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	  Summary

The purpose of this report is to update Directors on the financial performance of High Life Highland for quarter one 2021/22 and other matters relevant matters.

It is recommended that Directors note:
i. the results for the period April to June 2021 detailed in Appendix A reports a net surplus of £230K for the quarter;
ii. using the financial scenario planning model (Appendix E) an improved year-end deficit of £5.2M is projected with planned use of £2M reserves;
iii. that whilst income projections are better than forecast, planned one-off savings in Leisure and Libraries will not be achievable; 

iv. the potential need for financial support in 2022/23;   
v. no breaches of internal controls have been reported in the past quarter;  
vi. no data breaches have been reported in the past quarter;
vii. the conclusion of the case of identity fraud; and
viii. that the charity remains Teckal compliant. 
  


	1.

1.1
	Business Plan Contribution

This report supports the highlighted Business Outcomes from the High Life Highland (HLH) Business Plan:

1. Sustain a high standard of health and safety, and environmental performance

2. Implement the Service Delivery Contract with THC

3. Improving customer engagement and satisfaction

4. Improving staff engagement and satisfaction

5. Enhance the positive charity image

6. Be a trusted and effective partner

7. Achieve sustainable growth across the organisation

8. Develop health and wellbeing across Highland communities

9. Develop and promote the High Life brand



	2.
	Background



	2.1
2.2


	Directors of HLH receive a Finance Report on a quarterly basis. The primary purpose of the report is to summarise the financial performance of the charity and its subsidiaries.

The financial content of this report has previously been scrutinised by the 9 August 2021 Finance and Audit Committee meeting.

	3.

	Financial Performance for Quarter 1 2021/22

	3.1

3.2

3.3
	The results for the period to June 2021 have been prepared.  HLH’s consolidated financial performance for the period is summarised in Appendix A.  The results for the period are further split by the nine business categories in Appendix B and by cost category (income, staff costs and other costs) at Appendix C.  Commentary on the performance of each Service is provided in Appendix D.        
The net position for quarter one is a surplus of £230K with PAYG Leisure income including admission charges and lets being higher than anticipated.  highlife income in June was £285K, a 10% increase on the previous month and representing 47% of monthly budgeted income.

Other Costs were lower than predicted due to timing differences with expected invoices for insurance and music grants totalling £385K yet to be received as at the end of June.

                    

	4.
	Scenario Planning Model 2021/22  

	4.1

	The financial scenario planning model (Appendix E) details forecasts per quarter for each category of income and expenditure with a predicted year-end deficit of circa £5.2M. The forecasts are based on a gradually improving position as pandemic restrictions are eased and customer confidence returns.   

	4.2
	£2M of unrestricted reserves has been earmarked to be utilised which in addition to a pledge of £3.4M in financial support from The Highland Council should, based on current predictions, allow the charity to break even at the year end.  Whilst income projections are better than previously forecast, planned savings in Leisure and Libraries will not be achievable due to the requirement to increase opening hours to meet customer demand, replace old gym equipment and recover the significant reading resources gap in libraries.                          

	4.3
	The decision by the Scottish Government to replace music tuition fees with central grant funding may have a significant impact on the year-end outturn depending on the final allocation of resources which has yet to be agreed.  This issue is detailed fully in the Risk Register report elsewhere on this agenda.            

	4.4
	Looking forward to the following financial year 2022/23, it is highly likely that financial support will be required either through utilisation of unrestricted reserves or funding from The Highland Council as earned income streams recover to pre-pandemic levels.  Monthly membership income from highlife is forecast to reach 60% of budgeted income by April 2022 potentially creating an income deficit of as much as £1.4M in 2022/23 depending on the rate of recovery. In light of this, it is essential to maintain as high a level of unrestricted reserves as possible.     

	4.5
	Monthly meetings between senior officials of HLH and THC have been arranged to monitor the financial position throughout the year.           

	5. 

	Internal Controls


	5.1
	There have been no breaches of internal control in this quarter.  


	6.
	Data Breaches



	6.1
7.
7.1

7.2
7.3


	There have been no data breaches reported in the last quarter.

Identity Fraud

As previously reported to the Finance and Audit Committee and the HLH Board, a case of identity fraud was detected where a seller on ebay used the name and address of High Life Highland as well as that of a randomly chosen Director in order to trade.    
As ebay has since closed the trading account and neither the charity nor the Director concerned suffered any financial detriment or otherwise, Police Scotland have decided not to investigate the matter further.             

The matter is now considered to be resolved with no further action to be taken.  HLH staff will however be alert to any future possibility of identity fraud.            

	8.
	Teckal Compliance – Annual Statement


	8.1
	Among other requirements, an Arm’s Length Organisation such as HLH is “Teckal compliant” if at least 80% of the activity (turnover) of the Teckal company is for its public sector owners.  This allows for up to 20% trading with third parties outside of their ‘Teckal’ contract.


