnage data available for the period April to July 2011 there had been a net reduction of 7.57% in the level of waste entering the residual waste stream over the same period in 2010/11.  Assuming this trend continued for the remainder of the year it was forecast that the total residual waste tonnages entering the Authority’s waste stream in 2011/12 could reduce to 615,696 tonnes (666,101 tonnes in 2010/11), i.e. a reduction of 30,126 tonnes against budget (645,822 tonnes).
3.4.2 Tonnage data now available for the period up to and including September 2011 indicates that there has been an adverse change of 1.53% during August and September with the result that the annual rate of change in the 2011/12 residual waste stream has fallen back to a reduction of 6.04% compared with 2010/11.  Whilst the reduction still compares favourably with the 2011/12 original budget assumptions (a reduction of 19,920 tonnes), the Authority will need to take care when budgeting for waste trends at this key time in the budget process.  This is considered in more detail at 3.4.5 below.  

3.4.3
Details of the percentage movement in the 2011/12 residual waste tonnage levels for each borough compared with 2010/11 tonnages may be summarised as follows:-

	Table 1


	September Forecast

(April to July data)
	December Forecast 

(April to September data)
	Variance between September and December forecasts

	
	%
	%
	%

	
	
	
	

	Barnet
	 - 4.54
	-3.17
	+ 1.37

	Camden
	 - 7.76
	-5.95
	+ 1.81

	Enfield
	 - 6.31
	-5.44
	+ 0.87

	Hackney
	 - 4.47
	-3.12
	+ 1.35

	Haringey
	      - 15.43
	      -13.98
	+ 1.45

	Islington
	 - 7.20
	-5.10
	+ 2.10

	Waltham Forest
	 -7.93
	-6.01
	+ 1.92

	
	
	
	

	Overall Position
	 - 7.57
	-6.04
	+ 1.53


3.4.4 In the year to date, Table 1 indicates that whilst all boroughs have continued to experience a reduction in their residual waste stream compared with 2010/11, the scale of the reduction appears to be in decline.  Closer examination of the current figures reveals a reversal of the 2010/11 rise in the household waste stream; this grew by 17,131 tonnes (3.26%) in 2010/11 but is currently forecast to reduce by 12,821 tonnes (2.36%) in 2011/12.  Although borough recycling activity will have contributed to the reduction, the lower than planned levels of recycling activity suggest that other factors are impacting on the waste stream.  Additionally, whilst the non-household residual waste stream was budgeted to reduce by a further 11,727 tonnes in 2011/12, current figures suggest a likely reduction of 18,272 tonnes, i.e. an additional reduction of 6,545 tonnes.
3.4.5 Given the adverse change in recent months and uncertainty in current trends the third review adopts a degree of caution in projecting the tonnage outturn for the year and allows for a possible small increase of 1% during the remainder of the year.  The Authority will be better placed at its February meeting when residual tonnage data for the period to December 2011 will be available to help inform the decisions that will need to be made on the 2011/12 revised budget and 2012/13 draft budget.   As a consequence the third budget review assumes a full year residual tonnage forecast of 634,550 tonnes, i.e. 18,854 tonnes higher than reported in the second budget review.
3.4.6 The Authority’s waste contracts are linked to changes in the Retail Price Index (RPI) with the LondonWaste Ltd main contract due for a price review in December 2011.  Although the 2011/12 budget allowed for an increase of 3.5% at the relevant review date for these contracts, RPI is currently rising at an annual rate of 5.4% per annum (October index) and this has been allowed for in the third budget review.  Actual December year-on-year inflation levels will be known by the time of the February budget and levy meeting and therefore there will be an opportunity to allow for the actual rate of change at that time.
3.4.7 Also included under this budget heading is the cost to the Authority of the Compensation Review clause contained in the main contract with LondonWaste Ltd.  This requires the Authority to contribute towards the reduction in the Company’s electricity income as a result of the cessation of the Non Fossil Fuel Obligation in December 1998 (the Obligation provided for an enhanced electricity price to be paid).  This is an annual claim by LondonWaste Ltd and is determined by the amount of electricity exported to the National Grid and the price received by the Company.  In June I was able to advise that as LondonWaste Ltd had secured a significant improvement in electricity prices for the period October 2010 to September 2011 this should reduce the Authority’s contractual liability under the NFFO Compensation Price Review Clause in both 2010/11 and 2011/12.  The Authority was able to take the benefit of a £2.241m reduction when closing the 2010/11 accounts but needed to adopt a degree of caution in taking further benefit in 2011/12 until it was certain that this benefit would crystallise.  With LondonWaste Ltd’s year-end now approaching (December) and good electricity generation in the year to-date the third review allows for a reduction of £1.883m.  
3.4.8
The net effect of these changes, compared with the second budget review is to reduce the cost to the Authority by £1.157m in 2011/12.     

