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Description

Fresh cash fears

HIE’s financial mismanagement of Cairn Gorm and the funicular railway

spell bleak future

for mountain line

Funicular aﬁﬁss%\)

BY STAN ARNAUD

THE future of the
beleaguerad Cairngorm
Tumicular railway has been
plunged into fresh doubt
after the country’s spending
watchdog warned “tough
decizions” on repairs
are likely to be needed
SO,

In & worrying report, the
country’s Auditor General
warned that, with the cost
of repairing the publicly-
owned funicular still
unknown a year after it
was taken out of service on
safety grounds, questions
remain over how it can be
afforded.

Caroline Gardner also

announeed a further
in-depth probe into the
handling of the problems
at the monntain resort,
owned by Highlands and
Islands Enterprise (HIE)

Ehe added that the
impact of the repair
eoats on the “financial
sustainabijlity™ of
the north's Scottish
Government-funded
development agency was
also unclear,

HIE’s interim chief
executive, Carroll
Buxton, yesterday said
the organisation would
work closely with Audit
Seotland during the
investigation.

Full story: Pages 4 and 5

Coverage from Press and Journal — the media has picked up that repair of the funicular will be very
expensive, threatens the financial viability of Highlands and Islands Enterprise and that Audit Scotlat
will produce a further report to the Scottish Parliament next year on HIE’'s management of Cairn Gor

Last week Audit Scotland, who are responsible for overseeing financial management by public
authorities, published their annual audit of Highlands and Islands Enterprise (to March 2019) and a
supplementary report “Cairngorm Mountain and the funicular railway”.  The supplementary report

(see here)
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is succinct, extracts information which is hard to find in the main accounts and essential reading for
anyone who is concerned about HIE's management of Cairn Gorm or the future of the funicular. This
post takes a look at what Audit Scotland’s reports reveal about the way HIE managed Cairn Gorm in
the period before and after “Natural Retreats” went into administration, i.e in the last financial year, as
well as what recently released information tells us about how HIE continues to mismanage the
mountain.

Audit Scotland’s reports support all the concerns that Parkswatch has been expressing about HIE's
fitness to manage Cairn Gorm over the last three years. Its very welcome therefore that they also
announced it will be conducting a further (wider) investigation into HIE’'s management of Cairn Gorm
and will report to the Scottish Parliament about this next year. Well done to the Highlands and Islands
MSPs who have been pushing for this!

HIE's role in the financial collapse Natural Retreats run business

8. In October 2018, CML requested a working capital loan of up to £1.8 million from HIE in order
to ensure the continuation of winter sports activities while the funicular was closed. At its
October hoard meeting HIE rejected CML's request because it concludedithat CML could not
afford to repay the loan and because CML's parent company;, ®AIL, was not offering any
security f CML defaulted.

Para 8 from the Audit Scotland report.on'Cairn Gorm and the funicular
railway

HIE had not revealed that it refused a loan to Cairngorm Mountain Ltd, aka Natural Retreats, before
that company went into administration. All the crucial paragraphs from the minute of HIE’s October
Board Meeting (and other meetings) are redacted in the “interests of the effective conduct of public
affairs”:

In these circumstances, the following conclusions were agreed:

e HIE would begin negotiations to achieve a managed exit from Cairngorm for CML.
e  Paragraph removed in the interests of the effective conduct of public affairs.

¢  HIE would proceed with purchase of snow making equipment, with the aim of maintaining access
to snowsports at Cairngorm through the 2018-19 winter season and in future years.

e The Chief Executive and the Head of Business Improvement would meet the directors of CML at the
earliest opportunity to inform them of these decisions.

e  Given the seriousness and urgency of the present situation, it was also agreed to form a sub-group
of the Board to review and make recommendations for appropriate solutions that would be
considered by the full Board at the earliest opportunity.

Extract Oct 2018 Board Minute

The fact that Audit Scotland has published this redacted information suggests that HIE have been
wrong to deny it to the public and that the Information Commissioner needs to take a wider look at
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what they are trying to cover up. This is reinforced by the section of Audit Scotland’s annual report on
HIE which covers governance and includes the following (besides noting Board Meetings take place in

secret):

90. Agendas and supporting papers are not published,
Assurance Committee minutes should be available on |
of the website noted that there was a significant delay I
during 2018/19 and that RAC minutes have not been pt
2016.

91. While it is for each organisation to determine what g
we are of the view that, in the interests of enhanced op
Board and sub-committee papéers 'should be published «
they contain confidential\6¥ sensitive information.