	8.2
	An assessment, as part of the year end procedure, was carried out to ensure that HLH is operating within the so called Teckal parameters in respect of the two key tests: 1) Control test and 2) Functional test.


	8.3
	The assessment confirms that 92% of HLH turnover for 2020/21 was generated as a result of work undertaken for THC and that HLH is operating well within the parameters with the 2021/22 budget projecting a similar level of operation.



	9.
	Implications


	9.1

	Risk Implications – there are no new risk implications associated with the recommendations of this report.


	9.2
	Equality Implications – there are no new equality implications associated with the recommendations of this report.


	9.3
	Legal Implications – there are no new legal implications associated with the recommendations of this report.


	9.4
	Resource Implications – there are no new resource implications associated with the recommendations of this report.


	Recommendation
It is recommended that Directors note:-

i. the results for the period April to June 2021 detailed in Appendix A reports a net surplus of £230K for the quarter;
ii. using the financial scenario planning model (Appendix E) an improved year-end deficit of £5.2M is projected with planned use of £2M reserves;

iii. that whilst income projections are better than forecast, planned one-off savings in Leisure and Libraries will not be achievable; 

iv. the potential need for financial support in 2022/23,   
v. no breaches of internal controls have been reported in the past quarter;  
vi. no data breaches have been reported in the past quarter;
vii. the conclusion of the case of identity fraud; and
viii. that the charity remains Teckal compliant. 



Designation:

Chief Executive
Date:

           20 August 2021
Consolidated 2021/22: April to June  

                                                                                                    APPENDIX A
 
	By Subjective
	 
	Annual Budget  
	 
	 Actual  YTD 
	 
	 Year End Estimate 
	 
	 Year End Variance 

	
	
	 
	
	 
	
	 
	
	 

	
	
	(£,000)
	
	(£,000)
	
	(£,000)
	
	(£,000)

	
	
	
	
	
	
	
	
	

	Income
	
	31,305 
	
	6,408 
	
	23,439 
	
	(7,866)

	Other Costs
	
	(5,162)
	
	(752)
	
	(4,315)
	
	847 

	Staff Costs
	
	(26,143)
	
	(5,426)
	
	(24,328)
	
	1,815 

	
	
	
	
	
	
	
	
	

	Surplus/(Deficit)
	
	0 
	
	230 
	
	(5,204)
	
	(5,204)


 Variance by Sector    











 
APPENDIX B 
	Sector
	 
	Annual Budget  
	 
	 Actual  YTD 
	 
	 Year End Estimate 
	 
	 Year End Variance 

	
	
	 
	
	 
	
	 
	
	 

	
	
	(£,000)
	
	(£,000)
	
	(£,000)
	
	(£,000)

	
	
	
	
	
	
	
	
	

	Adult
	
	(649)
	
	(132)
	
	(639)
	
	10 

	Archives
	
	(606)
	
	(40)
	
	(569)
	
	37 

	Arts
	
	(278)
	
	(45)
	
	(229)
	
	49 

	Facilities
	
	(2,136)
	
	(1,063)
	
	(6,786)
	
	(4,650)

	Libraries
	
	(3,475)
	
	(458)
	
	(2,857)
	
	618 

	Management
	
	(2,790)
	
	(479)
	
	(2,802)
	
	(12)

	Museums
	
	(582)
	
	(268)
	
	(1,127)
	
	(545)

	Music Tuition
	
	(1,412)
	
	(423)
	
	(1,976)
	
	(564)

	Outdoor
	
	(371)
	
	(31)
	
	(495)
	
	(124)

	SLA
	
	14,515 
	
	3,629 
	
	14,515 
	
	0 

	Sports
	
	(557)
	
	(97)
	
	(549)
	
	8 

	Youthwork
	
	(1,659)
	
	(363)
	
	(1,690)
	
	(31)

	
	
	
	
	
	
	
	
	

	Surplus/(Deficit)
	
	0
	
	230 
	
	(5,204)
	
	(5,204)


Variance by Category                                                                                                                                                      APPENDIX C 
	
	
	Income 
	
	Other Costs
	
	Staff Costs

	Sector
	
	Annual Budget  
	 Actual  YTD 
	 Year End Estimate 
	 Year End Var'nce 
	
	Annual Budget  
	 Actual  YTD 
	 Year End Estimate 
	 Year End Var'nce 
	
	Annual Budget  
	 Actual  YTD 
	 Year End Estimate 
	 Year End Var'nce 

	
	
	(£,000)
	(£,000)
	(£,000)
	(£,000)
	
	(£,000)
	(£,000)
	(£,000)
	(£,000)
	
	(£,000)
	(£,000)
	(£,000)
	(£,000)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Adult
	
	21 
	12 
	24 
	3 
	
	(58)
	(10)
	(36)
	22 
	
	(611)
	(134)
	(627)
	(16)

	Archives
	
	295 
	158 
	263 
	(32)
	
	(42)
	(13)
	(31)
	11 
	
	(859)
	(185)
	(801)
	58 

	Arts
	
	33 
	(1)
	(1)
	(34)
	