3.5
Composting and Dry-Recyclable Waste Services:  (- £0.228m)
3.5.1
In the light of further information from constituent boroughs usage of the composting service in 2011/12 is currently expected to reduce by a further 3,200 whilst usage of the dry-recyclable waste service is projected to increase by 1,745 tonnes.  These changes have been allowed for in the third budget review.
3.6
Hornsey Street Waste Transfer Station:   (- £0.738m)

3.6.1
The 2011/12 budget allows for both the Authority’s share of landlord’s costs at the new facility (which also houses LB Islington’s transport depot, waste collection services and reuse and recycling centre) and LondonWaste Ltd’s additional operational costs of the waste transfer station (compared with the cost of operating the former waste transfer station at Ashburton Grove).  The London Borough of Islington, in its capacity as landlord, has advised the Authority that sums set aside from previous annual payments for the possible construction of a lift installation to facilitate the maintenance and replacement of fans is no longer required (the existing access arrangements are considered to be adequate) and a sum of £0.700m has been returned to the Authority.  The in-year Landlord’s costs for 2011/12 have also reduced by £0.038m.
3.7
Commingled Income Payment Scheme/Income from the sale of Recyclates

3.7.1
The value of payments made under this scheme is limited in practice to the value of income received by the Authority from the sale of recyclates, i.e. there is no net cost to the Authority.  The third review allows for an improvement in actual income levels experienced in the first six months of the year, however, in view of a reduction in the sale value of recyclates since October, particularly paper, the review allows for a lower level of income for the remainder of the year.  Nevertheless, the third review still allows for an improvement of £0.857m in income against budget which is matched by an increase in the level of payments that will be made to participating boroughs.  As payment levels are by no means certain boroughs may also wish to take a more cautious approach when reviewing their own budgets.      
3.8
Waste Strategy and Contracts Team:  (- £0.067m)
3.8.1
This team is responsible for the day-to-day management of the Authority’s waste services.  The original budget assumed that two posts would be held vacant pending clarification of future work requirements in relation to the procurement process and the transfer of borough Household Waste Recycling Centres (HWRCs) to the NLWA.  In view of the intention to transfer HWRCs to the Authority on 1st April 2012 and the need to strengthen the contracts management team this review allows for one post to be re-established in the closing months of the year.  Allowing also for a reduction in operating costs and the cost of waste prevention projects the third review allows for a net budget reduction of £0.067m in 2011/12.
3.9
Corporate and Other Support Services:  (- £0.064m)
3.9.1
Grouped under this heading are the costs of the lead borough support arrangements (other than those provided by the Waste Strategy and Contracts Team), the core costs of operating the Authority, governance arrangements and the cost of engaging external consultants to support the work of the Managing Director and Authority Advisers.  These costs have been reviewed and a saving of £0.064m is currently projected.
3.10
Recycling and Reuse Credits:  (- £0.048m)
3.10.1
This budget provides funds to reward not-for-profit and charitable organisations for taking waste out of the waste stream which reduces the Authority’s costs.  The value of claims during the first half of the year has been lower than expected and therefore if this trend continues there could be a saving of £0.048m. 
3.11
Sites and Planning Process Costs:  (- £0.100m)    

3.11.1

It is currently envisaged that some planning work scheduled to be completed in 2011/12 will not now be completed until 2012/13, the third review therefore allows for a transfer of £0.100m to 2012/13.
3.12
Revenue Funding – Capital Programme   (- £0.997m)      

3.12.1
This budget provides for the revenue cost of funding the Authority’s capital programme.  £0.593m of the projected saving arises from slippage in the acquisition of sites and a further £0.403m as result of making temporary use of cash balances in lieu of borrowing.     