Extract from Audit Scotland-annual ‘audit

Returning to the secret Oct 2018 Board decision, Parkswatch would not dispute that HIE were right not
to lend any further money to Cairngorm Mountain Ltd — in fact one of the things Audit Scotland needs
to look at is why HIE ever agreed to lend £4m to Natural Retreats/NAIL when NAIL was effectively
bankrupt well before HIE decided to sell CML. The following line in HIE’s accounts, however, is

relevant:

Cairngorm Mountain (Scotland) overspend (1,996) [ ie £1,996,000]

In other words in the four and a half months between buying back the business and the end of the
financial year HIE overspent £1,996,000 propping up the operation (on top of what the Scottish
Government had provided) compared to the £1,800,000 that a company which had shamelessly been
extracting money from Cairn Gorm had requested. HIE should be asked to explain that to the
Scottish Parliament.

The costs of taking Cairngorm back into public ownership
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Its been known for some time now that HIE spent £461k buying Cairngorm Mountain Ltd back from the
Administrator. Parkswatch has since then been raising questions about how HIE bought back the
company for almost twice what they sold it for (see here) when it was quite obviously in a far worse
state than when they sold it (see here for example).

Audit Scotland’s summary report highlights that four months after HIE had invested £461k, that
investment was worth almost nothing:

11. HIE invested £0.461 million by way of share capital in CMSL to fund the purchase price of the
husiness and assets of CML acquired from the administrator. This investment has been
impaired to £0.046 million in HIE's accounts to reflect HIE's valuation of its subsidiary as at 31
March 20159,

Extract from Audit Scotland report on Cairn Gorm and the funicular railway

What the summary report doesn’t say is that HIE tried to value this investment in its accounts at cost
and only reduced it by 90% after intervention by Audit Scotland

2. Valuation on investment in Cairngorm Mountain
(Scotland) Limited

HIE invested £0.401 million in shares in CMSL. The
accounts presented for audit valued this investment at c:
As CMSL made a loss in the period to 31 March 2019, w
would expect HIE's investment to be impaired as at that
date.

Extract from Audit Scotland’s report on HIE’s accounts
So that is another £400k cost to the public purse for the last financial year.

The summary report on Cairn Gorm also highlights that HIE lent its fully owned subsidiary, Cairngorm
Mountain Scotland Ltd £700k of working capital in the four months — and guess what, the value of that

12. HIE's 201819 accounts value the total ski resort, including the snow-making and snow-
spreading equipment, at £0.7 million. & loan of £0.7 million, made to CMSL to provide working
capital, has been impaired by 90 per cent in HIE's 2018/19 accounts to reflect the uncertainty
of the amount and timing of the loan repayment. HIE has also included an accounting
provision of £9.6 million to reflect its obligation to repair the funicular railway on Caimgorm
Mountain, a net debtor recoverahle from CMSL of £0.111 million for rent, insurance and other
expenses incurred on its behalf, and a creditor of £0.287 million relating to CMSL's operations
at Caimgorm Mountain.

So that’s another £630k

loss to add to the £400k purchase cost write-off as well as a future minimum liability of £9.6m to repair
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the funicular.

The next paragraphs of Audit Scotland’s report indicates some of the other costs that have contributed
to the overall loss and are not visible in the consolidated accounts:

13.  As a company wholly owned by HIE, CMSL's financial results are consolidated into HIE's
201819 group accounts. CMSL generated income of £0.243 million and expenditure of
£0.804 millicn hetween its establishment in December 2018 and 31 March 2019, an overall
deficit for the period of £0.561 million.

14. HIE spent £0.244 million during 2018/1% on professional legal and accountancy advice
associated with establishing CMSL and considering options for the future financial
sustainability of the ski resort. HIE has assessed the cost of staff time involved in responding
to the situation to date as £0.262 million. Caimgorm Mountain is considered as high risk by
HIE and is resulfing in significant capacity and resource challenges.

The operational loss — which is almost certainly made up of costs of employing staff — of £561k is not
unexpected, given the funicular is out of operation. What is staggering though is HIE spent a further
£244k on professional advice — one wonders if its the same professionals who advised HIE on their
disastrous appointment of Natural Retreats? — and £262k of staff time/responding to the crisis. In other
words the cost of managing the crisis which was of their own,creation was almost as much as that
needed to pay for frontline staff.

| have been unable to work out yet how all of this adds to the overspend of £1,966,000 on Cairn Gorm
that is reported in the Annual accounts.~ The key message though is that the cost of taking back Cairn
Gorm last year came to c£500k a month and is likely to continue as HIE has made provision, with
Scottish Government Agreement, for further overspend this year.

What else do Audit Scotland’s reports and HIE accounts tell us?

First, that HIE is trying to recover money from previous operator:

21. HIE is seeking to recover amounts due from the previous operator of Caimgorm Mountain
under guarantees. HIE has also taken action to protect its legal position as specialist
engineering investigations continue in relation to the funicular.

