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Finance Report

Summary

The paper sets out the finance report for the year ending 31 March 2011. 

The numbers contained in this Finance Report are provisional and will be audited by the National Audit Office in May 2011.
Recommendations

The Board is invited to note:


a.
the financial position for the year of £16.9m underspend against a net 

revenue budget of £200.0m

b.
the financial position for the year of £5.7m underspend following a 


revision of the net revenue budget to £188.8m from not drawing down 

all of the available funding in the Spring Supplementary
FINANCE REPORT FOR MARCH 2011
 EXECUTIVE SUMMARY

At the end of March 2011, Ofsted had underspent its revenue budget of £200.0m by £16.9m (8%).   The forecast position at the end of February was £16.8m.
Ofsted’s net revenue budget of £200.0m included available, but undrawn funding of £11.2m for additional inspection activities and £3.7m in Departmental Unallocated Provision (DUP).  Ofsted finalised the Spring Supplementary Estimate process in January and chose to draw down the DUP, whilst foregoing £11.2m of additional funding, giving a revised net revenue budget of £188.8m.  The underspend position against this revised budget is £5.7m.  The underspend of £5.7m was planned to allow headroom for end of year movements.
Ofsted has met its key financial targets set by HM Treasury of not exceeding the allocated net revenue budget, admin cost limit, capital budget and cash reserves.

The average number of vacancies for the financial year was 229.9 FTE from a total average establishment of 1,901.4 FTE, a 12.1% vacancy rate.  The net vacancy position, after taking into account temporary and contract staff was 101.8 FTE, a vacancy rate of 5.3%.
Key financial information 
1. Ofsted’s financial performance is summarised below:
	Summary financial position (£m)
	Year to date March 2011

(Month 12)
	Full year forecast at Month 11

	
	Actual
	Budget
	Variance
	Forecast
	Variance

	Gross Expenditure
	197.7
	214.6
	(16.9)
	197.7
	-

	Income
	(14.6)
	(14.6)
	-
	(14.5)
	(0.1)

	Net Revenue Expenditure
	183.1
	200.0
	(16.9)
	183.2
	(0.1)

	Capital Expenditure
	-
	-
	-
	-
	-

	Total
	183.1
	200.0
	(16.9)
	183.2
	(0.1)

	Available funding not drawn down in Spring Supplementary Estimate
	-
	(11.2)
	11.2
	-
	-

	Underspend against revised budget 
	183.1
	188.8
	(5.7)
	183.2
	(0.1)


2. Ofsted declared its funding position to the Treasury in January, as part of the Spring Supplementary Estimate process, advising them of our likely 2010-11 outturn.  Funding of £11.2m for inspection work was no longer required due to the overall underspend position and therefore Ofsted’s overall funding level and budget was revised down to £188.8m.  The revised budget provided sufficient contingency headroom to cater for end-year movements in expenditure patterns. 
Key Financial Targets

3. Financial targets that Ofsted has been set by the Treasury have been achieved by the year end.  These are

· Net Revenue Expenditure Limit (Budget) – Revised target of £188.8m and achieved £183.1m, an under spend of £5.7m.

· Administration Cost Limit (Classification of costs) – Target £27.3m and achieved £21.6m, an under spend of £5.7m

· Capital Expenditure Limit (Expenditure on Capital items) – No capital expenditure target or expenditure.

· Cash Limit (Gross cash requirement) – Available cash £196.4m and spent £179.5m.
Forecast Outturn – Movement since December 2010 
4. The high level forecast underspend at the end of December was £15.5m.  There was no movement in the forecast in January although there were two areas of risk identified.  The forecast underspend increased to £16.8m in February, in line with the risks identified, due to changes in accounting provisions and forecast expenditure on the Moving Forward budget.  

