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	Summary

This paper summarises Ofsted’s financial position at the end of October 2011 and its forecast for the remainder of the financial year.  At the end of October, Ofsted had spent £94.2m against a profiled budget of £100.0m.    Savings of £7.6m are forecast for the year on a revised budget of £174.3m.


	Recommendations
Board members are invited to note the end of October and full year forecast positions for Ofsted.


Key financial information 
1. Ofsted’s financial performance is summarised below:
[image: image1.emf]Actual Budget Variance  Forecast Budget Variance

Gross Expenditure 101.4 107.8 6.4 178.6 189.4 10.8

Income (8.2) (8.8) (0.6) (13.6) (13.4) 0.2

Net Revenue 

Expenditure

93.2 99.0 5.8 165.0 176.0 11.0

Buget Exchange 0.0 0.0   -   0.0 (3.5) (3.5)

Revised Net Revenue 

Expenditure

93.2 99.0 5.8 165.0 172.5 7.5

Depreciation 1.0 1.0   -   1.7 1.8 0.1

Total 94.2 100.0 5.8 166.7 174.3 7.6

Summary financial 

position (£m)

Year to date Oct 2011 

Full Year 

(Month 7)


Key Points

2.
After seven months of the financial year Ofsted has spent £94.2m of its £100.0m profiled budget. 

3.
All Directorates were spending below the budget profile at the end of October and all, except for Performance and Impact, are forecasting to deliver savings by the year end.

4.
The original net revenue expenditure budget of £176.0m has been reduced by £3.5m in October following Executive Board’s approval to the use of Budget Exchange.  Using Budget Exchange allows Ofsted to transfer a maximum of 2% of its 2011-12 net revenue expenditure to the following financial year and in doing so will provide funds for investment to deliver Spending Review savings.  The transfer of £3.5m to 2012-13 reduces Ofsted's net revenue expenditure budget for 2011-12 to £172.5m and total budget, including depreciation, to £174.3m.   
5.
The forecast saving reported at the mid year point was £9.9m and at October the saving had increased to £11.1m.  After adjusting for the £3.5m transfer for budget exchange the revised forecast saving at the mid year point reduced to £6.4m and for October £7.6m.  
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Forecast Savings

11.1 9.9 1.2

Budget Exchange

(3.5) (3.5)   -  

Revised Savings

7.6 6.4 1.2


6.
The forecast at October is for a saving of £7.6m against a total budget, including depreciation, to £174.3m.  The forecast saving has increased by £1.2m in October and includes an additional £0.8m of gain share on the early years contract and £0.7m of additional staff savings identified following continued work on the spending review plan.  This is offset by additional £0.3m of costs.  A full analysis of the saving in the month can be found at paragraphs 18 to 20. 
7.
The forecast savings of £11.1m, before the impact of Budget Exchange, consists of £6.2m for one off items that were not planned when the budget was approved and of £4.9m operational savings.  A full analysis of the savings can be found at paragraphs 21 to 24.  
8.
Total project expenditure at the end of October was £3.0m, a timing difference of £0.2m against the profiled budget of £3.2m.  At the end of October project managers are forecasting, in total, a saving of £0.1m against the total £5.9m budget.  The project budget has increased by £2.3m in the month which reflects a transfer of the Moving Forward project from Finance & Resources core budget of £2.1m and the allocation of £0.2m to CDR.  Of the total £5.9m budget the IT Projects budget is £3.8m. 
9.
The contingency budget at October was £1.8m.  The forecast no longer assumes that the contingency budget will be spent in full in the year.  Only known calls on the contingency budget are included in the forecast and total £0.8m.  The revised forecast position results in a saving £1.0m.    
10.
The permanent vacancy rate has increased to 8.8% (135.3 FTE) in October from 8.5% (131.1 FTE) in September against the total establishment of 1,545.2 FTE.  Temporary and contract vacancies decreased by 3.0 FTE in October to 5.1 FTE
Risks

11.
The significant number of vacancies, particularly in inspection roles, may impact upon the delivery of Corporate Plan targets.

12.
As we move through the year the assumptions that underpin the forecast outturn may be subject to change, especially as directorates continue to plan for efficiencies and cost reductions as part of Spending Review planning.  Any change may lead to a material adjustment to the reported forecast figure.
13.
Payment for the non consolidated pay award and PRP are suspended from 1st October pending agreement of the 2011-12 remit with the DfE.  Forecast expenditure includes £0.3m for the payment of the non consolidated pay award and £0.7m for PRP as it is expected that the pay award and PRP will paid by the year end.   Failure to agree the pay remit may result in additional savings of £1.0m by the year end.
14.
Ofsted have an approved early release scheme with the Cabinet Office for up to 90 posts, capped ay £3.8m for the period to 31 July 2012.  A total of £0.8m has been included in the forecast as the assessment of cost in this financial year with the majority of cost to fall into 2012.  This forecast of timing and therefore cost may be subject to fluctuation as we progress through the year and the impact of the Spending Review savings become clear.   

15.
Detailed programmes of inspection for the fourth quarter of the financial year for the ELS inspection contract are needed to be able to test the robustness of the forecast in the Delivery Directorate. The current forecast is based upon an expected programme provided by the Scheduling Team, but this may be subject to material fluctuation once detailed information for the fourth quarter becomes available.
16.
The first year of the Early Years inspection contract ended on 31 August.  Within the contract is a Gain Share agreement which will allow Ofsted to share in any savings the contractors have made on their original bid.  Included in the forecast is a gain position based upon final estimates from contractors.  Agreement to the actual gain position is expected in November and may lead to a significant change in the forecast.
17.
The majority of IT projects, totalling £3.8m, are forecast to spend their budgets in full.  With less than a third of expenditure spent or committed buy October there is a risk that the entire budget will not be fully spent by the year end. 
Movement in the Forecast saving in October

18.
There was a movement of £1.2m in the forecast in October.  The movement was across all major account lines and that movement plus explanations is set out in the table below.  