3.13
Charges to Boroughs for Non-Household Waste: (+ £ 0.153m)
3.13.1
In view of the changes both in the volume and make-up of the waste stream, non-household residual waste tonnages are currently estimated to reduce by 6,545 tonnes for the year. Charges are also currently estimated to reduce from £89.68 to £88.75 per tonne, i.e. a net reduction of £0.93.  The revised figure allows for an estimated gate fee increase of £0.17p per tonne and a LATS premium reduction of £1.10.  The overall effect of these changes is to reduce the estimated income from non-household charges for residual waste by £0.685m for the year.  
3.13.2
In addition to the non-household residual waste stream two boroughs currently deliver non-household recyclable wastes to the Authority for treatment.  This is a relatively new initiative by Haringey and Islington and therefore tonnages and income from this source are currently low but higher than allowed for in the 2011/12 original budget, i.e. tonnages are projected to be 1,725 tonnes resulting in an income of £0.090m (compared with the budget assumption of 1,102 tonnes and an income of £0.058m)
3.13.3
The net effect of these changes is to reduce the income in the third review by a further £0.153m.  The potential financial effect on boroughs varies.  

3.13.4
Assuming boroughs continue to deliver waste at current levels the potential impact on individual boroughs is estimated to be as follows:-

	Table 2


	2011/12
Original Estimate
	2011/12
Current Forecast
	Estimated

Variance

	
	         £
	         £
	         £

	Barnet
	1,576,036
	1,433,579
	- 142,457

	Camden
	3,119,250
	3,008,004
	- 111,246

	Enfield
	1,025,760
	945,809
	-79,951

	Hackney
	1,827,320
	1,625,279
	-202,041

	Haringey *
	370,916
	347,846
	-23,070

	Islington *
	1,652,191
	1,625,051
	-27,140

	Waltham Forest
	489,473
	422,361
	-67,112

	
	
	
	

	Total
	10,060,946
	9,407,929
	- 653,017


* Including income from non-household recyclable wastes.
3.13.5
The table currently indicates that all boroughs could be entitled to a refund.  The final figures will be determined as part of the 2011/12 final accounts process.  
3.14
Dividend Income (LondonWaste Ltd): (- £3.000m)
3.14.1
The original budget assumed an income of £2.5m from LondonWaste Ltd.  An interim dividend of this amount was paid in June 2011.  Although the Company’s business plan was optimistic that a higher dividend should eventually be paid this was dependent upon the acheivement of the business plan assumptions.  A report elswhere on this agenda reports that the Company is forecast to exceed its business plan assumptions and that a further dividend payment of £3m will be paid to the Authority in December, i.e. a total of £5.5m for the year.  This represents an improvement of £0.5m on the original  business plan assumptions and means that the Authority has now received dividend payments of £11m since becoming the 100% owner of the shares in LondonWaste Ltd. 
3.15
Overview

3.15.1
Allowing for the above factors, the total net expenditure in 2011/12 for the Authority is estimated to reduce to £52.032m.  This represents a net reduction of £6.402m when compared with the second budget review in September.  However, allowing also for a further reduction in non-household charges of £0.153m, the net revenue surplus at 31 March 2012 is currently forecast to increase to £16.250m, i.e. a net increase of £6.249m.

3.15.2
Table 3 below provides a summary of the current financial position:
	Table 3


	2011/12
Original Budget
	2011/12
Second Review
	2011/12
Third Review
	Variance between Second and Third Reviews

	
	
	
	
	

	
	£’000
	£’000
	£’000
	£’000

	Expenditure
	
	
	
	

	Main Waste Disposal Contract (ex CA Waste)
	26,362
	24,519
	23,331
	(1,188)

	Civic Amenity Waste
	1,510
	1,277
	1,358
	81

	Landfill Tax
	11,272
	10,894
	10,844
	(50)

	Composting Services
	4,069
	3,733
	3,424
	(309)

	Dry Recyclable Bulking Service
	2,989
	2,989
	3,070
	81

	Hendon Transfer Station
	507
	507
	526
	19

	Hornsey Street Transfer Station
	2,342
	1,476
	738
	(738)

	Other Sites
	200
	200
	200
	0

	Waste Strategy and Contracts Team
	888
	888
	821
	(67)

	Corporate and Other Support Service Costs
	1,278
	1,278
	1214
	(64)

	Recycling and Reuse Credit Scheme
	212
	212
	164
	(48)

	Other Recycling Initiatives
	77
	77
	75
	(2)

	Commingled Income Payment Scheme
	1,466
	1,466
	2,323
	857

	Waste Contracts – Procurement Process Costs
	3,316
	3,463
	3,463
	0

	Sites and Planning Process Costs
	530
	640
	540
	(100)

	Revenue Funding – Capital Programme
	9,046
	9,046
	8,049
	(997)

	LATS – Use of Allowances
	3,349
	3,349
	1,926
	(1,423)

