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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 2022/23 and other relevant matters.

It is recommended that Directors note:
i. the draft year end outturn for 2022/23 as detailed in Appendices A-C reports a projected deficit of £868k;
ii. the mitigating actions taken by management;
iii. the financial support from The Highland Council and the projected level of unrestricted reserves;

iv. no breaches of internal controls have been reported in the past quarter; 

v. no data breaches have been reported in the past quarter; and

vi. 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. Seek to continuously improve standards of health and safety.

2. Commit to the Scottish Government’s zero carbon targets and maintain the highest standards in environmental compliance.

3. Use research and market analysis to develop and improve services to meet customer needs.

4. Increase employee satisfaction, engagement and development to improve staff recruitment and retention.

5. Improve the financial sustainability of the company.

6. Value and strengthen the relationship with THC.

7. Develop and deliver the HLH Corporate Programme and seek to attract capital investment.

8. Use research and market analysis to develop and deliver proactive marketing and promotion of HLH and its services.
9. Initiate and implement an ICT digital transformation strategy across the charity.

10. Develop and strengthen relationships with customers, key stakeholders and partners.

11. Deliver targeted programmes which support and enhance the physical and mental health and wellbeing of the population and which contribute to the prevention agenda.



	2.
	Background



	2.1
	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.

	2.2
	The financial content of this report has previously been scrutinised by the 8 August 2022 Finance and Audit Committee meeting.



	3.

	Financial Performance for Quarter 1 2022/23 



	3.1

3.2

3.3


	The results for the period to June 2022 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 9 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.        
Following the pandemic, accurate financial reporting continues to present a challenge to the Finance team, this situation is prevalent across the sector. The main factor is impact on income projections, created by constant fluctuation in the macro-economic environment, most notably the impact on income due to the cost of living crisis and rising inflation. Sensitivity analysis has not been conducted at this stage with projections based on a reasonable worst-case scenario. As the situation develops, sensitivity analysis will be conducted as quarter two actuals become available and the situation becomes less opaque. 
The draft outturn for the year to 31 March 2023 is a projected deficit of £1.25m due mainly to earned income recovering at a lower rate than anticipated.  Following a budget meeting of senior management, the following further mitigations - in addition to the £1.37m mitigations and efficiencies implemented structurally as part of the annual budget - were agreed:

Mitigation

(£)

Archives - Staff savings through vacancy management 

32,500 

Arts - Savings in travel costs by reducing the number of exhibitions

5,000 

Facilities - Defer renewal of gym equipment leases in non-essential sites 

120,000 

Facilities - Reduce staffing at Inverness Leisure

50,000 

Libraries - Reduce staffing costs through vacancy management and reduction in relief hours     

150,000 

Museums - Staff savings through delay in curator appointment  

5,000 

Outdoor - Relief staff savings at Highland Football Academy through central booking system         

10,000 

Sport - Staff savings from vacancy management

3,000 

Youthwork - Staff savings from vacancy management  

10,000 

Total Mitigation

385,500 

    

	3.4
	Taking into account the mitigating actions noted above, the revised forecast for financial year 2022/23 is a deficit of £868k with a projected negative income variance to budget of £1.5m and savings of £406k in staffing costs and £230k in Other Costs. As the situation develops in-year, mitigating action will continue to be implemented across services. Although constant review is required as the situation develops, there is no current requirement for structural personnel or service reductions.   



	3.5

	The negative projected income variance of £1.5m is largely accounted for by the following services:

	
	Projected Income Variance 

(£m)

Facilities

1.18

Museums

0.17

Outdoor 

0.11



	3.6
	Of the £1.18m projected deficit in Facilities income, £680k of this relates to the highlife membership scheme, representing the single most significant element of lost income. Directors will be presented with details of the income generation initiatives to recover highlife and other revenue streams at the Board meeting.      



	4.

4.1
	HLH Reserves and The Highland Council Financial Support  
Considering the aforementioned effect of the macro-economic environment and the risk of non-achievement of income targets, HLH has secured from The Highland Council a pledge of up to £1m in additional financial support for the current year.             

	4.2
	Whilst the exact level of additional funding to be provided by The Highland Council has yet to be agreed, on the assumption that the full £1m is provided, HLH would have c. £800K in unrestricted reserves at the year end as detailed in the table below, £75k below the charity target of 3%:
 

(£m)

Unrestricted Reserves at 31 March 2022

2.34 

Planned Used of Reserves (22/23)

(1.67)
Projected Deficit (22/23)

(0.87)
The Highland Council Financial Support 

1.00 

Projected Unrestricted Reserves at 31 March 2023

0.80 

   

	5. 

	Internal Controls


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


	6.
	Data Breaches



	6.1

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

	7.
7.1


	Teckal Compliance – Annual Statement
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.


	7.2
	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.

	7.3
	The assessment confirms that 93% of HLH turnover for 2021/22 was generated as a result of work undertaken for THC and that HLH is operating well within the parameters with the 2022/23 budget projecting a similar level of operation.


	8.
	Implications


	8.1

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


	8.2
	Equality Implications – there are no new equality implications associated with the recommendations of this report.


	8.3
	Legal Implications – there are no new legal implications associated with the recommendations of this report.


	8.4

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


	Recommendation
It is recommended that the Directors note:
i. the draft year end outturn for 2022/23 as detailed in Appendices A-C reports a projected deficit of £868k;
ii. the mitigating actions taken by management;    

iii. the financial support from The Highland Council and the projected level of unrestricted reserves;

iv. no breaches of internal controls have been reported in the past quarter; 

v. no data breaches have been reported in the past quarter; and

vi. that the charity remains Teckal compliant. 