[image: image3.emf]Figures in £m

Forecast saving

Forecast 

saving

Variance Comments

October 11 September 11

Income

0.2 0.2 (0.0)

Staff Resources

5.8 5.1 0.7

Operational Expenditure

2.9 2.3 0.6

Corporate Costs

1.1 1.1 0.0

Contingency

1.0 1.1 (0.1)

Total Net Revenue Expenditure

11.0 9.8 1.2

Depreciation

0.1 0.1   -  

Total Budget

11.1 9.9 1.2

Budget Exchange

(3.5) (3.5)   -  

Revised Budget

7.6 6.4 1.2

Revised recruitment assumptions, £0.7m 

£0.8m saving the estimated gain share from the Early Years inspection contract; 

£0.2m increase in expenditure from a range of other operational expenditure



Restricted to calls on contingency only.  Net £0.1m allocated in month


19.
There has been an increase in the staff salary savings forecast this month due to revised recruitment assumptions. The biggest impact of this is in the Delivery Directorate and remains the biggest risk to their forecast.  Savings have increased as a result of decisions not to fill posts as part of the management and transition for Spending Review planning.  Where post are filled this is often an internal appointment which creates additional vacancies and therefore additional savings.  The Delivery Directorate continue to proactively manage their establishment and vacancies to meet their vacancy factor, to meet inspection targets and to plan for future years.

20.
The movement by Directorate is set out in the table below

[image: image4.emf]Figures in £m

Forecast saving

Forecast 

saving

Variance Comments

October 11 September 11

Delivery

6.8 5.8 1.0

Development & Strategy

0.3 0.3 0.0

Performance & Impact

(0.1) (0.1) 0.0

Finance & Resources

1.0 0.8 0.1 Saving on project budgets

Corporate Transactions

2.1 2.0 0.1

Contingency

1.0 1.1 (0.1)

Total Net Revenue Expenditure

11.0 9.8 1.2

Depreciation

0.1 0.1 (0.0)

Total Budget

11.1 9.9 1.2

Budget Exchange

(3.5) (3.5)   -  

Revised Budget

7.6 6.4 1.2

Restricted to calls on contingency only.  Net £0.1m allocated in month

£0.8m saving the estimated gain share from the Early Years inspection contract; 

Revised recruitment assumptions, £0.5m, £0.3m increase in other expenditure

Release of pay inflation for staff paid less than £21k.  Forecast expenditure now 

included in Directorates


Analysis of Forecast Saving

21.
The forecast saving of £11.1m, before the impact of Budget Exchange, consists of £6.2m of one off items that were not planned when setting the 2011-12 budget and £4.9m of operating savings.

22.
The £6.2m one off items are

· £3.5m savings from the early years inspection contract made up of £2.7m gain share and £0.8m from a revision to the contract baseline following agreement of TUPE undertakings.
· £0.6m savings from surrendering the third floor at Cumberland Place and the sixth floor at Aviation House
· £1.2m saving from the review and update of accounting provisions relating to staff and property costs
· £0.9m saving from over budgeted costs for pay remit expenditure relating to PRP and IRS vouchers.  

23.
All directorates are driving costs down as part of their planning to meet Spending Review savings and differences against planned assumptions are not surprising.  Of the net £4.9m operating savings, the majority, £4.7m relates to staff and staff related costs, with the majority of this saving being in Delivery and relating to the number of vacancies.  In addition there are savings in operating expenditure of £1.1m, unused contingency £1.0 and income of £0.2m.  The gross operational savings of £7.0m are partly offset by £2.1m of additional costs  
·  £1.2m cost on the ELS inspection contract, arising from the reduction of too many outstanding primary school inspections following the agreement to exempt outstanding provision. 
· £0.9m cost for the rental of Piccadilly Gate.  The budget planning assumed a rent free period for the new building as per the contract.  However, accounting treatment dictates that the whole contract cost must be recognised over the whole contract life and has resulted in the charge in 11-12.
24.
An analysis of the one off and operating savings is set out in the following table;

[image: image5.emf]Summary of Forecast Saving Delivery

Development & 

Strategy

Performance & 

Impact

Finance & 

Resources

Corporate 

Transactions & 

Contingency

Depreciation Total

One off Savings

Gain Share 2,663 2,663

ISP contract - EY baseline adjustments 833 833

Cumberland Place - sublet 3rd floor 214 214

Provisions (218) 1,424 1,206

Surrender of 6th floor Aviation House 394 394

Over provided pay remit budget 850 850

Total one off savings 3,710 0 0 176 2,274 0 6,160

Operational Savings

Staffing 2,880 97 (189) (199) 681 3,270

T&S 916 22 30 10 978

Training 128 1 (10) 338 457

Other operational 98 174 86 692 (119) 931

Income 228 228

ISP - ELS volumes (1,200) (1,200)

VAT Recoverable 193 193

Picaddilly Gate Rent (927) (927)

Contingency 986 986

Avation House rates increase (48) (48)

Total operational savings 3,050 294 (83) 793 814 0 4,868

Depreciation 74 74

Total savings 6,760 294 (83) 969 3,088 74 11,102

Budget Exchange (3,502)  

Total Savings after Budget Exchange 7,600


Darryl Nunn

Director Finance and Resources