	Excess Creditor Provision (Previous Years)
	0
	(665)
	(665)
	0

	
	
	
	
	

	
	69,413
	65,349
	61,401
	(3,948)

	Less


	
	
	
	

	Income
	
	
	
	

	Rents
	(93)
	(93)
	(94)
	(1)

	Income from the sale of Recyclates
	(1,466)
	(1,466)
	(2,323)
	(857)

	Interest on Balances
	(150)
	(739)
	(758)
	(19)

	LATS – Grant
	(3,349)
	(3,349)
	(1,926)
	1,423

	Dividend (LondonWaste Ltd)
	(2,500)
	(2,500)
	(5,500)
	(3,000)

	
	(7,558)
	(8,147)
	(10,601)
	(2,454)

	
	
	
	
	

	Net Expenditure
	61,855
	57,202
	50,800`
	(6,402)

	Contingency
	1,232
	1,232
	1,232
	0

	Total Net Expenditure
	63,087
	58,434
	52,032
	(6,402)

	
	
	
	
	

	Financed by:
	
	
	
	

	Balances b/fwd
	(9,514)
	(15,362)
	(15,362)
	0

	Charges to Boroughs (non-household waste)
	(10,061)
	(9,561)
	(9,408)
	153

	2011/12 Levy
	(43,512)
	(43,512)
	(43,512)
	0

	
	
	
	
	

	Total Resources Available
	(63,087)
	(68,435)
	(68,282)
	153

	
	
	
	
	

	Estimated Revenue Balance as at 31 March 2012
	0
	(10,001)
	(16,250)
	(6,249)



2012/13 Budget Forecast

4.1
At the Authority meeting in February, I provided Members with an early forecast of the budget and resource requirements for 2012/13.  This indicated that the net budget requirement for the year ahead was estimated to be in the order of £68.428m.  Given the full use of projected revenue balances to assist with the funding of the 2011/12 budget, and assuming no revenue balances at 31 March 2012, the overall cost to constituent boroughs was forecast to increase by 31.6% in 2012/13.  Since then revenue balances at 31 March 2011 improved by £5.848m.  In addition the first two reviews of the 2011/12 budget revealed the likelihood that revenue balances at 31 March 2012 could rise by at a further £4.847m to £10.001m.  

4.2
Members will appreciate from the detailed third review of the 2011/12 budget that forecast revenue balances at the 31 March 2012 are currently estimated to be in the region of £16.250m.  The Authority finds itself in an extremly strong financial position.  This has been due mainly to the favourable settlement of a number of outstanding contract claims, and the strong performance of LondonWaste Ltd which in turn has had the effect of reducing the level of contractual costs recoverable from the Authority and the payment of an enhanced dividend. The Authority has also been successful in renegotiating terms for the usage of the Hendon Rail Transfer Station and appears at present to be benefitting from a further reduction in the waste steam.  Many of these benefits are of a one-off nature.  Assuming the assumptions which underpin this forecast remain valid in February it is envisaged that these balances should be available to assist with the funding of the 2012/13 budget.  As a consequence, the projected year-on-year change in the cost to boroughs may be summarised as follows:

	Table 4
	2011/12
	2012/13
	Variance
	Variance

	
	£’000
	£’000
	£’000
	%

	Non household charges
	10,061
	  9,904
	(157)
	(1.56)

	Levy – Base default levy
	43,512
	39,237
	(4,275)
	(9.82)

	Levy - HWRCs
	0
	  2,523
	2,523
	*

	Total
	53,573
	51,664
	
	



*  The proposed transfer of HWRCs to the Authority on 1 April 2012 will result in an additional levy for boroughs transferring their facilities to the Authority, however, this should be broadly offset by a reduction in the costs currently borne directly by borough budgets).
4.3
Members should bear in mind that if balances are fully utilised in 2012/13 constituent councils face the prospect of a very significant increase in 2013/14.  As a consequence it is proposed to liaise with borough Directors of Finance to seek their views on the application of balances and to report back to Members in February.
4.4
Details of each borough’s estimated charge for non-household waste can be found at paragraph 5.17.3, whilst each borough’s share of the estimated levy, using the default levy apportionment arrangments can be found at paragraph 6.7. 
4.5
Further information on the 2012/13 budget forecast assumptions can be found at section 5.