5. There has been a net movement of £0.1m in the underspend position at the end of March.  An updated position and explanations are set out in the table and bullet points below;
	Forecast Underspend 
	£m
	£m

	High Level Forecast (December)
	
	(15.5)

	Removal of Early Years Redundancy Cap Provision
	(1.5)
	

	Increase in Moving Forward forecast
	0.2
	(1.3)

	Reported Forecast (February)
	
	(16.8)

	Reinstatement of Early Years Redundancy Cap Provision
	2.0
	

	Reduction in Early Years baseline
	(1.5)
	

	Other Provisions and VAT
	(0.7)
	

	Reduction in Moving Forward expenditure
	(0.2)
	

	Movement in Directorate Forecasts
	0.4
	(0.1)

	Reported Actual (March)
	
	(16.9)


· Early Years Redundancy Cap Provision – One contractor assessed the maximum redundancy liability for Ofsted Early Years inspectors transferring to them under TUPE at £4.3m.  The actual numbers of staff transferring to the contractor was considerably less than anticipated and so the provision for the liability in Ofsted’s resource accounts for 2009-10 was reduced to £2.7m on a pro rata basis.  Legal advice is that, due to the successful legal challenge to the cessation of the old Civil Service Compensation Scheme, Ofsted may be liable for up to the full value although the recognition of the liability would be dependent upon the contractor providing confirmation that they were putting in place a redundancy programme by the end of the financial year.  In December the provision of £2.7m was increased by £1.5m.  Confirmation had not been received from the contractor by early March and the £1.5m provision was removed from the forecast in February.  Further discussions have been held with the contractor and confirmation has now been received that a redundancy programme is in place and therefore a liability exists.  Current assessment from the contractor is for a maximum redundancy liability of £4.7m, an increase of £0.4m on the original contractor estimate and £2.0m more than provided.  
· Revision to Early Years Contract Baseline – There are two aspects to this late adjustment which mostly offset the increase in the redundancy cap above
· Inspectors transferring under TUPE – the actual number of staff transferring to contractors was lower to that anticipated when contracts were awarded.  This was mainly as a result of the redundancy scheme that was in place for inspectors prior to contract commencement.  Agreement has been reached with both contractors on the adjusted baseline costs, to take account of revised inspector numbers, with the result being a reduction in costs of ££0.7m in the year.

· Pension Costs – As a result of the lower staff numbers contractors have reduced their contract price, by £0.8m, for the anticipated cost of the transfer of inspectors civil service pensions to private pension schemes. 
· Recoverable VAT and Other Provisions – 

· Recoverable VAT – recovered £0.6m VAT more than forecast mainly on IS project costs that were profiled to be spent in March but also as a result of a change in HMRC rules to allow the reclaim of accommodation service charges.
· Other Provisions -  a net movement of £0.1m on provisions for redundancy and early retirement costs, surplus estate and legal costs.   

· Moving Forward Project budget – EB approved an outline budget of £1.4m for 2010-11 and £2.0m for 2011-12.  It was anticipated that the budget between years may be subject to change as the project progressed due to the short timescale to refit new premises and supplier capacity.  It was anticipated in February that work would be brought forward from 2011-12 which led to an increase in forecast expenditure of £0.2m.  Within this work brought forward was the transfer of the document handling centre to the Nottingham office and WIFI installation in all offices.  The transfer of the document handling centre will now take place in 2011-12 along with the majority of the work of installing WIFI and therefore the actual expenditure on the project is £0.2m lower than forecast.
· Movement in Directorate Forecasts – net overspend of £0.4m across all Directorates and from a range of expenditure lines.     

Vacancy and FTE data

6.
At the end of March there were 243.0 vacancies from a total approved establishment of 1,681.7 FTE, a 14.4% vacancy rate.  Ofsted employed 92.3 FTE temporary and contract staff in excess of budget in the month, with the majority in the NBU, to cover some of the vacancies.  This left a net vacancy position of 150.7 FTE, an increase of 10.6 FTEs from February and a vacancy rate of 8.9%.
7.
The total average vacancy rate for the year excluding temporary and contracting staff was 12.1%, with 229.5 vacancies from an establishment of 1901.4 FTE.  When taking into account the average number of temporary and contract staff above, the budget, of 128.1 this vacancy rate drops to 5.3%.
8.
Further data by directorate and grade can be found at Appendix D.     

