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AIM AND PURPOSE

To update the Board on CAFCASS'’s latest financial position, including
details of the expenditure and balance sheet to July 06, the results of the
Quarter 1 forecasts submitted by budget holders and further action being
taken to balance the budget.

ACTION FOR THE BOARD

To note the latest financial position and the results of the Quarter 1
forecasting exercise.

OVERVIEW

In 2006107 CAFCASS has a baseline resource budget of £101.025m
(£100.8m grant in aid from DfES plus CAFCASS income of £0.225m). In
addition DfES have allocated CAFCASS one off funding of £4.7m to
support IT improvements and the Change Programme in 2006107

Based on 05106 expenditure levels, all other things being equal CAFCASS
was facing budget pressures of between £3.5m and £4.5m in 2006107.

Based on the Quarter 1 forecasts submitted by budget holders CAFCASS
is forecasting an overspend of £0.785m. Further risks of £0.7m have been
identified giving a worst case position of a £1.5m overspend. CAFCASS
are working closely with all budget holders to bring spend in line with the
budget and deliver a balanced budget in 2006107.
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At this stage a breakeven is being forecast against the one off £4.7m
change budget.

There have been no significant movements in the balance sheet from May
06 to July 06.

The cash draw down and spend to date is in line with projections provided
to DfES. In July CAFCASS submitted a revised cash profile to DfES
including the additional one off funding. This revised budget continued to
identify a cash shortfall. No formal response has been received by DfES in
relation to this revised budget. We continue to monitor this on a monthly
basis.

THE MANAGEMENT ACCOUNTS

Table 1 provides details of budget, actual expenditure and forecast
expenditure by expense category. Table 2 provides details of budget,
actual expenditure and forecast expenditure by budget holder
(Region/Department).

The tables show expenditure in July of £8.2m against a budget of £8.3m,
an underspend in the month of 1%. The cumulative expenditure to date is
£33.2m against a budget of £33.3m, an under spend of £0.1m (0.4%)
against budget.

Historically, due to budget profiling issues and less than 100% accruals
coverage the "to date” financial position has been understated.

During August, all budget holders undertook a re-profile exercise to
reprofile their budgets to more accurately reflect resource usage and
expenditure patterns. The results of this exercise are reflected in the July
position reported.

The re-profile exercise has improved the quality of the "to date" position,
resulting in more accurate budget profiles. The "to date" position has been
brought closer in line with the Quarter 1 forecast. There is still further work
to do in some budget areas on profiling and accruals, this will be followed
up through the routine quarterly performance reporting and financial self-
evaluations.

QUARTER 1 FORECASTS

Based on the forecasts submitted by budget holders, CAFCASS is
forecasting an overspend of £0.785m (0.8%) against a budget of
£101.025m.

The regions are forecasting a net overspend of £1.25m offset by an
unallocated £0.5m central contingency budget. Six regions are forecasting
a significant overspend (i.e. >1% of their allocated budget) and four
regions forecasting an underspend or a small overspend. The largest
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forecast overspend in monetary terms is North West at £374k (2.75%) and
South East in % terms at 3.46% (£198k).

Whilst a number of regions are forecasting overspends, many of them are
containing spend at levels below the 05106 outturn. In terms of
expenditure areas, the £0.785m overspend results from a £1.5m
overspendin the following areas:

£0.9m net overspend on workforce costs
£0.2m overspend on running costs
£0.17m overspend on accommodation
£0.2m shortfall on income

The overspend is offset by a £0.7m contingency reserve.

The largest area of budget pressure is Self Employed Contractors
showing a £1. Im (13%) overspend. The underspend on staff costs relates
to vacancies and is offset by the spend on temporary staff (largely
administrative posts) and SEC’s.

As part of the 2006107 budget setting we assumed receipt of £200k from
VAT refunds relating to SEC's. In general, SEC’s have been reluctant to
pursue this due to the work involved and the conflicting advice received
from Inland Revenue. To date the income from this has been minimal. A
worst-case position has been assumed. This will be kept under review and
CAFCASS will continue to look at ways to maximise income in relation to
this area.