4.6 Table 5 below provides a summary of the 2012/13 budget forecast:-
	Table 5

	2011/12
Original Budget
	2012/13
Budget Forecast
	Year on year change

	
	£’000
	£’000
	£’000

	Expenditure
	
	
	

	Main Waste Disposal Contract (ex CA Waste)
	26,362
	26,468
	106

	Civic Amenity Waste
	1,510
	1,418
	(92)

	Landfill Tax
	11,272
	12,744
	1,472

	Composting Services
	4,069
	3,340
	(729)

	Dry Recyclable Waste Services
	2,989
	3,524
	535

	Hendon Transfer Station
	507
	528
	21

	Hornsey Street Transfer Station
	2,342
	1,495
	(847)

	Other Sites
	200
	400
	200

	Household Waste Recycling Centres
	0
	2,465
	2,465

	Waste Strategy and Contracts Team
	888
	1,109
	221

	Corporate and other Support Service Costs
	1,278
	1,420
	142

	Joint Communications Initiative
	0
	350
	350

	Recycling and Reuse Credit Scheme
	212
	186
	(26)

	Other Recycling Initiatives
	77
	81
	4

	Commingled Income Payment Scheme
	1,466
	2,231
	765

	Waste Contract – Procurement Costs
	3,316
	2,767
	(549)

	Sites and Planning Process Costs
	530
	450
	(80)

	Revenue Funding – Capital Programme
	9,046
	9,606
	560

	LATS – Use of Allowances
	3,349
	1,650
	(1,699)

	
	69,413
	72,232
	2,819

	Less
	
	
	

	Income
	
	
	

	Rents
	(93)
	(99)
	(6)

	Sale of Recyclates
	(1,466)
	(2,231)
	(765)

	Interest on Balances
	(150)
	(150)
	0

	LATS – Grant
	(3,349)
	(1,650)
	1,699

	Estimated Dividend Stream
	(2,500)
	(2,500)
	0

	
	(7,558)
	(6,630)
	928

	
	
	
	

	Net Expenditure
	61,855
	65,602
	3,747

	Contingency
	1,232
	2,312
	1,080

	
	
	
	

	Total Net Expenditure
	63,087
	67,914
	4,827

	
	
	
	

	Financed By
	
	
	

	Balances b/fwd
	(9,514)
	(16,250)
	(6,736)

	Charges to Boroughs (Non-household waste)
	(10,061)
	(9,904)
	157

	Estimated Levy – Base Default Levy *  See below
	(43,512)
	(39,237)*
	 4,275*

	Estimated Levy - HWRCs
	0
	(2,523)
	(2,523)

	
	
	
	

	Total Estimated Resource Requirement
	(63,087)
	(67,914)
	(4,827)

	
	
	
	

	Estimated Revenue Balances at 31 March
	0
	0
	0


* The figures in the above table indicate that by fully using forecast revenue balances at 31 March 2012 it should be possible to agree a base default levy of £39.237m for 2012/13, i.e. a reduction of £4.275m (9.82%).  There would be a separate levy for HWRCs which should be broadly offset by a reduction in borough budgets where facilities are transferred to the Authority on 1 April 2012.  Whilst this approach is consistent with the Authority’s current policy of fully utilising balances at the earliest opportunity, the Authority could, for instance, agree a standstill levy of £43.512m thereby retaining balances of £4.275m to assist with the funding of the 2013/14 budget.  

5. 2012/13 Budget Assumptions

5.1
The following factors have been taken into account:-

5.2
Inflation

5.2.1
The majority of the Authority’s contracts are linked to changes in the Retail Price Index (RPI) with the most significant of these linked to changes in the December Index.  As the annual increase for the year to October 2011 is 5.4% the 2012/13 budget forecast currently reflects this level of increase in the Authority’s base costs from April 2012 plus a further 2.7% in December 2012.  Other categories of expenditure have been increased within a range of zero to 4% depending on the nature of expenditure and the timing of price reviews.  Inflation assumptions will be reviewed and updated at the February budget and levy meeting. 

5.2.2
Although no allowance has been made for a pay award in 2012/13 the budget does allow for increments where these are payable. 
5.3
Transport and disposal

5.3.1
On the basis of information provided by boroughs the 2012/13 residual tonnage forecast allows for a reduction of 15,926 tonnes to reflect the boroughs’ planned increase in recycling and composting over the coming year.  This reduction, however, is offset by the need to allow for a prudent assessment of the likely growth in the household waste stream (before recycling is taken into account) of 2.5% (18,443 tonnes) less an adjustment for an expected reduction in non-household waste (3,850 tonnes).  The 2011/12 transport and disposal budget has been based therefore upon a residual waste stream of 633,217 tonnes, i.e. a net reduction of 1,333 tonnes over the 2011/12 projected outturn.  These forecasts will be reviewed afresh in the light of the nine months tonnage data that will become available in the early weeks of January 2012.

