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	Summary
This paper summarises Ofsted’s financial position at the end of July 2012 and its forecast for the remainder of the financial year.  At the end of July, Ofsted had spent £48.5m against a profiled net revenue budget of £50.9m.    Depreciation charge is in line with profiled budget at £0.2m.  Forecast expenditure for the full year is currently forecast to be £166.1m against a total net revenue budget of £170.5m, a saving of £4.4m.
The forecast includes the latest estimated cost of £11.8m for HMCI’s reform programme. The current forecast saving of £4.4m provides some cover against any requirement to call on any additional funding from the DfE in 2012-13 should the estimated reform costs increase.




	Recommendation
Board members are invited to note the end of July 2012 and full year forecast positions for Ofsted.


Finance Report for JuLY 2012
Executive Summary
Key financial information 
1.
Ofsted’s financial performance for July is summarised below:

[image: image1.emf]Actual Budget Variance  ForecastBudgetVariance

Gross Expenditure 53.4 55.7 2.2 180.3 184.3 4.0

Income (5.0) (4.8) 0.2 (14.2) (13.7) 0.4

Net Revenue 

Expenditure

48.5 50.9 2.4 166.1 170.5 4.4

Depreciation

0.2 0.2 (0.0) 0.8 4.2 3.4

Total 48.7 51.1 2.4 166.9 174.7 7.8

Summary financial 

position (£m)

Year to date July 2012  Full Year 

(Month 4)


* figures are subject to rounding differences

Key Points

2.
Ofsted has spent £48.5m of its year to date £50.9m profiled net revenue budget to July.  Depreciation charge is in line with the profiled budget.    

3.
As at July net expenditure for the full year is forecast to be £166.1m against a total net revenue budget of £170.5m, a saving of £4.4m.  The forecast savings position has increased by £4.2m from the position reported in June and arises mainly from the following 

· ISP Contract – Commercial and Volume saving - £1.9m – Contract negotiations have concluded and have been successful in delivering savings of £1.9m with £1.1 from the ELS contract and £0.8m from EY.  
· ISP Contract – SR saving - £1.5m – Identified in the high level Spending Review plan was the ceasing of the manual clerical support for school questionnaires.  This saving has been agreed with contractors and has been reflected in the forecast.
· ISP Contract- Gain Share saving - £0.4m – provisional calculations have been submitted by ISP contractors for the 2012 contract year.  Early but prudent calculations are that Ofsted will receive £0.4m   
4.
Ofsted’s high level financial plan, reported to the Board in June, indicated that the full 2012-13 cost of HMCI’s reform programme could be met from within Ofsted’s budget envelope in 2012-13 without requesting additional funding from the DfE.  The latest estimate of HMCI’s reforms, of £11.8m, is included in full in the forecast position with £5.4m included in ISP costs and £6.4m included in contingency.  The total cost of this work, in addition to the original £7.8m that was set aside in contingency, has been funded from the forecast savings that have emerged during the year to date.  The forecast saving of £4.4m provides cover against any call on additional funding from the DfE in 2012-13.
5.
The total savings forecast for staff resources has increased by £0.2m in July to £4.0m.  The saving results from vacancies as set out in paragraph 12 and the removal of the forecast expenditure, from September and October, for staff leaving under phase 1 and 2 of the Voluntary Exit scheme.  

6.
The forecast does not yet include the full impact of the following

· The full estimate for reductions in cost of SR savings for inspection, estimated at £0.7m.  These savings are due to be implemented from September but will depend on Inspector costs being removed.  It is possible that due to the current number of inspector vacancies that implementing new frameworks from September will have no impact on the cost base.  As the financial year progresses the assumptions to the SR savings will be reviewed and the forecast amended as necessary.
· Reductions in staffing and costs from the phase 2 and 3 voluntary exit scheme.  The outcome of Phase 2 should be confirmed in late August.
7.
Ofsted was allocated £4.2m of depreciation within the key financial targets set by HM Treasury.  The anticipated depreciation charge, identified and approved as part of the 2012-13 budget setting process, was £0.7m, significantly below the target.  The forecast for depreciation at July, at £0.8m, is £0.1m greater than the anticipated charge.