Finance has reviewed all the forecasts produced. Based on the forecasts,
explanatory notes and spend to date, overall the forecasts appear robust.
In general Regions have produced forecasts on a best-case basis,
flagging (and in some cases, quantifying) the risks both financially and in
terms of service delivery. Based on this we estimate additional risks of
approximately £0.7m, resulting in a forecast overspend of between £0.7m
and £1.5m. CAFCASS continues to work with all budget holders to bring
spend in line with Budgets to eliminate the overspend reported.

There are a significant number of risks associated with the forecasts, the
main areas are outlined below:

e SEC's

Significant progress has been, contract management has been
improved and strengthened. By and large Regions have reduced
allocations to the SEC’s to a level that is affordable within their existing
budget. The level of allocations, however, is only affordable if SEC's
work the average workload hours. Under the current hourly rate
contact there is no guarantee that this will happen. If SEC's continue to
work their previous level of hours regardless of the reduced
allocations, CAFCASS will not achieve the savings required to live
within budget.
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e Demand
The reduced level of referrals to SEC’s and reduced bank/overtime
usage can only be maintained if activity remain at current levels/or
reduce. Significantincreases in activity levels locally will directly impact
on costs and /or service delivery. There is a constant balancing act
between financial and service delivery considerations.

e Interrelationship between one off and base line spending
A breakeven has been assumed with respect to the one off funding.
There are a number of risks in relation to this and uncertainty
regarding any year-end flexibility as outlined below.

e Pay Negotiations
The Trade Union pay claim for 2006107 is significantly higher than the
treasury remit guidance and the budget available. Negotiations are at a
very early stage. The forecast assumes that the pay settlement is
containable within the budget available.

e Timescales
Whilst the forecasts are consistent with spend to date, they are based
on three months spend and activity only. We are still at a very early
stage in the financial year and the impact of the Change Programme is
just beginning to be realised.

Every effort will be made to bring spend in line with budget. The Budget
Task Force will continue to work with colleagues in areas such as
procurement to identify additional areas of savings. Corporate Directors
will be working with all Regions to look at ways in which spend can be
further reduced whilst maintaining service delivery levels.

Where Regions are forecasting an overspend, Corporate Directors will
work with the Regional Director to develop a recovery plan. Where spend
cannot be contained within allocated budgets without unacceptable
reductions in service delivery, Regions will be required to submit a
business case for additional funding to the Budget Task Force/CDG. Bids
for additional budget can be made against the contingency budget, or the
change budget, whichever is most appropriate. Budget allocations from
the recurring budgets will be capped at £0.5m i.e. £0.7m contingency less
£0.2m SEC VAT shortfall.

ONE-OFF FUNDING

The one off money from DfES relates to eight broad funding streams.
DfES have advised that CAFCASS have flexibility within this total sum, as
long as the capital/revenue split is maintained and the broad aims and
objectives are met. Any significant changes to the programmes will be
discussed with DfES in advance of commitments being made.
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Andrew Guymer assumed the post of National Change Manager in early
July. Whilst work is still ongoing to finalise some budget areas, the
majority of the one-off funding has been allocated and committed.

In June CAFCASS asked DfES for clarification with regard to any yearend
flexibilities. DfES have advised that this is not straightforward and there
are no guarantees that slippage can be carried forward.

The main areas of risk relate to the ICT budgets. The ICT project is a
significant capital investment that is subject to the gateway review
process. This process may affect the timing of the project and as this is a
sequential project, any small delay could have a significant knock on
effect. Similarly the ICT project includes a number of pilots; the outcome of
these will determine the exact nature, value and timing of spend.

THE BALANCE SHEET

There have been no fixed asset additions to date. The reduction in fixed
assets from £4.742m in May to £4.429m in July is due to accumulated
depreciation and cost of capital charges to date.

The increase in current assets from £1.400m in May to £2.279m in July is
due to the month end bank balance and a small increase in the level of
prepayments (largely accommodation related).

The newly introduced debt recovery process is working well. To July 40%
of the cases referred (27% in value) have been recovered. Revised
procedures are in place for salary overpayments. This has resulted in
significant improvements in the identification and resolution of
overpayments.

