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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 2023/24 and other relevant matters.

It is recommended that Directors note:
i. the draft year end outturn for 2023/24 as detailed in Appendices A-C reports a projected deficit of £251k;
ii. the review of restricted reserves;
iii. there have been two breaches of internal controls reported in the past quarter; 

iv. one data breach has been reported in the past quarter; and

v. the internal audit report on HLH’s performance statistics at Appendix E and update on the Income Systems Action Points; 
vi. that the charity remains Teckal compliant;
vii. the award of contract noted at paragraph 8.1; and
viii. agree to delegate authority to the Chief Executive in consultation with the Chair and Vice Chair to approve the tender detailed in paragraph 8.2.1.  


	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 been scrutinised by the 7 August 2023 Finance and Audit Committee.



	3.

	Financial Performance for Quarter 1 2023/24 



	3.1

3.2

3.3


	The results for the period to June 2023 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.        
The draft outturn for the year to 31 March 2024 is a projected deficit of £251k with a negative variance to budget of £108k for income mitigated by a saving of £129k in other costs.  Staff costs are forecast to be £272k above budget due to an anticipated higher than planned pay award which has been partially mitigated by the release of £140k of restricted reserve funding (further detail provided in section 4).  
The 2023/24 revenue budget was calculated based on a flat 4% pay award for all staff but with a 5% offer by COSLA having already been rejected by the unions, projections have been revised based on a 6% award.  Negotiations between COSLA and the unions are ongoing with a significant risk that the final settlement may be higher than the 6% forecast.  Each additional 1% adds circa £250k to the company’s wage bill and based on the previous financial year, the award may not be resolved until Q3.



	3.4
	Income from the highlife leisure membership scheme is exactly on target for Q1 and is projected to achieve budget for the year.

	4. 

	Internal Controls


	4.1
	There have been two breaches of internal control in this quarter. 



	4.2


	Following the resignation of a member of staff it was identified that the employee had claimed £2,415 in gift vouchers for personal use from a supplier reward scheme over a three-year period.    



	4.3

4.4


	Foodstuff orders are processed online through HLH’s account with a nationwide supplier.  Within the supplier’s website is a reward scheme similar to a supermarket loyalty programme where money earned on purchases can be redeemed either through money off invoices or gift vouchers for high street shops.  When redeeming gift vouchers, the user is required to confirm the vouchers will be delivered to a business address.                                           

An investigation by the Head of Finance identified an absence of supervision by the employee’s line manager, the budget holder, where orders were not being reviewed.  The employee has since left the organisation and a procedure has been put in place where all rewards accrued are immediately offset against invoices and spot checks are conducted by the Area Manager on a periodic basis.            

	4.5
	The matter has been reported to Police Scotland with a statement provided by the Head of Finance.  Police Scotland are progressing their enquiries. 

	4.6


	A review of holiday pay calculations by the Head of Human Resources identified that a Library Assistant had been overpaid £6,842 over a three-year period.             

	4.7
	The error originated from The Highland Council’s Payroll Section incorrectly inputting the employee’s contract details as 52 weeks per annum as opposed to the actual 46 weeks school-term hours worked.  Neither the budget holder nor the employee identified the error.             



	4.8
	To prevent further errors, a check of the terms and conditions of all contracted staff has been progressed and budget holders have been reminded of their responsibility to ensure staff are being paid correctly.  
          

	5.
	Data Breaches



	5.1

	There has been one data breach reported in the last quarter, which was very minor in forgetting to use bcc when sending out to a group including some personal email addresses.   
   

	5.2
	An apology was immediately issued to those affected and the breach was discussed with the member of staff and the correct procedure confirmed.  One additional mitigation was the creation of a generic HLH email address for an affected individual.



	5.3
	After investigation and discussion with the DPO the above breach was not reportable to the ICO.


	6.
	Internal Audit


	6.1
	The internal audit on HLH’s performance statistics was completed in July 2023 with an audit opinion of Substantial Assurance.   The report is included at Appendix E.

