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	Summary
The purpose of this report is to present the Business Case to compare the costs, risks and benefits to High Life Highland of adopting responsibility for the operation of Caithness Horizons on behalf of The Highland Council against the option to continue with the status quo.

It is recommended that High Life Highland accepts responsibility for the operation of Caithness Horizons. 
  


	1.
	Business Plan Contribution



	1.1
	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

	The purpose of this report is to present the Business Case to compare the costs, risks and benefits to HLH of adopting responsibility for operation of Caithness Horizons against the option to continue with the status quo.  The Business Case is contained in Appendix A.



	3.
	Implications


	3.1
3.2

3.3

3.4


	Resource Implications – It is projected that CH operates at a slight deficit (circa 7.5K) in year 1, with a break even position thereafter.
Legal Implications – there are no legal implications associated with this report. Ownership of CH and the associated collections remains with THC.
Equality Implications – there are no equality implications associated with this report.
Risk Implications – the main risks to HLH through non-adoption of CH operations is reputational as HLH may be seen to be contributing to the long term loss of a Cultural Flagship to the Caithness Community. The key risk in adoption of CH is that HLH may be seen to have contributed to a future closure of the facility through failing to establish a sustainable operating position. Risks and mitigating actions associated with this proposal are detailed in the Business Case.


	Recommendation
It is recommended that High Life Highland accepts responsibility for the operation of Caithness Horizons. 
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FOLLOWING A REQUEST FROM THE HIGHLAND COUNCIL FOR THE OPERATION OF CAITHNESS HORIZONS TO BE ADOPTED BY HIGH LIFE HIGHLAND:-

BUSINESS CASE FOR

LEAVING RESPONSIBILITY FOR THE OPERATION OF CAITHNESS HORIZONS WITH THE HIGHLAND COUNCIL 
AGAINST

TRANSFERRING THE OPERATION OF CAITHNESS HORIZONS TO HIGH LIFE HIGHLAND

	CONTENTS

1. Introduction

2. Service and facility profile

3. Option 1 – leaving responsibility for the operation of Caithness Horizons with The Highland Council
4. Option 2 – transferring the operation of Caithness Horizons to High Life Highland 
5. Options analysis

6. Conclusions

7. Next steps

8. Recommendation




	1.
	INTRODUCTION



	1.1
1.2

1.3

1.4

1.5

1.6
1.7
1.8

	Caithness Horizons (CH) is Museum and Gallery located on Thurso High Street. It has been in operation in its current format since 2005, when the site was redeveloped with the help of lottery funding of £1M.  
The building it occupies is owned by The Highland Council (THC). Until 31st May 2019 the building was leased to Caithness Horizons, a charity with a volunteer Board of Trustees and a trading company. In addition to revenue received through income generation CH received annual grant funding of £75K from THC with matched funding of £75K from Dounreay Site Restoration Ltd (DSRL). 
In November 2018 the CH Board and THC approached High Life Highland with a view to HLH taking over the running of the CH Facility. Although CH was operating on a break even basis it was believed that, given the wider portfolio and broader commercial experience of HLH, customer numbers, profitability and sustainability of the facility could be improved.

As part of the due diligence process associated with any operational transfer, HLH commissioned building condition surveys in December 2018. The surveys highlighted a number of issues that were required to be addressed before any transfer of operations could take place. (section 2.5)
On 21st February 2019, The CH Board announced that they had taken the decision to close the facility and hand the building and collections back to THC. The lease terminated on 31st May 2019 with the building and contents, including museum collections being returned to THC. 
After discussions with CH, DSRL and HLH, THC has requested that HLH consider adopting operation of the CH facility.
At the Care, Learning and Housing (CLH) Committee on 29th May 2019 THC confirmed it is prepared to fund the capital works required, in accordance with the phased timelines in the building surveys, to facilitate a potential operational transfer to HLH. THC also confirmed that it would commit to three years finance of £75K per year. THC has also confirmed that it is prepared to assume responsibility for the maintenance of the building, through adding it to the list of buildings already leased to HLH.

DSRL have agreed to provide three years funding of £75K to match THC’s investment.

	1.9

	It is projected that the facility could be operated at no additional cost to HLH through implementing the following actions:

i. absorbing central support costs e.g.  accountant’s fees, insurance and marketing, within the wider HLH structure;
ii. aligning the opening hours of the facility to reflect customer usage patterns and increase footfall and associated income;
iii. incorporating the management and programming of CH as part of the existing HLH cultural network structure;
iv. working with wider HLH teams to maximise opportunities to develop the facilities and services offered from CH to increase footfall and grow income; and
v. replicating the success of Highland Folk Museum donations model.