Budget variance by cost type

9.
This part of the report sets out the reasons for the under spend and a detailed income and expenditure analysis is attached as Appendix A.
Income variances 

10.
Total income was in line with the budget at the end of March and £0.1m higher than the February forecast.  Early years and social care income were in total £1.1m higher than budget offset by the under recovery of DWP income of £0.9m following the cessation of the DWP contract and £0.2m of other income. 

Expenditure variances 

11.
Expenditure budgets were £16.9m underspent at the end of March, or 8% against the budget of £214.6m.  This underspend was made up of £9.7m on staff resource, £7.8m on operational expenditure, £3.0m on contingency but was partly offset by a £3.6m in corporate costs.  The underspend is in line with the February forecast.
12.
Staff resource underspends are broken down as follows:
· Staff Salaries, other and Agency costs – 7% under spend of £7.1m on a budget of £100.2m and related to the number of vacancies over the year to date.  This is in line with the February forecast.
· Travel and subsistence – 26% underspend of £2.3m on a budget of £9.1m which is in line with the February forecast.
· Staff Training – 16% underspend of £0.3m on a budget of £1.9m and in line with the February forecast.  
13.
Operational expenditure was £7.8m underspent against the total budget of £100.1m which resulted from a range of underspends across all account lines, except ISP, and related mainly to current spending restrictions and the number of vacant posts.   All operational expenditure is in line with the February forecast with the exception of ISP costs, professional services and telephones and IT costs.  The movement in professional services and telephones and IT costs are as a result of recovering more VAT than forecast as mentioned in the third bullet point of paragraph 7 above. 

14.
ISP costs are overspent against the budget by £0.6m and this is made up of 
· Increase in cost for the payment of £2.1m of set up and transition costs to contractors on the Education Learning & Skills contract.
· Increase in costs for the provision of £1.4m of set up and transition costs to contractors on the Early Years contract.  
· Decrease in cost due to the revision to the Early Years contract baseline for lower transferring staff of £1.5m.  This was not included in the February forecast.   
· Contract expenditure on the ISP contracts was £1.4m underspent.  This underspend resulted from lower volumes than budgeted on the Education Learning & Skills contract which amounts to £0.5m, and the release of £0.9m of contingency held on the Early Years (EY) contracts pending finalisation of volumes and the TUPE arrangement.  The actual underspend is £0.4m lower than the position reported in February due to higher inspection volumes on the ELS contract.  
15.
Expenditure for Corporate Costs increased to £3.9m made up of the following expenditure.  
· Early Retirement Costs £1.4m-  The provision and cost for early retirement is £2.0m and captures both the future preserved tax free payments due to individuals on reaching the age of 60 and the increase in future annual compensation payments due to individuals as a result of their reaching 55 years of age.  This cost is partly offset by a re-calculation of pension costs, where a recent change in the method of indexing of pension benefits has resulted in a write back of costs totalling £0.6m
· Redundancy Costs £2.4m- Includes £0.4m redundancy cost for those staff that have left or leaving under the Early Release scheme plus the increase in the redundancy cap of £2.0m for the early years contract.  
· Property £1.0m – Provision has been made for the anticipated dilapidations of our estate, including surplus estate.
· Other provisions £0.1m – Provision for bad debts, reduction in legal expenses provision and audit notional fee
· Untaken Annual Leave (£0.8m) credit -  Under IFRS Ofsted calculates each financial year an estimate of the untaken annual leave by all staff at the 31st of March.  Recent calculations estimate a write back of £0.8m in 2010-11 which results from the fall in staff numbers by approximately 30% since April 2010.       
Budget variances by Directorate 