	
	

	6.2
	Following on from the update provided on the Income Systems internal audit report at the meeting of 15 May, the following actions are ongoing:

· Reconcile outstanding differences

· Provide training to all staff


	6.3
	Whilst substantial work has been undertaken in reconciling historic differences, progress is being hindered by delays in The Highland Council Finance Service processing the correcting transactions.  The HLH Finance team is reliant on The Highland Council as system administrator in effecting these corrections and a meeting has been sought with the Council to progress the reconciliation.                       

	6.4
	Provision of staff training is ongoing with visits to individual facilities planned following the completion of annual accounts.      

	
	

	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 88% of HLH turnover for 2022/23 was generated as a result of work undertaken for THC.  Following Brexit, Teckal legislation is due to be replaced by The Procurement Bill in the next year, an update will be provided at a future meeting.   


	8.
	Tenders Approved/Contracts Awarded



	8.1
	Whereverly Ltd

Inverness Castle – Supply of Website Design

Jul 23-Dec 23



	8.2


	Future contract approval

	8.2.1
	A tender for the Provision of Swimming Pool Water Treatment Chemicals closes on 31 August 2023 which requires to be awarded by 30 September 2023.  Per the Scheme of Delegation, this level of procurement requires Board approval.  As this is required between Board meetings, it is recommended that approval is delegated to the Chief Executive in consultation with the Chair and Vice Chair. 

	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 draft year end outturn for 2023/24 as detailed in Appendices A-C reports a projected deficit of £251k;

ii. the review of restricted reserves;

iii. there has been two breaches of internal controls reported in the past quarter; 

iv. one data breach have been reported in the past quarter; and

v. the internal audit report on HLH’s performance statistics at Appendix E and update on the Income Systems Action Points; 
vi. that the charity remains Teckal compliant; and
vii. the award of contract noted at paragraph 8.1; and
viii. agree to delegate authority to the Chief Executive in consultation with the Chair and Vice Chair to approve the tender detailed in paragraph 8.2.1.



Designation:

Chief Executive
Date


17 August 2023
Author:
           Neil Johnston, Head of Finance
Consolidated 2023/24: April to June                                                                                                                           APPENDIX A
 
	 
	 Budget 
	 YTD
	 Forecast (Year end )
	 Variance (Year End)

	Income
	34,174,497 
	7,443,377 
	34,066,055 
	(108,442)

	Staff Costs
	(28,465,151)
	(7,071,037)
	(28,736,980)
	(271,829)

	Other Costs
	(5,709,346)
	(1,757,709)
	(5,580,245)
	129,101 

	Surplus/(Deficit)
	0 
	(1,385,369)
	(251,170)
	(251,170)


 Variance by Sector    











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

	Adult
	(691,777)
	(166,280)
	(650,119)
	41,659 

	Archives
	(750,110)
	(133,984)
	(769,284)
	(19,174)

	Facilities
	(4,043,784)
	(1,274,348)
	(4,323,561)
	(279,777)

	Libraries
	(3,622,335)
	(890,234)
	(3,551,266)
	71,069 

	Management
	(3,156,082)
	(906,922)
	(3,110,454)
	45,628 

	Museums
	(1,005,684)
	(274,040)
	(1,060,975)
	(55,291)

	Music Tuition
	(1,664,832)
	(801,593)
	(1,673,793)
	(8,961)

	Rangers
	(465,589)
	(121,552)
	(459,651)
	5,938 

	Sports
	(637,596)
	(397,842)
	(693,619)
	(56,023)

	Youthwork
	(1,849,298)
	(436,908)
	(1,845,535)
	3,763 

	Service Fee
	14,888,339 
	4,018,335 
	14,888,339 
	0 

	HC Support
	2,998,748 
	0 
	2,998,748 
	0 

	Surplus/(Deficit)
	0 
	(1,385,369)
	(251,170)
	(251,170)


Variance by Category                                                                                                                                                      APPENDIX C 
	
	Income (£)
	Staff Costs (£)
	Other Costs (£)