	1.10
	The purpose of this Business Case is to compare the costs, risks and benefits to HLH of adopting responsibility for the operation of CH against the option to continue with the status quo.


	2.
	SERVICE AND FACILITIES PROFILE



	2.1
	Facilities
Permanent Exhibition space
Temporary exhibition/activity spaces
Office

Reception

Collection Stores
Café

Shop


	2.2
	Services
Exhibitions 

Management and development of museum collections

Community Engagement

Guided tours, school visits, special events and learning programmes

Venue and room hire



	2.3
	User numbers
2015/16 – 72,311
2016/17 – 72,768
2017/18* – 54,000 with 2823 visitors paying

*An entry charge was introduced in April 2017.  Visit Scotland provided an information service in the building from 2013 to October 2018 and although no formal assessments have ever been carried out, anecdotally a large percentage of user numbers was a result of the tourist information service being located in the building. Given the overall health warning with regards to visitor figures HLH have estimated 30K visitors p.a. as a baseline figure when projecting revenue. HLH would utilise the varied public spaces in CH to engage with the local community as well as seasonal visitors to introduce a service-wide programme of events and activities that would ensure repeat visitors throughout the year. This would be supported by the wider HLH marketing team. Items and artefacts from the wider HLH museum and gallery collections could be used to refresh and enhance CH at no additional cost to HLH.

	2.4

2.5
	Staffing establishment

As part of their company wind up process CH made redundancy provision for their 2 remaining staff members. If HLH assumes operational responsibility 5 FTE staff would be recruited.  If adopted by HLH CH would be incorporated alongside Thurso Library and Gallery into the Thurso Network managed by the Thurso Network Librarian, supported by colleagues from the Cultural team and wider Caithness HLH Network.
Building condition
Building condition surveys undertaken in December 2018 highlighted that capital works totalling £215K will be required over a three year period, with the bulk of the work (£177K) required in year one. Many of the works refer to ongoing maintenance and are relatively low cost with the exception of repairs required for the roof and external walls (£110K) and replacing the boiler (£20K). Under the Services Fee Agreement THC would retain responsibility for building maintenance and repairs. 


	3.
	OPTION 1 – STATUS QUO, HLH REJECTS PROPOSAL TO
OPERATE CAITHNESS HORIZONS


	3.1
	Costs

	
	There are no new financial costs to HLH should the proposal to operate CH be rejected. Costs are reputational. 

	3.2
	Benefits



	
	The key benefit of the status quo is that there would be no new financial risk to HLH.  



	3.3


	Risks and Mitigation Measures



	
	The key risks to HLH in rejecting the request of THC to adopt responsibility for the operation of the facility can be summarised as follows, along with the mitigating actions that could be undertaken to manage their likelihood and impact.


	
	Risk

Mitigation

CH remains closed and a flagship cultural facility is lost to the community.
Clear communication is undertaken with key stakeholders outlining the reasons for HLH declining operational responsibility.


	
	Reputational damage to HLH in the community if the company is viewed as unwilling to help THC following discussions.
Clear communication is undertaken with key stakeholders outlining the reasons for HLH declining operational responsibility.
Reputational damage to HLH with THC if the charity is seen not to act as the Council’s agent, thus leaving THC with a significant problem.

Clear communication is undertaken by the charity with C&L and Council Members outlining the reasons for declining operational responsibility.

Loss of opportunity to have a shop window to promote and deliver  HLH cultural and wider services in a prime Caithness location

Continue to promote and develop HLH services generally across the county.

Loss of opportunity to capitalise on funding streams to enhance the facilities and services on offer and to grow income. 
Work collaboratively with any new operators of the facility to secure funding for joint projects.



	4.
	OPTION 2 – HLH ACCEPTS PROPOSAL TO OPERATE CAITHNESS HORIZONS


	4.1


	Costs

	
	In normal operating conditions CH ran at a break even position. Latterly CH ran at a deficit owing to staffing and maintenance issues. Applying the HLH business model, with an associated HLH staffing establishment, forecasts a deficit of £7.5K in year 1 and break-even position or better thereafter. Central costs would be absorbed within the wider HLH cultural facilities service, opening hours would be matched to community needs and commercial income growth would be planned in respect of the catering and retailing operations.  CH would be relaunched, rebranded and reprogrammed to improve footfall and generate income. In addition, HLH would explore a range of opportunities to seek and secure new funding to develop, extend and improve the facilities and services available and thereby increase footfall and revenue.