Creditors increased from £5.681m in May to £6.659m in July. This is
primarily the result of increased accruals coverage by budget holders as
monthly accruals procedures are now becoming embedded. Within the
total accruals just under £1.5m relates to 05/06 accruals. These are
primarily accommodation related costs.

Provisions are reviewed on a monthly basis. There was a small reduction

in July. The reduction related to provisions being released against costs
incurred and the release of 2 provisions, which are no longer required.

CASH

Table 4 summarises the CAFCASS cash budget, actual drawn down and
actual spend for 06/07.
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The revised cash/grant in aid allocation for 06/07 is £104.6m. This is made
up of £99.4m base cash allocation, plus one off funding and cash of
£4.69m and £0.5m funding in relation to commissioning for contact
activity.

The contact funding relates to the implementation of the “Children &
Adoption Act 2006". Due to delayed implementation this funding may now
be withdrawn. Further clarification is required from DfES.

In July CAFCASS submitted a revised cash profile to DfES including the
one off funding. The revised cash budget is £106.7m, a shortfall of £2.1m
against cash allocation. The shortfall represents the savings target in
06/07, in cash terms. Exactly how this will be achieved and the timing is
dependent on a number of factors including the progress of the Budget
Task Force, SEC negotiations, timing of the change program etc. The
budget submitted represented the most realistic estimate of cash spend in
06/07 at the time.

The one off spend is particularly difficult to predict with. We continue to
review the overall 06/07 cash requirement as part of the monthly draw
down process.

The actual draw down to August is in line with the revised budget
submitted.

COMPLIANCE - BUGETARY DELEGATION PURCHASE
ORDERS/PAYMENT PERFORMANCE

All primary and secondary delegation letters have been signed and
returned to NO for all National Office and Regional budgets.

PO compliance in July rose to 66% (in invoice numbers and 60% in terms
of invoice value). Within this overall figure a number of Regions are
achieving significantly higher coverage. This continues to be monitored on
a monthly basis.

In line with all Government departments, CAFCASS must pay bills in a
timely manner. In 05/06, CAFCASS achieved performance of 81.5%
against the 100% target. This area has been targeted for improvement in
06/07. Monthly statistics are issued to budget holders, which can be drilled
down to look at a team or supplier level. In July performance increased to
85%, the year to date figure stands at 82.1%. We continue to work on this
and are confident that further improvements can be made in the year to
move towards 90-95%, which would be in line with other government
departments.

Sharon Reed
Head of Strategic Finance & Audit
30" August 2006
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TABLE 1: BUDGET AND EXPENDITUREBY EXPENSE TYPE (July 06)

Current Month (July 06) To Date (APR TO JUL 06) Quarter 1 Forecasts
Budgetin | Expenditure | Variance In % Cumulative Cumulative | Variance to % 06/07 Q1

Budget Type Month in Month Month Variance Budget Expenditure date Variance 06/07 Budget| Forecast Variance £ | Variance % 05/06 Outturn
Staff 5677 5,554 123 2% 22,707 22,128 579 3% 68,131 67,148 983 1% 64,118
Temporary Staff 3 90 (87) 0% 3 324 (321) 0% 48 646 (598) (1236)% 1,436
Self Employed Contractors 702 916 (214) (30)% 2,808 3,402 (594) (21)% 8,424 9,673 (1,250) (15)% 11,736
TOTAL WORKFORCE 6,382 6,560 (178) (3)% 25,518 25,854 (336) (1% 76,603 77,468 (865) 1% 77,290
Running Costs 1,130 1,060 69 6% 4,399 4,353 47 1% 14,528 15,147 (619) (4)% 14,608
Accommodation 525 478 46 9% 2,265 2,087 178 8% 6,396 6,195 200 3% 6,411
Contingency Reserve 61 0 61 100% 245 0 245 100% 734 0 734 100% (13)
Partnerships 72 44 28 38% 319 289 30 9% 1,090 1,076 14 1% 960
Capital 0 (89) 89 0% 0 11 (11) 0% 0 53 (53) 0% 760
Income (19) (0) (19) 100% (76) (42) (34) 45% (226) (29) (197) 87% (419)
Depreciation/Cost of Capital/Diminution 158 158 0 0% 633 633 0 0% 1,900 1,900 0 0% 1,584
TOTAL NON STAFF COSTS 1,927 1,652 275 14% 7,786 7,331 455 6% 24,422 24,342 80 0% 23,890
[TOTAL cOSTS ] [ 8,309] 8,212] 97] 1%] | 33,304] 33,185] 119] 0.4%] [ 101,025] 101,810] (785)] (1)%] [ 101,180]
Notes:

All figures shown in E000's

A figurein bracketsis a negative figure and indicates an overspend
Accommodation includes rent, rates, service charge etc

Contingency Reserve is a centrally held "general” contingency which over time will be allocated to other budget areas in line with budget pressures/priorities.