16.
All Directorates have underspent their total budget.  After stripping out the significant ISP contractual movements in forecast referred to in paragraph 7 the net movement in Directorate budgets from February is £0.4m.  This movement is across all Directorates and across a range of expenditure items.
17.
The actual Directorate and project position for March is summarised in Appendix B.
Statement of Financial Position - Balance Sheet

18.
Ofsted’s balance sheet is shown at a summary level in Appendix C.

19.
Explanations for the most significant balance sheet movements between February and March are noted below.

Current Receivables
20.
Total current receivables have increased by £2.6m in the period. This is primarily due to a £1.6m increase in prepayments relating to annual rates and quarterly rental payments for various premises. The balance on the VAT account has also increased by £828k due to a number of high value standard rated invoices being paid in March. Trade receivables increased by £303k in March due to invoices raised for Children's Social Care.
Cash at Bank and in Hand 

21.
The cash balance decreased by £2.3m to £470k.  Cash flow was actively managed throughout the month to ensure the cash balance kept to a minimum.
Payables – amounts falling due within 1 year

22.
Payables decreased by £3.0m in the March due to chasing of authorised supplier invoices and paying them in the month which reduced supplier balances, cash balances and reduced accruals. 
Provision for liability and Charges

23.
The overall £879k increase in the level of provisions relates to a £2.0m increase for the Early Years redundancy cap partly off-set by anticipated utilisation of the vacant property (£638k) and early retirement (£376k) provisions respectively.
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APPENDIX A

BUDGET BY COST TYPE

FOR THE YEAR ENDED 31 MARCH 2011

February

Actual Budget Variance % Actual Budget Variance % Forecast %

£000 £000 £000 £000 £000 £000 £000 £000 £000

#REF! #REF! #REF! #REF! FO FYB

INCOME

(539) (417) (122) 29% Early Years Fees (6,161) (5,312) (849) 16% (6,078) (5,312) (766) 14%

(410) (342) (69) 20% Social Care Fees (5,886) (5,636) (250) 4% (5,824) (5,636) (188) 3%

(3) (243) 239 (99%) Other (2,522) (3,680) 1,157 (31%) (2,578) (3,680) 1,101 (30%)

(953) (1,001) 48 (5%) TOTAL INCOME (14,570) (14,628) 58 (0%) (14,480) (14,628) 148 (1%)

STAFF RESOURCES

6,762 9,280 (2,518) (27%) Staff Salaries and Agency Costs 91,317 98,188 (6,871) (7%) 91,327 98,188 (6,861) (7%)

248 157 91 58% Other Staff Costs 1,808 2,016 (207) (10%) 1,740 2,016 (276) (14%)

636 790 (154) (20%) Staff T&S 6,802 9,153 (2,350) (26%) 6,755 9,153 (2,398) (26%)

157 284 (127) (45%) Staff Training 1,610 1,919 (309) (16%) 1,658 1,919 (261) (14%)

7,803 10,510 (2,708) (26%) TOTAL STAFF RESOURCES 101,537 111,275 (9,738) (9%) 101,479 111,275 (9,795) (9%)

OPERATIONAL EXPENDITURE

316 1,849 (1,533) (83%) Office Equipment & Supplies 2,588 3,850 (1,262) (33%) 2,592 3,850 (1,258) (33%)

975 700 275 39% Telephones & IT 3,105 3,294 (189) (6%) 3,434 3,294 140 4%

56 288 (232) (81%) Conferences & Meetings 888 2,891 (2,002) (69%) 957 2,891 (1,934) (67%)

8,112 7,802 309 4% ISPS/AI 60,344 59,724 620 1% 61,258 59,724 1,534 3%

1,686 2,477 (791) (32%) Professional Assistance 0 14,256 16,151 (1,895) (12%) 14,805 16,151 (1,346) (8%)

258 359 (102) (28%) Other Operational Expenditure   1,881 2,961 (1,080) (36%) 1,877 2,961 (1,085) (37%)

588 613 (25) (4%) Accommodation Costs 7,216 7,305 (89) (1%) 7,262 7,305 (44) (1%)

