Ofsted Board 2012

ITEM 10
Finance report

Submission to the Ofsted Board

6 March 2012

Lead: Darryl Nunn, Director, Finance and Resources

Finance Report
	
Summary
This paper summarises Ofsted’s financial position at the end of January 2012 and its forecast for the remainder of the financial year.  At the end of January, Ofsted had spent £133.8m against a profiled budget of £144.5m.    Savings of £6.4m are forecast for the year, excluding depreciation, on a revised budget of £171.2m.



	
Recommendation
Board members are invited to note the end of January 2012 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 144.0 154.7 10.7 178.0 189.4 11.4

Income (11.0) (11.6) (0.6) (13.3) (13.4) (0.2)

Net Revenue 

Expenditure

133.0 143.1 10.1 164.8 176.0 11.2

Budget Exchange   -     -     -     -   (4.8) (4.8)

Revised Net Revenue 

Expenditure

133.0 143.1 10.1 164.8 171.2 6.4

Depreciation 0.8 1.4 0.7 0.8 1.8 1.0

Total 133.8 144.5 10.8 165.5 173.0 7.4

Summary financial 

position (£m)

Year to date Jan 2012 

Full Year 

(Month 10)


Key Points

2.
After ten months of the financial year Ofsted has spent £133.8m of its £144.5m profiled budget.  
3.
The original net revenue budget of £176.0m was reduced by £3.5m in October following Executive Board’s approval to the use of Budget Exchange.  This budget was further reduced in December by a £1.0m transfer to Annually Managed Expenditure (AME) to cover an anticipated increase in provisions and £0.3m to capital expenditure to cover the costs of extending the life of the RSA system.  The transfer of £1.0m was approved by HMCI in December and was required to ensure that the key financial target for AME was not exceeded.  The adjustments to the budget from the original £176.0m budget are set out below 
[image: image2.emf]£m £m

Original Net Revenue budget 176.0

Less

Budget Exchange (3.5)

Transfer to AME for provisions (1.0)

Transfer to capital (0.3) (4.8)

Revised Net Revenue budget 171.2

Add 

Depreciation 1.8

Total Budget 173.0


4.
Forecast net savings after the impact of budget exchange and transfers are £7.4m, with £6.4m arising from revenue expenditure and £1.0m from depreciation.  Forecast gross savings before the impact of Budget Exchange and transfers, so adding back the £4.8m transfer of budget to 2012-13, is £12.2m with £11.2m in revenue and £1.0m in depreciation.  Of the £11.2m, £4.9m are one-off items that were not planned when setting the 2011-12 budget and £6.3m are operating savings. 

5.
Gross savings of £11.2m have been generated from success in delivering early Spending Review savings.  Of the £11.2m revenue savings, £4.8m has been re-invested in support of future year’s activity, resulting in a net revenue saving of £6.4m.  This represents a 3.6% saving when compared to the original net revenue budget, which can be considered a prudent financial outturn position.  
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176.0

Gross Savings

11.2

Reinvested in future years

Budget Exchange

(3.5)

Transfer to AME for provisions

(1.0)

Transfer to capital

(0.3)

(4.8)

Net Savings

6.4

Net Revenue Budget %

3.6%


6.
The forecast at January has increased by £1.3m from the savings position reported in December.  The main reasons for the movement in revenue expenditure are set out in the following bullet points with a more detailed analysis found at paragraphs 16 to 17
·  £1.0m saving from reduced ELS ISP contract costs relating to safeguarding.  Agreement has very recently been reached with contractors to cease the half day safeguarding of inspections from January 2012.  Contractors’ price safeguarding as a full day to allow for inspector travel and therefore the actual saving is significant.
· £0.2m saving from reduced early exit costs from the £0.8m forecast in December to £0.6m in January.  The early exit scheme is to be launched in February with staff indicating their intention to leave by the end of March and final decisions on release to be confirmed in June.  In order to provide for exit costs in 2011-12 there needs to be a firm commitment between the staff member and Ofsted by 31 March.  The current forecast of £0.6m may be subject to change as the information becomes available.   
· £0.2m net cost from financial provisions. £0.3m for early retirement where the actual costs of retirement are less than expected and is directly related to the later than expected launch of the early exit scheme; £0.1m for surplus estate where the provision is no longer required; £0.2m relating to minor movements on other costs and a business rates refund.  These savings are offset by a £0.8m provision for surplus estate onerous commitment.
· £0.2m savings increase in VAT recoverable following review of the success in an appeal with HMRC over VAT claims on Conferences, Managed Services and Accommodation Service Charge.       
7.
Total project expenditure at the end of January was £4.8m, a timing difference of £0.2m against the profiled budget of £5.0m.  At the end of January project managers were forecasting, in total, a saving of £0.3m against the total £6.3m budget, with £0.2m in IT and £0.1m in Moving Forward Projects.  The forecast saving for IT Projects has decreased by £0.1m from the position reported in December.  Just under a third of the IT projects budget is still to be spent in the final two months of the financial year and there is a risk that savings will increase further by the year end.  
8.
The contingency budget at January was £1.2m.  The forecast no longer assumes that the full contingency budget will be spent in the year and at January there were no known calls.  The revised forecast position results in a saving £1.2m.     
9.
The permanent vacancy rate has increased to 9.8% (151.8 FTE) in January from 9.5% (147.2 FTE) in December against the total establishment of 1,548.7 FTE.  Temporary and contract vacancies increased by 4.0 FTE in January to 17.5 FTE.  
Key Financial Targets