	 
	 Budget 
	 YTD
	 Forecast (Year end )
	 Variance (Year End)
	 Budget 
	 YTD
	 Forecast (Year end )
	 Variance (Year End)
	 Budget 
	 YTD
	 Forecast (Year end )
	 Variance (Year End)

	Adult
	99,582 
	17,962 
	99,703 
	121 
	(736,890)
	(177,812)
	(731,321)
	5,569 
	(54,469)
	(6,429)
	(18,500)
	35,969 

	Archives
	294,345 
	114,032 
	262,058 
	(32,287)
	(999,525)
	(234,971)
	(996,715)
	2,810 
	(44,930)
	(13,045)
	(34,627)
	10,303 

	Facilities
	11,472,065 
	2,838,455 
	11,435,193 
	(36,872)
	(12,716,111)
	(3,202,650)
	(12,969,413)
	(253,302)
	(2,799,738)
	(910,153)
	(2,789,341)
	10,397 

	Libraries
	36,344 
	12,900 
	44,220 
	7,876 
	(3,116,151)
	(722,320)
	(3,042,741)
	73,410 
	(542,528)
	(180,814)
	(552,745)
	(10,217)

	Management
	393,047 
	111,666 
	400,612 
	7,565 
	(2,498,526)
	(622,016)
	(2,410,312)
	88,214 
	(1,050,603)
	(396,572)
	(1,100,754)
	(50,151)

	Museums
	900,638 
	239,865 
	862,273 
	(38,365)
	(1,347,264)
	(358,222)
	(1,417,687)
	(70,423)
	(559,058)
	(155,684)
	(505,562)
	53,497 

	Music Tuition
	1,748,801 
	3,124 
	1,714,219 
	(34,582)
	(3,000,277)
	(754,547)
	(3,005,957)
	(5,680)
	(413,356)
	(50,169)
	(382,055)
	31,301 

	Rangers
	91,784 
	19,898 
	104,832 
	13,048 
	(512,253)
	(137,786)
	(529,795)
	(17,542)
	(45,120)
	(3,664)
	(34,688)
	10,432 

	Sports
	1,152,912 
	41,904 
	1,157,445 
	4,533 
	(1,682,237)
	(418,790)
	(1,753,188)
	(70,951)
	(108,271)
	(20,955)
	(97,876)
	10,395 

	Youthwork
	97,892 
	25,237 
	98,414 
	522 
	(1,855,917)
	(441,922)
	(1,879,851)
	(23,934)
	(91,273)
	(20,224)
	(64,097)
	27,176 

	Service Fee
	14,888,339 
	4,018,335 
	14,888,339 
	0 
	 
	 
	 
	0 
	 
	 
	 
	0 

	HC Support
	2,998,748 
	0 
	2,998,748 
	0 
	 
	 
	 
	0 
	 
	 
	 
	0 

	Surplus/ (Deficit)
	34,174,497 
	7,443,377 
	34,066,055 
	(108,442)
	(28,465,151)
	(7,071,037)
	(28,736,980)
	(271,829)
	(5,709,346)
	(1,757,709)
	(5,580,245)
	129,101 


Commentary by Service                                                                                                                                                  APPENDIX D                                    

	
	 Variance (Year End)
	Notes

	Adult
	41,659 
	Positive variance to budget due to release of restricted reserve. 

	Archives
	(19,174)
	Additional cost of pay award offset by vacancies and savings in other costs. Income target for room hire unachievable following reduction in lets

	Facilities
	(279,777)
	Negative variance to budget due to projected above budget pay award.  Income and Other Costs on target.

	Libraries
	71,069 
	Pressure of above budget pay award  mitigated by savings through vacancy management.

	Management
	45,628 
	Projected overspend in Other Costs largely due to £35k increase in insurance premium mitigated by release of restricted reserves.    

	 Museums
	(55,291)
	Projected overspend due above budget pay award.     

	Music Tuition
	(8,961)
	On budget

	Rangers
	5,938 
	On budget

	Sports
	(56,023)
	Projected overspend due above budget pay award and additional staffing costs     

	Youthwork
	3,763 
	On budget

	Service Fee
	0 
	On budget

	HC Support
	0 
	On budget