	4.2.
	Benefits



	
	The key benefits of accepting the request to transfer the operation of CH to HLH can be summarised as follows:-



	
	i. safeguards CH and ensures its continued operation;

ii. preserves access to a flagship cultural facility and associated services for the Caithness community;
iii. reduces the operating overheads of CH by being part of the larger HLH portfolio;

iv. increases revenue through development of the facility and an enhanced programme of activities;
v. improves the capacity to seek funding to support building enhancements; 
vi. enhances HLH’s reputation as a trusted partner with THC, local Members and the community; and
vii. offers the opportunity to showcase wider HLH activities and services in a prime, town centre location.


	4.3
	Risks and Mitigation Measures



	
	The risks in transferring the operation of CH to HLH can be summarised as follows along with the mitigating actions that could be undertaken to manage their potential likelihood and impact.

	
	Risk

Mitigation

Funding from THC and DSRL is reduced/withdrawn after 3 year period 

Work to maximise income and incrementally reduce dependence on grant funding. 
Arrange an 18 month review with both funders to review financial projections and confirm future levels of investment.

The projected income growth from catering and retailing and new facility and service developments is less than projected.

Ensure revenue budgets reflect conservative estimates in uplift and appropriate timings for growth through new service developments.

Develop a marketing and community engagement strategy to improve visitor numbers and generate income.  

Introduce a year round programme of events and activities to increase visitor numbers and income.

The budget figures obtained from CH do not reflect the true running costs and the facility runs at an operating deficit.

Sense - check the CH figures against HLH estimates for the same items of income and expenditure.  Use the HLH manpower planning model to calculate staffing costs.
HLH suffers reputational damage if CH closes after initial 3 year funding period.

CH performance and progress is monitored and evaluated, clear communication is undertaken with key stakeholders and a funding review process is established with THC and DSRL. 

The adoption of a new facility exerts undue pressure on the overall capacity of HLH to deliver other services.
Adopt CH as part of existing Caithness Culture team structure and share programming and delivery responsibilities among wider HLH Caithness cross-service Network.
The potential to generate external funding to support facility enhancement and expansion is over optimistic.

Ensure routine operational costs can be met from ongoing revenue streams and do not predicate financial projections on ability to attract new external finance.


	
	

	5.
	OPTIONS ANALYSIS



	5.1
	Review of Costs



	
	i. the main benefit of option 1 is that it presents no additional costs to HLH; and
ii. through adopting option 2 HLH could establish a break even budget while introducing a series of incremental changes to increase customer numbers and income and improve the operating position. 


	5.2
	Review of Benefits

iii. the main benefit of option 1 is that it presents no added financial risks to HLH;  and
iv. option 2 provides HLH with the opportunity to safeguard CH and ensure its continued operation, preserving access to cultural services, while enhancing the reputation of HLH as a trusted partner.


	5.3
	Review of Risks

i. although there are no new financial risks associated with option 1, the potential for reputational damage to HLH is significant if the company is seen not to act as the Council’s agents to help to preserve, sustain and develop CH as a cultural flagship for the Caithness community; and
ii. the main risk associated with option 2 is added financial pressure on the CH budget should funding be reduced/withdrawn by THC and DSRL leading to the closure of CH.  


	6. 
	CONCLUSION



	6.1
6.2
	There are risks associated with both options.  With option 1, risks to the company are mainly reputational; option 2 risks are financial and reputational.  The risks in option 2 can be mitigated through appropriate budget planning, service development and clearly agreed mid to long term arrangements with THC and DSRL. While option 1 is likely to risk the medium to long term closure of the facility, with blame being attributed to HLH, option 2 allows HLH to safeguard access to cultural activities in Caithness and help promote and deliver wider HLH services in the county while enhancing the company’s reputation as a trusted partner.

It is recommended that Directors accept Option 2 – transfer the responsibility for the operation of CH to HLH.


	7.
	NEXT STEPS



	7.1
	If Directors are content with the conclusion of this Business Case, HLH staff will work with THC to initiate the transfer process.


	8.
	RECOMMENDATION



	8.1
	It is recommended that:-

i. the Chief Executive of HLH responds positively to the approach by THC; and

ii. when establishing a transfer date with THC the resolution of building issues are a prerequisite to HLH assuming occupancy.


  

