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	Summary
This paper summarises Ofsted’s financial position at the end of July 2011 and its forecast for the remainder of the financial year. At the end of July, Ofsted had spent £55.4m against a profiled budget of £58.5m. This represents savings of £1.3m and timing differences of £1.8m. Savings of £3.3m are forecast for the year.


	
Recommendations

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


Key financial information 
1. Ofsted’s financial performance is summarised below:
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Gross Expenditure 59.3 62.1 (1.7) (1.1) 186.7 189.4 (2.7)

Income (4.5) (4.2) (0.1) (0.2) (13.9) (13.4) (0.5)

Net Revenue 

Expenditure

54.8 57.9 (1.8) (1.3) 172.8 176.0 (3.2)

Depreciation 0.6 0.6 0.0 0.0 1.7 1.8 (0.1)

Total 55.4 58.5 (1.8) (1.3) 174.5 177.8 (3.3)
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Key Points

2.
In the first four months of the financial year Ofsted has spent £55.4m of its £58.5m profiled budget. Of the £3.1m difference £1.3m is a saving and £1.8m is down to timing differences, where expenditure has not been incurred in line with the budget profile.

3.
The forecast is for a £3.3m saving (June £2.6m) by 31 March 2012 against a total budget of £177.8m, (2%), and assumes that the total remaining uncommitted contingency of £3.3m will be fully spent by the year end.

4.
The forecast saving has increased by £0.7m from the revised position reported to Executive Board in June, mainly due to an increase in forecast income of £0.4m, following assessment of the current year to date position and expected trends to the year end, and a reduction in the forecast for performance related pay costs of £0.3m following actual payment of staff bonuses in July.
5.
All Directorates were spending below the budget profile at the end of July and all, except for Performance and Impact, are forecasting to break even or deliver savings by the year end. 
6.
Of the £3.3m forecast saving at the end of July, £2.3m is within the Delivery Directorate. Of this £2.3m, £1.8m is within staff costs relating to the current and forecast number of vacancies and £0.5m is in increased income. The Directorate is continuing to proactively manage their establishment and vacancies, and the profile for the remainder of the year is being reviewed monthly to ensure that it is robust and in line with current inspection and recruitment activity.  
7.
The year to date and forecast position includes the full impact of the Development and Strategy Directorates merger.     

8.
The approved budget for IT projects is £2.5m and total expenditure at the end of July was £0.6m, a timing difference of £0.2m against the profiled budget. All projects are forecast to be fully committed by the year end. 
9.
Calls on the approved £5.5m contingency reserve have totalled £2.7m to date and £0.5m has been returned to contingency following the merger of the Development and Strategy Directorates and savings arising. This has left a contingency reserve of £3.3m at the end of July for the remainder of the year. The calls on contingency that have been approved by Executive Board are set out in the strategic forecast position below at paragraph 16.
10.
The vacancy rate has increased from 9.0% in June to 9.4% in July. Vacancies by FTE have increased by 5.4 in the month. There are a total of 143.6 FTE (June 140.2) permanent vacancies and 10.9 FTE (June 8.9) temporary vacancies, giving a total of 154.5 FTEs (June 149.1) against a total establishment of 1,551.3. A detailed breakdown can be found at Appendix 4.
11.
Losses and special payments for the quarter ended 30 June 2011 totalled £8k, of which £2.5k were losses and £5.5k special payments. Of the £5.5k special payments, £5k was paid on an employee related matter and the remainder related to pension payments. 
Risks

12.
The significant number of vacancies, particularly in inspection roles, may impact upon the delivery of Corporate Plan targets.

13.
As we move through the year the assumptions that underpin the forecast outturn may be subject to change. Any change may lead to a material adjustment to the reported forecast figure.  
14.
Detailed programmes of inspection for the third and fourth quarter of the financial year for the ELS inspection contract are needed to be able to test the robustness of the budget and 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 third and fourth quarters become available.
Strategic Forecast
15.
The saving forecast at July is for £3.3m, which is 2% of the total budget of £177.8m. Within this forecast position the contingency reserve of £3.3m is forecast to be fully spent by the end of the year. There is a risk that this will not be fully spent and that the forecast saving may increase by the year end. There is also a risk that as we progress through the remainder of the year we may find that, as budget assumptions change due to Spending Review planning, the forecast savings begin to increase. At the end of July the actual saving of £1.3m is 2% of the profiled budget and is consistent with the year end saving forecast.
16.
The current position is a potential saving, including contingency reserve, of £6.6m. Executive Board has approved or earmarked funding from contingency of £1.6m over recent weeks, on a number of projects, which will reduce the current contingency reserve from £3.3m to £1.7m. After this allocation has been made, with the current forecast saving of £3.3m, there is £5.1m (rounding) of saving/contingency available for strategic investment. The table below sets out current forecast savings and contingency and all the known and potential calls on contingency 
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Forecast Saving at P4 3.3

Contingency Reserve at P4 3.3

Total Saving/Contingency at P4 6.6

EB Approved calls on contingency to be allocated

EY Development programme 0.0

Extension to (P7-P12), Organisational Development

0.1

Digital Governance

0.3

ICT Transition

0.1

Laptop refresh and infrastructure 0.7

IT Infrastructure  0.3 1.6

Net Saving/ Contingency 5.1

Possible further calls on saving/contingency

Early Release Scheme  3.9

IT Investments presented in April 11 - approval deferred 1.1 5.0

Surplus/(Shortfall) of funding 0.0

    

17.
At the end of July there are three possible options for the use of the £5.1m saving/contingency balance. These are:
· Early Release Scheme – Ofsted has recently received approval for the scheme for release of up to 90 posts at an estimated cost of £3.9m. This scheme is not likely to be launched until more of the detailed work on the Spending Review has been completed. The launch of the scheme is therefore likely to be towards the end of the current calendar year at the earliest. There is no guarantee that the total number of posts will be released and the full cost incurred in this financial year. Therefore, this potential cost is a major variable in the strategic management of the forecast savings.
· IT and other investment – Directors are currently reviewing the IT projects that were submitted at the start of this financial year as part of the budget setting process. £1.1m of investment was deferred by EB when originally considered, and it is possible that these projects will be re-submitted in the future. In addition, as the detailed Spending Review work develops, further investment opportunities to deliver future savings may emerge.
· The Treasury announced in March 2011 a new Budget Exchange mechanism which is intended to provide departments with flexibility to manage unavoidable slippage (underspends) in expenditure. It will allow Ofsted to surrender up to 2% of net revenue expenditure in 2011-12 and to increase net revenue expenditure in 2012-13 by the same amount. 2% of Ofsted’s revenue budget is £3.5m. Our intentions on budget exchange will be binding and need to be communicated to the Treasury in November 2011, so a full analysis will be included as part of the Mid Year Review process, which will be brought to Executive Board for consideration on 26 October.
Darryl Nunn
Director Finance and Resources
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