51 325 (274) (84%) Depreciation and Cost of Capital 2,016 3,899 (1,883) (48%) 2,016 3,899 (1,883) (48%)

12,040 14,413 (2,373) (16%) TOTAL OPERATIONAL EXPENDITURE 92,295 100,075 (7,780) (8%) 94,200 100,075 (5,875) (6%)

CORPORATE COSTS

2,046 19 - 0% Corporate Costs 3,861 233 3,628 1,980 233 1,747 751%

2,046 19 2,027 10447% TOTAL CORPORATE COSTS 3,861 233 3,628 1,980 233 1,747 751%

- 3,059 (3,059) (100%) Uncommited contingency reserve 0 - 3,059 - 3,059 (3,059) (100%)

- 3,059 (3,059) (100%) TOTAL CONTINGENCY - 3,059 (3,059) (100%) - 3,059 (3,059) (100%)

21,889 28,002 (6,113) (22%) TOTAL EXPENDITURE 197,692 214,642 (16,949) (8%) 197,660 214,642 (16,982) (8%)

20,936 27,001 (6,065) (22%) NET REVENUE EXPENDITURE 183,122 200,014 (16,891) (8%) 183,179 200,014 (16,835) (8%)

CAPITAL

- - - 0% All Capital - - - - - - 0%

- - - 0% TOTAL CAPITAL - - - - - - 0%

20,936 27,001 (6,065) (22%) OFSTED TOTAL 183,122 200,014 (16,891) (8%) 183,179 200,014 (16,835) (8%)

MONTH Annual 

Budget

Budget 

Var.

YEAR TO DATE

Account Type
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APPENDIX B

BUDGET BY DIRECTORATE

FOR THE YEAR ENDED 31 MARCH 2011

MTH Actual

MTH 

Budget

MTH 

Variance 

% 

Variance  Actual YTD Budget

YTD 

Variance 

% 

Variance 

February 

Forecast 

Outturn

Annual 

Budget

Forecast 

Variance

% 

Variance

PA10 PB10 YA10 YB10 FO FYB

13,456 13,999 (544) (4%)

DELIVERY DIRECTORATE TOTAL

127,491 134,911 (7,419) (5%) 128,814 134,911 (6,096) (5%)

827 915 (88) (10%)

DEVELOPMENT DIRECTORATE TOTAL

9,501 11,028 (1,527) (14%) 9,534 11,028 (1,494) (14%)

982 1,100 (119) (11%)

STRATEGY DIRECTORATE TOTAL

8,205 9,565 (1,361) (14%) 8,181 9,565 (1,384) (14%)

2,929 4,645 (1,716) (37%)

FINANCE & RESOURCE

28,492 30,110 (1,618) (5%) 28,352 30,110 (1,758) (6%)

   

1,197 1,130 67 6%

CORPORATE FINANCE TRANSACTION

3,150 2,621 529 20% 1,819 2,621 (802) (31%)

   

- 3,059 (3,059) (100%)

CONTINGENCY TOTAL

- 3,059 (3,059) (100%) - 3,059 (3,059) (100%)

   

1,055 1,248 (193) (15%)

MOVING FORWARD

1,364 1,399 (34) (2%) 1,636 1,399 238 17%

491 905 (414) (46%)

ORG DEVELOPMENT

4,920 7,322 (2,402) (33%) 4,843 7,322 (2,479) (34%)

20,937 27,001 (6,064) (22%)

TOTAL REVENUE

183,122 200,014 (16,891) (8%) 183,179 200,014 (16,835) (8%)

- - 0% CAPITAL - - 0% - - 0%

20,937 27,001 (6,064) (22%)

OFSTED TOTAL

183,122 200,014 (16,891) (8%) 183,179 200,014 (16,835) (8%)

