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Introduction

1. At the last Finance Council the Board set itself the target of rebuilding the reserves of the ECF by seeking to generate a surplus of £14,050.  The benefit of cost saving measures, primarily the reduction of staff costs, has come through faster than budgeted.  However, the government wide spending review led to a £15,000 reduction in the ECF’s 2010-11 grant and the complete removal of the grant in 2011-12.  The loss of approximately 20% of gross income has left the ECF’s finances in a parlous state.

2. A separate proposal has been presented to Council setting out options for putting the funding of the ECF on a sustainable long term basis.  For this reason, this paper does not cover changes to membership or game fee rates.  The budget presented to Council assumes that all rates will remain unchanged during 2011-12.

3. The purpose of this paper is two-fold:

a. Firstly to seek Council’s approval for the budget at Appendix A; and

b. Secondly to seek Council’s approval to bridge the expected funding gap in 2011-12 by drawing down £15,000 from the Permanent Investment Fund.

2010-11 Outturn

4. The ECF is expected to generate a surplus of £16,000 compared to a budgeted surplus of £14,000 in year.  The main variances from budget are as follows:

· General Funding: reduced by £15,000 due to a reduction in the DCMS grant.

· Yearbook: both income and expenditure forecast to be less than budget as we have reduced the number of copies that we produce.

· Staff Costs: the reduction in cost reflects the decision taken by the Board to reduce staffing levels at the meeting on 31 July 2010 and the funding projections presented at that date.

· Management Services: slightly above budget due to greater than budgeted depreciation relating to purchase of new server, greater than budgeted President's costs and increased use of teleconferences for Board meetings leading to an increase in related costs.

· Certificate of Merit: outturn assumes that sales will not pick up and that we will have to write off all costs incurred to date in our end of year accounts.

· Chess for Schools: outturn reflects the fact that we effectively stopped spending any money on this activity in June 2010.

· British Championship: achieved a surplus of £4,000 compared to a budgeted surplus of £2,000.

5. In addition the Board authorised the utilisation of £3,000 of the contingency expenditure: £2,000 for the purchase of a new server; and £1,000 to underwrite costs of a participant in the women’s world chess championship.  These costs are included in Management Services and Women’s Chess respectively.

2011-12 Budget

6. The 2011-12 budget projects that the ECF will have a funding gap of £16,700.  Where appropriate I have considered that outturn in 2010-11 is a reasonable guide to projected net costs in 2011-12.   There are a number of points to note.

7. Income from Direct Members is forecast to remain unchanged.  Although the rate increase approved by Council, was introduced in October 2010, a significant percentage of members chose to renew their membership in September 2010 and we expect any residual increase in gross membership receipts to be offset by the increase in VAT.

8. We have budgeted for a £3,000 increase in Game Fee income.  The reason for this is that the work done by Andrew Farthing and Alex Holowczak suggests that we are under collecting about 5% of game fee.  The Board intends to take action to try and increase collection rates.

9. Yearbook income and expenditure have been reduced.  This assumes that we will continue to print fewer copies of the yearbook in response to declining demand.

10. Staff Costs have been reduced to reflect the current staffing profile of the Office.  The budget assumes that this will remain unchanged during 2011-12.

11. Some Management Services costs have been reduced to reflect the impact of known efficiencies.  However, we expect this to be largely offset by inflationary increases on known activities.

12. The British Championship is budgeted to make a £4,000 deficit.  This reflects the utilisation of the surplus generated by the 2010 Championship.

13. The International budget assumes that we will send the strongest team affordable to the European Team Championships.  However, without match funding from an external source this will not be comprised of our strongest GMs.

14. The Board has included a Contingency of £5,000 in the budget to give them the flexibility to respond to unexpected events.

15. Council is asked to approve the budget presented.

Bridging the Funding Gap

16. Currently we are budgeting for a deficit of £16,700 for 2011-12.  The ECF also needs to be mindful of its cashflow.  A significant portion of expenditure is incurred during July and August, when the British Championship and many international and junior events take place.  However, other than British Championship entry fees and direct memberships bought in advance, the ECF receives comparatively little cash until September, when league chess recommences.