8.
A total of £1.7m was allocated from contingency in July with £1.3m to projects and £0.4m to IDI to cover short term resource.  A total of £0.5m was transferred to contingency from directorate budgets as ‘budget adjustment’ relating to Manager Led Review savings and removal of staff costs following voluntary exit.  
9.
Contingency Expenditure is forecast to be £8.0m in July against the remaining budget of £9.4m, a saving of £1.4m.  The saving arises from a reduced requirement in contingency for HMCI’s reforms as £5.4m has been forecast in ISP costs.  No budget has yet been transferred to ISP costs.  The forecast contingency expenditure is set out below
· HMCI Reform £6.4m – £11.8m is the estimated cost to fund HMCI’s reform programme for satisfactory and outstanding provision.  From July this estimated cost is forecast in contingency at £6.4m and in ISP contract forecast at £5.4m.  The ISP forecast estimate has been calculated following receipt of the latest ISP volumes for this work from National Scheduling is considered a prudent assessment.  Further work is required to assess the allocation of the remaining £6.4m to directorate budgets.   
· Inspection and Regulation Systems Development £0.5m – estimate for the development/replacement of ITS and RSA inspection systems.  The total approved project budget was £2.4m with £0.5m being assessed as capital expenditure and £1.4m allocated to the NBU for online investment and RSA/ITS system changes.  

· General Contingency £1.1m – for allocation to projects and cost pressures on approval. 
10.
Project budgets of £1.3m has been allocated to directorates in July from contingency following OEB approval for

· Change Programme - £1.1m

· Schools Framework Development - £0.2m

11.
Total project budgets of £5.2m have now been allocated to directorate budgets.  There has been expenditure on projects of £0.8m to July and the total budget is forecast to be spent in full by the year end
12.
The number of permanent vacancies at the end of July was 66.6 FTE from a total budget for the month of 1,425.6 FTE, up 8.5 FTE from June and a 4.7% vacancy rate.  A small proportion of the vacancies at C1 grade have been backfilled by temporary staff.  Permanent staff numbers are forecast to increase in September, due mainly to inspector recruitment, but are then forecast to fall significantly in October to December due to the impact of the VE scheme.  By the year end permanent vacancies are currently forecast to be 105.5 FTE from a total target budget of 1435.9 FTE, a 7.3% vacancy rate. 
Reconciliation of Management Accounts to Financial Accounts

13.
There will always be a difference between the results reported in the management accounts and those in the financial accounts.  This difference relates to the treatment of provisions and their interaction with the AME control total and the Ofsted balance sheet.  That is, some provisions that are posted through the management accounts do not count against Ofsted's DEL Resource control total but do count against the AME control total.  The table below presents a summary reconciliation from the management accounts to the financial accounts.

[image: image2.emf]Outturn 

Forecast

£m

Management Accounts total including depreciation 166.9

Adjustments to reconcile to the Annual Accounts

Utilisation of Provisions (DEL) 4.8

Total 171.7

Departmental Expenditure Limit excluding depreciation - Resource DEL 170.5

Departmental Expenditure Limit including depreciation - Total DEL 174.7


Key Financial Targets

14.
Monthly reporting has been fully aligned with Ofsted’s key financial targets.  Financial targets that Ofsted has been set by the Treasury and performance against these targets is set out below

· Resource DEL – (Ofsted’s Net Revenue Budget) – revised target of £170.5m Performance against the revised target will be reported in future reports following review of the forecast to take account of issues highlighted in paragraph 6 along with latest estimates of provision utilisation.

· Depreciation DEL – (Ofsted’s Depreciation Budget) – target of £4.2m and forecast outturn of £0.8m, a saving of £3.4m.  

· Capital Expenditure Limit (Expenditure on Capital items) – Target of £0.5m and forecast outturn of £0.5m in the balance sheet.
· Annually Managed Expenditure (AME) – target of (£2.8m) and forecast outturn of (£4.8m).   AME typically consists of programmes which are volatile and demand-led.  For Ofsted the AME relates to provisions and in order to exceed the target provisions would need to be lower than (£2.8m). So, an excess vote for a smaller negative outturn.

· Administration Cost Limit (Classification of costs) –target £22.7m and forecast outturn of £22.4m.
· Cash Limit (Gross cash requirement) – cash availability £170.9m.  Performance against the revised target will be reported in future reports following review of the forecast to take account of issues highlighted in paragraph 6 along with latest estimates of provision utilisation.
Darryl Nunn

Director, Finance & Resources
1