Directorate
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ANNEX C

Statement of Financial Position as at 31 March 2011

Actual Actual   Actual

Movement

in month

£'000 £'000 £'000

Non-Current Assets

Tangible and Intangible Non-Current Assets  2,019  2,032 (13)

Receivables falling due after more than one year  594  725 (131)

Current Receivables

Trade receivables  1,831  1,528  303

Bad debt provision (181) (200)  19

VAT  934  106  828

Deposits and advances  359  349  10

Other receivables  4  2  2

Prepayments   2,507  947  1,560

Accrued Income -  80 (80)

Total Current Receivables  5,454  2,812  2,642

Cash at bank and in hand  470  2,801 (2,331)

 5,924  5,613  311

Payables: amounts falling due within one year (21,077) (24,091) (3,014)

Net current liabilities (15,153) (18,478) (3,325)

Total assets less current liabilities (12,540) (15,721) (3,181)

Payables falling due after more than one year - - -

Provisions for liabilities and charges (19,654) (18,775)  879

Net assets before net(retirement benefit schemes liabilities) (32,194) (34,496) (2,302)

Net retirement benefit schemes liability

Retirement benefit schemes asset (195) (195) -

Retirement benefit schemes liability (784) (784) -

(979) (979) -

Net liabilities (33,173) (35,475) (2,302)

Financed by:

Taxpayers' Equity

General fund  31,569  33,874 (2,305)

Pension reserve  1,604  1,604 -

 33,173  35,478 (2,305)

31 March 

2011

28 February 

2011


OFSTED












APPENDIX D
VACANCY AND STAFFING DATA

Vacancies by Directorate and Grade

1.
The vacancy position by directorate and grade at March including averages over the full year is set out below;
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FTE by Activity

Mth 

Budget

Mth 

Actual

Mth 

Variance

YTD Avg 

Budget

YTD Avg 

Actual

YTD Avg 

Variance

Delivery 1,209.7 1,024.6 (185.1) 1,444.1 1,266.0 (178.1)

Finance & Resources 176.5 150.9 (25.6) 173.8 150.7 (23.1)

Strategy 159.4 135.0 (24.3) 122.0 102.8 (19.1)

Development 95.0 91.8 (3.2) 116.5 113.0 (3.4)

Comms & OPD 41.2 36.4 (4.9) 45.0 39.0 (5.9)

TOTAL 1,681.7 1,438.7 (243.0) 1,901.4 1,671.6 (229.5)

FTE by Grade

Mth 

Budget

Mth 

Actual

Mth 

Variance

YTD Avg 

Budget

YTD Avg 

Actual

YTD Avg 

Variance

SCS 36.5 33.9 (2.6) 37.6 35.2 (2.4)

MI 37.9 33.7 (4.2) 37.9 34.8 (3.0)

PO 45.7 45.6 (0.1) 47.3 44.8 (2.5)

HMI 419.9 354.5 (65.4) 418.3 369.7 (48.6)

A 68.1 71.3 3.2 69.7 67.4 (2.3)

B1 Insp 225.5 199.5 (26.0) 225.5 191.4 (34.1)

B1 148.3 139.7 (8.6) 173.2 160.7 (12.5)

B2 167.8 142.0 (25.8) 332.3 309.2 (23.1)

B3 187.0 168.4 (18.6) 190.3 176.0 (14.3)

C1 345.1 250.2 (94.9) 369.4 282.4 (87.0)

Total 1,681.7 1,438.7 (243.0) 1,901.4 1,671.6 (229.9)

Mth 

Budget

Mth 

Actual

Mth 

Variance

YTD Avg 

Budget

YTD Avg 

Actual

YTD Avg 

Variance

CON 0.0 10.0 10.0 0.0 12.2 12.2

CONTRACTED - NBU 11.0 81.3 70.3 11.0 98.0 87.0

TEMP 0.0 12.0 12.0 0.0 28.9 28.9

TOTAL 11.0 103.3 92.3 11.0 139.1 128.1

Key:

(Overstaffed)

Understaffed

Temporary Staff and Contractors
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