10.
Financial targets that Ofsted has been set by the Treasury are all forecast to be on track and achievable by the year end.  These are

· Net Revenue Departmental Expenditure Limit (DEL Budget) – Revised target of £171.2m and forecast £164.8m, a saving of £6.4m.  
· Annually Managed Expenditure (AME) – Revised target of (£6.1m) and forecast (£7.2m).   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 (£6.1m). So, an excess vote for a smaller negative outturn.
· Administration Cost Limit (Classification of costs) – Revised target £22.8m and forecast £16.9m, a saving of £5.9m

· Depreciation Limit (ring fenced) – Target of £4.2m and forecast expenditure at £0.8m, a saving of £3.4m

· Capital Expenditure Limit (Expenditure on Capital items) – Target of £0.3m and forecast expenditure of £0.3m in the balance sheet.

· Cash Limit (Gross cash requirement) – Revised cash availability £171.4m and forecast to spend £170.9m.  Ofsted's net cash availability set by Treasury at the start of the financial year was £175.9m.  This was revised down to £171.4 following the agreement to transfer £3.5m of revenue budget from 2011-12 to 2012-13 under budget exchange and the subsequent transfer of £1.0m to AME for provisions.  
Forecast cash outlay by 31 March 2012 is currently forecast to be £170.9m.    Exceeding the limit would lead to an excess vote and qualification of the accounts.  Cash outlay against the limit is being monitored on a fortnightly basis and corrective action to prevent exceeding the limit will be taken if necessary.
Risks

11.
As we run to the end of the year the assumptions that underpin the forecast outturn may be subject to change, especially as plans for efficiencies and cost reductions as part of the Spending Review reductions become more robust.  Any change may lead to a material adjustment to the reported forecast figure.  As an example the removal of the cost of safeguarding from 1 January 2012 from Inspection contracts has now been agreed and has led to material change to the forecast. 
12.
Payment for the non-consolidated pay award and PRP are suspended from 1st October 2011 pending agreement of the 2011-12 pay remit with the DfE.  Forecast expenditure includes £0.3m for the payment of the non consolidated pay award and an accrual for £0.7m for the payment of PRP in 2012-13.  It is anticipated that the pay award will be backdated and paid by the year end and the accrual/payment of PRP will be re-instated.   Failure to agree the pay remit may result in additional savings of £1.0m by the year end.
13.
Ofsted have an approved early release scheme with the Cabinet Office for up to 90 posts, capped ay £3.9m for the period to 31 July 2012.  A total of £0.6m 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.   

14.
With just under a third of the IT projects budget, totalling £1.2m, still to be spent or committed at January there is a risk that the entire budget will not be fully spent by the year end. 
15.
Independent schools income is budgeted at approximately £0.4m.  Changes in legislation for Independent Schools means that schools that are deemed either good or outstanding will no longer have light touch inspections in the middle of their six year inspection cycle.  This change in legislation impacts upon the invoicing arrangements and income assumptions.  The invoicing for independent schools has not yet been progressed due to the uncertainty over the invoicing policy.  Although the anticipated impact of this change has been forecast there is a risk that further adjustment to the forecast may be required when the policy is clear.
Movement in the Forecast saving in January
16.
Forecast savings increased by £1.3m in January.  The forecast movement plus explanations is set out in the table below.  
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17.
The movement by Directorate is set out in the table below
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Analysis of Forecast Saving

18.
Forecast savings after the impact of budget exchange and transfers are £7.4m with £6.4m arising from revenue expenditure and £1.0m from depreciation.  Forecast savings before the impact of Budget Exchange and transfers, so adding back the £4.8m transfer of budget to 2012-13, is £12.2m with £11.2m in revenue and £1.0m in depreciation.  Of the £11.2m, £4.2m are one off items that were not planned when setting the 2011-12 budget and £7.1m are operating savings. 
19.
The £4.2m one off items consist of £6.4m savings and £2.2m additional costs as follows
· £2.5m savings from the early years inspection contract made up of £1.7m gain share and £0.8m from a revision to the contract baseline following agreement of TUPE undertakings.
· £1.0m savings from the reduction in the ELS ISP contract for safeguarding.
· £0.6m savings from surrendering the third floor at Cumberland Place and the sixth floor at Aviation House.
· £1.4m savings from the review and update of accounting provisions relating to staff and property costs.
· £0.9m savings from over budgeted costs for pay remit expenditure relating to PRP and IRS vouchers.
· £2.2m costs from the recognition of the set up costs on the new ICT contract in this financial year rather than spread over the contract life.  The accounting treatment is in line with similar contracts.  This will provide an equivalent saving in future years.

20.
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 £7.1m operating savings, the majority, £6.2m 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 £1.2m, unused contingency £1.2m and VAT recoverable of £0.4m.  The gross operational savings of £9.0m are partly offset by £1.7m of additional costs and £0.2m under recovery of income 
· £0.7m cost on the ELS inspection contract, arising from the reduction of too many outstanding primary school inspections when setting the budget following the agreement to exempt outstanding provision. 

· £1.0m 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 2011-12.
· £0.2m of under-recovered income due to inspections for social care element of boarding schools transferring to ISI in September and a revised approach to light touch inspections for independent schools that are deemed to either good or outstanding.  This reduction in income is partly offset by increased fees from early years providers.
21.
An analysis of the one off and operating savings is set out in the following table;
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Darryl Nunn

Director Finance and Resources
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