This is welcome news and helps confirm that Cairngorm Mountain was mismanaged by Natural
Retreats. It also, however, should form part of the basis for Audit Scotland’s further investigation into
HIE — why did they fail to enforce their contract with Natural Retreats/CML when that organisation was
so clearly breaching many of the contract terms? (see here for example).
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16. PROVISIONS AND OTHER CHARGES

£000
Opening balance as at 1 April 2017
Additions 321

Used (amounts charged against provision)

A\ _
Unused amounts reversed‘ - Ma\_e‘

Unwinding of the discousit,\oF changes in discount rate

Closing balance at 31 March 2018

£000
Opening balance as at 1 April 2018 321
Additions 4,214
Used (amounts charged against provision) -
Unused amounts reversed -
Unwinding of the discount, or changes in discount rate -
Closing balance at 31 March 2019 4,535

FiRe tax provision relates to liabilities arising from the development
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Second, tucked away in HIE’s accounts is some very revealing information — see bottom note below
chart — “THE DECISION TO REPAIR THE FUNICULAR RAILWAY”. So which secret meeting took this
decision and when? (I can find nothing about this in the unredacted part of the Board Minutes HIE has
so far been published this year (February and April'). This explains why Audit Scotland, while noting
that removal of the funicular was a potential liability, did not require HIE to note the costs of doing so in
their accounts — only the cost of repair:

3. Obligation to repair the funicular railway

The funicular railway on Cairngorm Mountain has been
non-operational since September 2018. The accounts
presented for audit did not recognise a liability for the costs
of repairing the funicular. [f the funicular is not repaired, as
owner of the Cairngorm ski resort, HIE is responsible for the
costs of removal of equipment and £ginstatement of the
mountain to its natural congitien.

Unfortunately Audit Scotland appearnto have accepted this decision and not asked for HIE to make
public the costs of removing the funicular. Perhaps the reason for this is explained by an FOI response
| received to three questions on this on 30th August:

Q1) What work HIE has undertaken on the costs of removing the funicular (whether inhouse or
commissioned)?

Response: Options appraisal work is currently ongoing, led by specialist engineers COWI, and
peer reviewed by Mott MacDonald. This includes cost estimates that will be presented to the
Scottish Government.

Q2) What the estimated cost for removal is?
Response: See answer to question 1.

Q3) and on what basis that estimated cost has been worked out (ie total or partial removal of
infrastructure, cost of applying environmental standards etc)?

Response: Were the funicular to be removed, it would be necessary to reinstate the area of the
mountain that has been affected to its natural condition. Investment in new uplift would also be
required for visitors, including skiers, to be able to access the upper slopes. The potential cost
of all these measures will be included in the options appraisal

Unless this reply provides false information, what it tells us is that HIE has NOT DONE any proper
work so far on the costs of removing the funicular. How then could James Gibb, at the meeting
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organised by the Aviemore and Glenmore Community Trust in Aviemore, claim “We have an indicative
cost of repairs which is less then the cost of removing the funicular” (see here).

Something else Audit Scotland should investigate.

Third, also tucked away in HIE’s annual report is another comment which shows their thinking has not
changed at all:

“The winter of 2018-19 proved unseasonably warm and badly affected ski centres across Scotland.
This underscored the need to increase Cairngorm’s appeal throughout the whole year, and reconfigure
the business model to be less dependent on a strong snowsports season.”

HIE has spent the last 15 or so years trying to turn Cairn Gorm into a summer based business with
visitor attractions. One wonders how much the new “tube” attractions (see here) in Coire Cas have
brought in during the recent monsoons? Artificial summer tourist attractions will never work because
Cairn Gorm is the wrong place for them, both because of the sensitive natural environment and the
weather. What's striking is that despite the funicular and Natural Retreats disasters — they were meant
to sort out the summer visitors — HIE has learned NOTHING about sustainable mountain tourism.

Fourth, their accounts reveal that “One potential source of funding,[the funicular repair] is the sale
proceeds from the sale of CfHS” — the Centre for Health Science”,.'So HIE are proposing to use the
proceeds from what by all accounts was a very successful business to prop up what appears to be the
Minister responsible, Fergus Ewing’s, pet project?

What needs to happen

The Audit Scotland reports suggest that HIE has done very little to manage costs at Cairn Gorm since
taking it over- Natural Retreats would have no doubt have axed staff if they had been given a loan.
With the funicular out of action they are having effectively paying staff for doing very little and at the
same time desperately trying to come up with alternative plans to save the business which is costing
significant amounts in consultancy and staff time. This is completely unsustainable and a radical
change of direction is required.

| have every sympathy with frontline staff but it would be a much better use of public money to give this
to local businesses in the strath who could usefully employ them. To date, those businesses have
received almost no benefit from HIE taking the mountain back into public ownership. There is also a
much wider question of why a small group of people in the strath should continue to benefit from HIE's
largesse at the expense of the rest of the Highlands.

The case for removing Cairn Gorm from HIE’s ownership and management is irresistable. So why isn’t
the Minister responsible, Fergus Ewing, instigating this? If he won't tackle the issues, Nicola Sturgeon
needs to shuffle him somewhere else.
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