TABLE 2 BUDGET AND EXPENDITURE BY BUDGETHOLDER (July 06)

Current Month (July 06) To Date (APRIL TO JULY 06) Q1 Forecasts
Budgetin | Expenditure | Variance In Cumulative Cumulative | Variance to 06/07 06/07 Q1 05/06

| Region/Department Month in Month Month % Variance Budget Expenditure date % Variance Budget Forecast | Variance £ | Variance % Outturn

NE 485 504 (19) (4)% 1,946 2,038 (92) (5)% 5,875 5,783 91 2% 5,829
NW 1,082 1,044 38 4% 4,654 4,592 62 1% 13,600] 13,979 (374) (3)%] 14,522
YH 970 973 (3) (0)% 3,881 3,872 9 0% 11,625 11,974 (349) (3)%] 11,590
WM 788 743 46 6% 3,100 3,144 (45) (1)% 9,246 9,352 (107) M% 9,454
EM 558 545 13 2% 2,230 2,170 61 3% 6,690 6,627| 64] 1%)| 6,353
EAST 595 594 1 0% 2,374 2,345 30 1% 7,149 7,210] (62) (1)%| 7,376
LONDON 1,096 1,226 (130) (12)% 4,385 4,594 (209) (5)% 13,159 13,394 (235) (2)% 14,539
SE 476 493 (18) (4)% 1,902 1,979 (77) (4)% 5,744 5,942 (198) (3)% 6,351
sSw 676 672 5 1% 2,619 2,510 109 4% 7,665 7,680 (15) 0)% 8,210
SO 440 445 (5) 1)% 1,759 1,720 40 2% 5,256 5,322 (65 )% 5231
REGIONAL TOTAL 7,165 7,238 (72) 1% 28,851 28,964 (113) 0% 86,009 87,259 (1,251) (1% 89,453
BOARD 14 16 (2) (15)% 57 59 (2) (4)% 182 177 5 3% 173
GOVERNANCE 26 25 1 5% 103 92 10 10% 307 311 (4) % 363
CASE RECORDING 18 18 0 0% 48 48 0 1% 341 341 0j 0% 156
FINANCE 46 41 5 1% 183 182 1 1% 569 569 0 0% 557
IT 304 212 92 30% 1,174 1,178 (3) (0)% 3,953 3,953 0j 0% 4,083
CUSTOMER SERVICES 63 39 24 37% 252 270 (18) (7% 756 776 (20) 3)% 800
FIT OUT 10 10 0 0% 10 10 0 0% 388 388 0 0% 121
ESTATES 10 10 0 0% 41 40 1 3% 123 122 1 0% 136
CHILDRENS RIGHTS 20 (7) 27 137% 76 59 17 23% 236 237 (0) (0)% 198
HR 29 39 (10) (35)% 115 178 (63) (55)% 346 350 (5) (1% 576
CENTRAL TRAINING 28 46 (18) (64)% 107 79 28 26% 836 836 0 0% 489
COMMUNICATIONS 19 19 0 1% 59 55 4 6% 303 303 0 0% 311
PRACTICE LEARNING PROGRAM 0 21 (21) 0% 0 (6) 6 0% 0 0 0f 0% (18)
CORPORATE DIRECTORS 32 30 2 7% 130 123 8 6% 390 390 (0) 0)% 476
PARTNERSHIPS 5 “ 1 13% 21 20 1 5% 62 62 (1) M% 59
SERVICE DELIVERY 1 14 (2) (18)% 45 51 (6) (13)% 134 142 (8) (6)% 128
PERFORMANCEMANAGEMENT 18 14 3 19% 71 63 8 1% 213 211 1 1% 343
HQ LEGAL 6 (2) 9 138% 25 0 25 100% 75 75 0f 0% 20
LEGAL 107 123 (16) (15)% 427 421 7 2% 1,282 1,318 (36), (3)% 1,591
NATIONAL OFFICE TOTAL 766 672 95 12% 2,945 2,920 25 1% 10,494 10,561 (67) (1)% 10,563
CENTRAL (Contingency & Non Cash) 377 302 75 20% 1,507 1,301 207 14% 4,522 3,990 532 12% 1,165
TOTAL 8,309 8,212 97 1.2% 33,304 33,185 119 0.4% 101,025 101,810 (785) (1)% 101,181