5.4
Landfill Tax

5.4.1
The standard rate of landfill tax is due to rise from £56 to £64 per tonne on 1 April 2012.  The budget forecast allows for this increase.

5.4.2
The forecast also makes reasonable assumptions about the incineration capacity of the Edmonton Energy-from-Waste facility in the year ahead and the amount of the Authority’s waste that will be sent to landfill.  
5.5
Composting Facility and Dry Recyclable Bulking Arrangements


5.5.1
The budget forecast reflects the intention of the constituent boroughs to continue to transfer a significant amount of green and kitchen waste to the Authority in 2012/13, i.e. a total of up to 55,544 tonnes.  Compared with 2011/12 this represents a reduction of 4,469 tonnes, but a growth of 4,214 tonnes if the Enfield tonnages are omitted (these tonnages are no longer delivered to the Authority).  The overall cost of the service in 2012/13 is estimated to be £3.340m.
5.5.2
The budget forecast allows for a similar growth in the amount of dry recyclable waste to be sent to the Authority for treatment.  The constituent boroughs have indicated that they will need treatment capacity for up to 66,588 tonnes of dry recyclable material in 2012/13 (an increase of 6,624 tonnes over the projected tonnage requirement for 2011/12).  The overall cost of the service in 2012/13 is estimated to be £3.524m.

5.6
Commingled Income Payment Scheme/Income from the sale of Recyclates
5.6.1
The value of payments made under this scheme is in practice limited to the value of income received by the Authority from the sale of recyclates, i.e. there is no net cost to the Authority.  In view of the reduction in the sale value of recyclates since October, the 2012/13 budget forecast allows for a continuation of post-October potential prices.  Income received by the Authority will be paid to boroughs participating in the scheme.  Given that payment levels are by no means certain, and could be less, boroughs may also wish to take a more cautious approach when finalising their budgets for both 2011/12 and 2012/13.    
5.7
Hornsey Street Transfer Station
5.7.1
The 2012/13 budget forecast allows for a continuation of the lower costs of operating the waste transfer station.   

5.8
Recycling Credits/Other Recycling Initiatives

5.8.1
The Authority has the power to pay third party recycling and reuse credits. The budget forecast includes a provision of £0.186m for these payments.   

5.8.2
The 2012/13 budget forecast allows a sum of £0.081m to assist with other recycling initiatives.  This includes support for the Real Nappy Campaign (£0.066m) and a provision for support to Partnership Events (£0.015m).    

5.9
Waste Strategy and Contracts Team
5.9.1
The budget forecast allows for a full complement of staff including, as indicated at paragraph 3.8.1 above, the re-instatement of one post to manage the Authority’s new responsibility for HWRCs from 1 April 2012.  
5.8.2
This budget also provides for a continuation of the North London Waste Prevention Plan for 2012/13.  This includes a base provision of £0.122m to allow for the continuation of current initiatives as well as scope for minor new projects.  Given, however, the success of the ‘Love Food Hate Waste’ campaign of 2009/10 the budget also includes a provision of £0.250m for a further initiative in 2012/13 and to help increase the levels of furniture       re-use.
5.10
Joint Communications Initiative
5.10.1
As a result of discussions with constituent boroughs and a desire to promote joint working across the Authority area the 2012/13 budget forecast includes a budget of £0.350m to fund this initiative.  It is envisaged that this approach should secure greater consistency and coverage, better value for money and a reduction in cost to the boroughs. 
5.11
Corporate and Other Support Services
5.11.1
This budget reflects the core cost of operating the Authority.
5.12
Procurement Process Costs
5.12.1
The budget forecast provides for the continuing cost of supporting the procurement process.  
5.13
Sites and Planning Process Costs
5.13.1
The budget forecast includes an amount of £0.450m for costs associated with the sites acquisition programme and related planning process costs (including slippage of £0.100m from 2011/12).

5.14
Revenue Funding – Capital Investment   
5.14.1
The budget forecast allows for a full year revenue cost of acquiring sites through prudential borrowing at an estimated cost of £9.606m and is based upon capital expenditure of £126m in the period 2009/13.  It includes the cost of acquiring LondonWaste Ltd, the purchase of other sites for the Authority’s new waste treatment facilities and a provision for the purchase of additional household waste recycling sites. 