Designation:

Chief Executive
Date


18 August 2022
Author:
           Neil Johnston, Head of Finance
Consolidated 2022/23: April to June                                                                                                                           APPENDIX A
 
	 
	 Budget
	 Actuals YTD
	 Forecast (Year end )
	 Variance (Year End)

	Income
	32,726,391 
	7,262,831 
	31,222,658 
	(1,503,733)

	Staff Costs
	(27,229,038)
	(6,479,380)
	(26,822,655)
	406,383 

	Other Costs
	(5,497,353)
	(1,582,413)
	(5,267,784)
	229,569 

	Surplus/(Deficit)
	0 
	(798,962)
	(867,781)
	(867,781)


 Variance by Sector    











 
APPENDIX B 
	 
	 Budget
	 Actuals YTD
	 Forecast (Year end )
	 Variance (Year End)

	Adult
	(678,596)
	(153,347)
	(670,556)
	8,040 

	Archives
	(633,050)
	(196,947)
	(610,364)
	22,686 

	Arts
	(232,319)
	(53,579)
	(263,665)
	(31,346)

	Facilities
	(3,394,422)
	(1,308,247)
	(4,404,602)
	(1,010,180)

	Libraries
	(3,379,064)
	(829,691)
	(3,209,863)
	169,201 

	Management
	(2,993,537)
	(855,556)
	(3,013,329)
	(19,792)

	Museums
	(656,518)
	(261,279)
	(706,732)
	(50,214)

	Music Tuition
	(1,469,792)
	(701,548)
	(1,376,073)
	93,719 

	Outdoor
	(444,883)
	(117,250)
	(528,052)
	(83,169)

	SLA
	16,232,188 
	3,935,835.00 
	16,232,188.00 
	0 

	Sports
	(618,007)
	114,112 
	(599,354)
	18,653 

	Youthwork
	(1,732,000)
	(371,465)
	(1,717,379)
	14,621 

	Surplus/(Deficit)
	0 
	(798,962)
	(867,781)
	(867,781)


Variance by Category                                                                                                                                                      APPENDIX C 
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 Budget

 Actuals 

YTD

 Forecast 

(Year end )

 Variance 

(Year 

End)

 Budget

 Actuals 

YTD

 Forecast 

(Year end )

 Variance 

(Year 

End)

Adult 70,582  20,147  73,925  3,343  (691,017) (162,996) (692,320) (1,303) (58,161) (10,498) (52,161) 6,000 

Archives 295,086  36,897  268,443  (26,643) (885,964) (213,694) (835,961) 50,003  (42,172) (20,150) (42,846) (674)

Arts 23,025  1,181  2,981  (20,044) (198,558) (49,379) (208,574) (10,016) (56,786) (5,381) (58,072) (1,286)

Facilities 11,059,208  2,293,767  9,882,513 (1,176,695) (11,852,321)(2,870,461) (11,786,681) 65,640 (2,601,309) (731,553)(2,500,434) 100,875 

Libraries 89,880  8,068  31,403  (58,477) (2,967,349) (638,056) (2,732,322) 235,027  (501,595) (199,703) (508,944) (7,349)

Management 665,412  159,525  666,310  898  (2,669,678) (631,636) (2,685,190) (15,512) (989,271) (383,445) (994,449) (5,178)

Museums 875,018  143,768  706,859  (168,159) (1,055,563) (275,676) (1,016,447) 39,116  (475,973) (129,371) (397,144) 78,829 

Music Tuition 1,750,121  12,207  1,762,025  11,904  (2,826,242) (662,140) (2,786,520) 39,722  (393,671) (51,615) (351,578) 42,093 

Outdoor 422,717  72,583  313,302  (109,415) (711,340) (169,776) (706,453) 4,887  (156,260) (20,057) (134,901) 21,359 

SLA 16,232,188  3,935,835 16,232,188  0 

Sports 1,105,662  524,484  1,131,451  25,789  (1,614,001) (392,917) (1,618,026) (4,025) (109,668) (17,455) (112,779) (3,111)

Youthwork 137,492  54,369  151,258  13,766  (1,757,005) (412,649) (1,754,161) 2,844  (112,487) (13,185) (114,476) (1,989)

Surplus/  

(Deficit) 32,726,391  7,262,831 31,222,658 (1,503,733) (27,229,038)(6,479,380) (26,822,655) 406,383 (5,497,353)(1,582,413)(5,267,784) 229,569 

Income Staff Costs Other Costs


Commentary by Service                                                                                                                                                  APPENDIX D                                    

	Sector 
	Variance (£)
	Note

	Adult
	8,040
	Positive variance due to additional ESOL income and savings in travel costs.

	Archives
	22,686
	Projected loss of income mitigated by vacancies in staffing.

	Arts
	(31,346)
	Negative variance due to projected loss of income plus additional staffing costs to support North Coast Visitor Centre.

	Facilities
	(1,010,180)
	Projected loss of income mitigated by efficiencies in staffing and savings in other costs through deferral of gym equipment refurbishment.

	Libraries
	169,201
	Positive variance due savings in staffing costs.

	Management
	(19,792)
	Projected overspend due to additional staffing in Health & Safety.

	Museums
	(50,214)
	Income projected to be under budget mitigated by savings in staffing and other costs.

	Music Tuition
	93,719
	Savings through staff vacancies, travel and musical equipment.

	Outdoor
	(83,169)
	Negative projected variance due to loss of income partially offset by savings in other operating costs.

	Sports
	18,653
	Positive variance due to additional income from the Summer Activities Programme.

	Youthwork
	14,621
	Savings through staff vacancies.

	SLA
	0
	Includes planned use of up to £1.7m unrestricted reserves.  



	Operating Surplus/ (Deficit) 
	(867,781)
	