Notes:
All figures shown in £000's

A figure in brackets is a negative figure and indicates an overspend




TABLE 3: BALANCE SHEET JULY 06

MARCH 2006 VARIANCE

(YIE 2005106) MAY 2006 JULY 2006 (July 06 v May 06)
Tangible Fixed Assets 5,053 4,742 4,429 1 (313)
Current Assets
Debtors 1,535 1,367 1,512 2 145
Cash in Bank and In Hand 29 27 27 3 o]
Bank 509 6 740 4 734

2,073 1,400 2,279 879
Creditors <1 year L(7.004) 1(5,681) (6,659) 5 (978)
Net Current Liabilities (4,931) (4,281) (4,380)
Creditors >1 year 0 0 0 6 0
Provision for Liabilities (457) (457) 368 7 89]
Total Net Assets (Exc Pension Liabilities) (335) 4 (319) (323)
Pension Liabilities (58,449) (58,449) (58,449) ]|

(58,784) (58,445) (58,768) (323)]
Capital and Reserves ‘
Deferred Government Grant Reserve 2,648 2,648 2,648 8 0
Income and Expenditure Reserve (62,001) (61,662) (61,985) 9 (323)
Revaluation Reserve 569 569 569 10 0
(58,784) (58,445) (58,768) (323)]




TABLE 4: Cash Spend 2006-07

Provisional Budget Revised Budget Actual Draw Actual Expenditure Actual Expendtiture 2005-06

Monthly Cumulative Monthly Cumulative Monthly Cumulative Monthly Cumulative Monthly Cumulative

Budget Budget Budget Budget Cash Draw |Draw Expenditure |Expenditure Expenditure |Expenditure
April 9,022 9,022 9,022 9,022 9,022 9,022 9,118 9,118 9,616 9,616
May 7,403 16,425 7,403 16,425 7,403 16,425 8,341 17,459 7,480 17,096
June 8,475 24,900 8,475 24,900 8,475 24,900 8,477 25,936 7,956 25,052
July 8,302 33,201 8,302 33,201 8,302 33,202 8,716 34,652 8,224 33,276
August 8,840 42,041 8,555 41,756 8,528 41,730 34,652 8,248 41,524
September 8,682 50,723 8,645 50,401 41,730 34,652 8,158 49,682
October 8,606 59,328 8,732 59,133 41,730 34,652 7,690 57312
November 8,624 67,953 8,868 68,001 41,730 34,652 8,124 65,496
December 8,298 76,251 9,308 77,309 41,730 34,652 7,767 73,263
January 8,662 84,913 10,197 87,505 41,730 34,652 9,184 82,447
February 8,451 93,363 9,020 96,525 41,730 34,652 8,517 90,964
March 9,554 102,918 10,195 106,720 41,730 34,652 9,901 100,865
Total 102,918 106,720 41,730 34,652 100,865
Base Budget 99,386 104,576
Shortfall 3,632 2,143
Notes

Provisional Budget Column - as submitted to DfES on 31st May 2006. This profile exceeds the baseline cash budget of £99.386m by £3.5m..

Revised Budget Column - includes £4.7m one off money and the £500k funding for Child contact centres. This profile exceeds the revised baseline budget

by £2.1m

Actual Draw - These are the actual monthly amounts drawn down from DfES to date.

Actual Expenditure -This is the actual cash spend figure per month to date. The actual cash spend to date may differ from the cash drawn down as a result
of cash carried forward from the previous month and timing differences such as uncleared cheques.

(July)