5.15
Dividend Income (LondonWaste Ltd)

5.15.1
Assuming the Company’s business plan assumptions are achieved the Authority can reasonably expect to receive a total dividend payment in line with 2011 levels.  However, as in the case of 2011 this level of payment will not become certain until the closing months of 2012 and therefore the 2012/13 budget forecast allows for an estimated income of £2.5m.
5.16
Interest on Balances
5.16.1
The Budget forecast continues to allow for an income from the temporary investment of monies held by the Authority.  This will be reviewed at the February meeting. 
5.17
Non-household Waste Charges
5.17.1
Based upon estimated non-household residual tonnages of 101,142 tonnes and a forecast cost per tonne of £97.24 the cost to boroughs in 2012/13 is currently estimated to be £9.835m. (see also 5.18 below).

5.17.2
In addition to the non-household residual waste stream two boroughs deliver non-household recyclable wastes to the Authority for treatment.  This will result in an additional income of £0.069m (1,273 tonnes).

5.17.3
The cost for individual boroughs is estimated to be:-

	Table 6

	2012/13 Estimated
Tonnes
	2012/13 Estimated
Cost 

	
	
	(£)

	Barnet
	15,582
	1,515,194

	Camden
	33,526
	3,260,068

	Enfield
	  7,796
	   758,083

	Hackney
	18,902
	1,838,030

	Haringey *
	    3,232 *
	      303,377 *

	Islington *
	  19,022 *
	   1,805,962 *

	Waltham Forest
	 4,355
	   423,480

	
	
	

	Total
	      102,415
	9,904,194



* Including tonnages and income from non-household recyclable wastes.

5.18
Landfill Allowance Trading Scheme (LATS)

5.18.1
The Government has announced the end of the LATS scheme after 2012/13.  Although the current value of allowances is £6.90 per allowance, there has been a tendency in recent years for LATS values to reduce to a matter of pennies at the end of each trading year.  As the Authority now only uses LATS values for the calculation of a LATS premium to be included in the Authority’s non-household charges to boroughs it is recommended that the Authority does not impose a LATS premium charge for 2012/13.  This will avoid the need to include an estimated LATS premium charge in the non-household charge only for it to be refunded to boroughs at year-end. 
5.19
Efficiency Savings and Other Cost Reductions
5.19.1
Members will be aware that given the demand-led nature of the service provided by the Authority to the constituent councils and the long-term contracts that it has for the majority of these services, that the scope to make savings is limited.  Despite these limitations the officers take every opportunity to reduce costs or to improve value for money where possible.  In the current year in addition to good housekeeping and ensuring that day-to-day operational costs are kept to a minimum (there have been a number of operational cost savings as indicated elsewhere in this report), the Authority has successfully renegotiated new contract terms for its use of the Hendon Rail Transfer Station, and successfully settled a number a contractual claims.   The Authority has also negotiated favourable prices for some aspects of the composting service provided to boroughs.  

5.20
Contingency
5.20.1
Given the significant and wide-ranging issues that the Authority will need to address in the coming year it is proposed to include a base contingency provision of 2% (£1.312m); however, as 2012/13 will be a key year leading to financial close for the Authority’s new waste disposal contracts it is considered prudent to increase the base contingency by £1m, thus resulting in a total contingency of £2.312m.  

5.21
Household Waste Recycling Centres (HWRCs)
5.21.1
A report elsewhere on this agenda updates Members on the progress made to transfer borough HWRCs to the Authority during all or part of 2012/13.  The 2012/13 budget forecast includes an estimate for the cost of operating these sites.  The figure is currently based upon the borough’s 2011/12 budgets as notified to the Authority, but updated for inflation, central management costs, plus an allowance for the net additional cost of increased recycling activity and an adjustment for a possible reduction in the income from the sale of recyclates.  The figure is also dependent upon the number of facilities that will transfer to the Authority.  An up-to-date position will be reported to the Authority in February.
6.
Levy Apportionment Arrangements
6.1

The decision on the apportionment of the levy is a matter for the NLWA constituent councils.  Unless all seven councils can agree unanimously on the way the levy is to be apportioned, the levy will be calculated in accordance with the Joint Waste Disposal Authorities (Levies) (England) Regulations 2006.  These regulations provide for the household element of the levy to be apportioned on a tonnage basis and the other costs element of the levy on a council tax basis.
6.2
For 2010/11 the levy was apportioned on a household and council tax basis in accordance with the default levy regulations.