	(73)
	(3)
	(56)
	17 
	
	(238)
	(41)
	(172)
	66 

	Facilities
	
	11,822 
	1,577 
	5,481 
	(6,341)
	
	(2,277)
	(399)
	(1,835)
	442 
	
	(11,682)
	(2,240)
	(10,432)
	1,250 

	Libraries
	
	105 
	173 
	200 
	95 
	
	(713)
	(102)
	(504)
	209 
	
	(2,867)
	(529)
	(2,553)
	314 

	Management
	
	351 
	119 
	380 
	29 
	
	(879)
	(77)
	(969)
	(90)
	
	(2,262)
	(520)
	(2,213)
	49 

	Museums
	
	903 
	45 
	128 
	(775)
	
	(369)
	(99)
	(258)
	111 
	
	(1,116)
	(214)
	(997)
	119 

	Music Tuition
	
	1,629 
	251 
	1,009 
	(620)
	
	(385)
	(17)
	(314)
	71 
	
	(2,656)
	(658)
	(2,671)
	(15)

	Outdoor
	
	463 
	124 
	212 
	(251)
	
	(157)
	(13)
	(114)
	43 
	
	(677)
	(142)
	(593)
	84 

	SLA
	
	14,515 
	3,629 
	14,515 
	0 
	
	0 
	0 
	0 
	0 
	
	0 
	0 
	0 
	0 

	Sports
	
	1,110 
	305 
	1,115 
	5 
	
	(110)
	(10)
	(93)
	17 
	
	(1,557)
	(392)
	(1,571)
	(14)

	Youthwork
	
	58 
	16 
	113 
	55 
	
	(100)
	(9)
	(105)
	(5)
	
	(1,617)
	(371)
	(1,698)
	(81)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Surplus/(Deficit)
	
	31,305 
	6,408 
	23,439 
	(7,866)
	
	(5,163)
	(752)
	(4,315)
	848 
	
	(26,142)
	(5,426)
	(24,328)
	1,814 


Commentary by Service                                                                                                                                                  APPENDIX D                                    

	Sector 
	Forecast Variance (£,000)
	Note

	Adult
	10 
	Projected overspend on staffing offset by savings in Other Costs including learning materials.  

	Archives
	37 
	Projected underspend on staffing through vacancy management and savings from furlough.    

	Arts
	49 
	Projected underspend on staffing through Creative Learning and Exhibitions vacancies offset by loss of income.        

	Facilities
	(4,650)
	Projected £6.3M negative variance to budget for income due to limited capacity in facilities partially offset by savings in Staff and Other Costs.  Income from highlife membership scheme forecast to reach 60% of budget by year end.     

	Libraries
	618 
	Projected saving in staff costs through limited opening hours and furlough reductions plus planned reduction in expenditure on books.    

	Management
	(12)
	Staff savings through furlough offset by additional covid related expenditure.     

	Museums
	(545)
	Income significantly affected by pandemic offset by savings in staffing and other operating costs.         

	Music Tuition
	(564)
	Income significantly affected by pandemic with tuition fees being replaced by Scottish Government funding from August 2021.  This is addressed in more detail in the Risk Register report.     

	Outdoor
	(124)
	Income from lets at the Highland Football Academy and outdoor pitches significantly affected by pandemic, partially offset by savings in staff and other costs. 

	Sports
	8
	Additional staffing costs for maternity cover offset by savings in travel and other costs.      

	Youthwork
	(31)
	Projected overspend on staff costs largely offset by funding from external bodies.   

	SLA
	0
	Per Budget

	Operating Surplus/ (Deficit) 
	(5,204)
	


 Scenario Planning Model                                                                                                                                               APPENDIX E
[image: image1.emf]Q1  Q2 Q3  Q4

(Apr-Jun)  (Jul-Sep) (Oct-Dec)  (Jan-Mar)

(£,000) (£,000) (£,000) (£,000) (£,000) (£,000) (£,000)

Income

Services Fee 14,515  3,628  3,629  3,629  3,629  14,515  0  0%

Highlife Income 7,206  722  874  954  1,047  3,597  (3,609) -50%

Other Income 7,604  847  557  476  681  2,561  (5,043) -66%

Grant Income 1,980  495  495  495  513  1,998  18  1%

JRS Income 0  716  52  768  768 

Total Income 31,305  6,408  5,607  5,554  5,870  23,439  (7,866) -25%

Expenditure

Staff Costs (26,143) (5,426) (6,222) (6,373) (6,307) (24,328) 1,815  -7%

Other Costs (5,162) (752) (1,392) (956) (1,215) (4,315) 847  -16%

Total Expenditure (31,305) (6,178) (7,614) (7,329) (7,522) (28,643) 2,662  -9%

Surplus/

(Deficit) 

0  230  (2,007) (1,775) (1,652) (5,204) (5,204)

Use of HLH Reserves 2,000 

Net Deficit  (3,204)



Total



Variance (%) Category



Budget 

(21/22)