17. There are three main potential sources of income:

· Funding from the John Robinson Trust (restricted to Junior chess);

· Drawdown of capital from the Permanent Investment Fund; or

· A loan from one of a number of sources.

18. The trustees of the JR Trust indicated that they would consider a request from the ECF to provide funding for junior events last autumn.  At that point the financial situation of the ECF looked to be slightly more positive than it is now.  As a result we did not seek funds from the JR Trust.  However given the expected funding deficit, the Board has decided to revisit this option and request a grant of £5,000 to fund junior chess activities.  

19. At 31 March 2010, assets invested in the Permanent Investment Fund (PIF) totalled £72,337 (at market value), generating net income of £3,319.  There was a further £131,349 (at market value) invested in the John Robinson investment fund generating net income of £3,000.  Investments in the Permanent Invested Fund are held by trustees under a deed whereby the income is paid to the Federation and the trustees may make distributions of capital in exceptional circumstances of urgent need provided the money is for the benefit of “the objects” of the Federation, but only on the authority of a resolution of Council.

20. The current funding situation could be classified as an exceptional circumstance. 

21. The other point to note is that PIF is currently generating revenue at 4.5% so any request would lead to a reduction in ongoing funding.  The exact impact would depend on which investments were sold.

22. Despite the disadvantages noted above, the PIF seems the best source of additional funding.  Therefore, Council is asked to approve an exceptional distribution of capital of £15,000 from the PIF.  The Board intends to repay the capital to the PIF once the reserves of the ECF have been rebuilt to a more substantial level.

23. Seeking a loan is not recommended.  The reason for this is twofold.  Firstly the ECF would be likely to have to pay interest on any loan.  Secondly, although a loan would solve the ECF’s cashflow problem, it would not solve the issue of low reserves.  This is because the commitment to repay would have to be recognised as a liability in the accounts.

24. Seeking financing through the two methods proposed above, would lead to an influx of £20,000.  This would leave a budgeted surplus of £3,300, whilst giving the Board some contingency to respond to unexpected costs.

Gareth Caller

6 March 2011

APPENDIX A – Projected outturn 2010-11 & Summary Budget 2011-12

	
	Budget

2010-11
	Projected

Outturn
	Proposed Budget

2011-12

	Income 

	DCMS Grant Funding
	60,000
	45,000
	0

	Direct Members / MO’s
	52,000
	52,000
	52,000

	Game Fee
	59,000
	56,900
	62,000

	Yearbook Income
	4,500
	3,750
	3,500

	Certificate of Merit
	3,000
	1,500
	0

	Chess for Schools
	0
	0
	0

	Other Income
	8,700
	3,000
	3,200

	
	187,200
	160,650
	120,700

	General Expenditure

	Staff Costs
	81,000
	60,000
	53,000

	Management Services
	33,750
	34,500
	34,000

	Certificate of Merit
	6,000
	10,000
	0

	Chess for Schools
	6,000
	2,000
	0

	Yearbook Expenditure
	5,000
	3,750
	3,500

	Loan Interest
	0
	1,200
	1,200

	
	131,750
	111,450
	91,700

	Programme (Income)/Expenditure - net

	Grading
	9,300
	9,000
	8,000

	Home Chess
	(50)
	(400)
	(400)

	British Championships
	(2,000)
	(4,000)
	4,000

	Coaching
	0
	(400)
	(400)

	Women’s Chess
	1,500
	1,500
	1,500

	International
	20,000
	19,000
	20,500

	Junior Chess
	7,000
	8,000
	7,000

	Marketing & Publicity
	500
	500
	500

	
	36,250
	33,200
	40,700

	Contingency
	5,000
	N/A*
	5,000

	Total Expenditure
	173,000
	147,650
	137,400

	(Deficit)/Surplus
	14,200
	16,600
	(16,700)

	Grant from JR Trust
	0
	0
	5,000

	Financing
	0
	0
	15,000

	Movement in Reserves
	14,200
	16,600
	4,300


* £3,000 of the contingency included in the budget was utilised in year.

Both 2010-11 outturn and the 2011-12 budgets have been rounded.  Therefore, expenditure on individual line items will not always equal the figures in the supporting detailed spreadsheets (Appendix B).