6.4
In recent months the Authority has been working with the constituent councils to explore the possibility of adopting a form of interim-menu pricing ahead of a move to full menu pricing once the new waste treatment facilities become operational in 2016/17.  However, as it has not proven possible for the constituent councils to come to a unanimous agreement on the way forward in time for 2012/13, constituent councils have effectively agreed to continue with current default levy apportionment arrangements, but with one exception.  Given the planned intention to transfer borough Household Waste Recycling Centres (HWRCs) to the Authority on 1 April 2012 (potentially all relevant boroughs except Barnet) constituent councils are currently seeking formal borough agreement to a change in the default levy provisions that will effectively ensure that boroughs only bear the costs associated with the running of HWRCs that reside within their borough boundary, i.e. costs will be broadly in line with the borough’s current cost profile.
6.5.
The default levy apportionment arrangements require constituent councils to formally notify the Authority of both their council tax base for 2012/13 and also their household waste tonnages for 2010/11 by 31 January 2012. Members will be aware that the Authority already holds details of the 2010/11 household waste tonnages as this data originates from the Authority’s records of tonnages delivered to the Authority by the boroughs for treatment, as a consequence, constituent councils have been asked to confirm the household tonnage data held by the Authority (attached at Appendix A).

6.6
Allowing for the level of revenue balances projected to be available at 31 March 2012 and the Authority’s current forecast of its 2012/13 budget requirements, Table 7 below provides an indication of the relative share of the levy that could be borne by each constituent council based upon the default levy apportionment arrangements as amended locally for HWRCs (full details of the apportionment can be found at Appendix B).   It is important to bear in mind that this illustration uses 2011/12 council tax data that will need to be updated when constituent councils have completed their calculations of their 2012/13 council tax base and duly notified this to the Authority.  The 2010/11 household waste tonnage data as used in the levy apportionment will not change. 

6.7
Table 7 summarises the estimated levy impact for each borough:

	Table 7
	2011/12 Actual Levy
	2012/13 Forecast Levy

Base Default Levy

	Levy Variance


	
	2012/13 Forecast Levy

HWRCs


	
	2012/13 Total Forecast Levy

	
	£’000
	£’000
	£’000
	%
	
	£’000
	
	£’000

	
	
	
	
	
	
	
	
	

	Barnet
	8,286
	7,419
	(867)
	(10.46)
	
	0
	
	7,419

	Camden
	5,116
	4,653
	(463)
	(9.06)
	
	409
	
	5,062

	Enfield
	6,329
	5,594
	(735)
	(11.62)
	
	554
	
	6,148

	Hackney
	5,412
	4,810
	(602)
	(11.11)
	
	0
	
	4,810

	Haringey
	6,801
	6,109
	(692)
	(10.17)
	
	541
	
	6,650

	Islington
	5,056
	4,529
	(527)
	(10.42)
	
	283
	
	4,812

	Waltham Forest
	6,512
	6,123
	(389)
	(5.98)
	
	736
	
	6,859

	
	
	
	
	
	
	
	
	

	Total
	43,512
	39,237
	(4,275)
	(9.82)
	
	2,523
	
	41,760


7.
Conclusion
7.1 On the basis of current information the third review indicates that the 2011/12 budget remains sufficiently robust to meet the cost of the Authority's waste disposal obligations in the current year.  The opportunity has also been taken to provide Members with an up-to-date assessment of the 2012/13 budget which has been prepared using the latest waste stream data and an assessment of the operational needs of the Authority in the coming year.  The Authority is in good financial health and therefore should be well placed when it comes to finalise the 2012/13 budget and take decisions on the level of levy in February.  
7.2
Members will be aware that the Authority is not able to make a substitute levy and therefore in February it will be necessary for Members to take decisions to ensure that the 2012/13 budget is sufficient to meet the Authority’s statutory obligations and procurement needs in the year ahead.  To assist with this process the Member Finance Working Group will be meeting on 12 January 2012 to review the assumptions which underpin the 2012/13 budget forecast.  It is also proposed to liaise with borough Directors of Finance to obtain their views on the application of balances. The outcome of this review together with up-to-date advice on the Authority’s budget and resource requirements for 2012/13 will be reported to the budget and levy setting meeting in February.

8.
Comments of the Legal Adviser

8.1 
The Legal Adviser has been consulted in the preparation of this report and has no comments to add.
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