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About thisreport
This report has been preparedin accordance with the responsibilitiesset out withinthe AuditScotland’s Code of AuditPractice (“theCode”).

This report is for the benefit of Orkney and Shetland Valuation Joint Board (“the VJB”) and is made available to Audit Scotland and the Controller of Audit (together “the
Beneficiaries”). This report has not been designed to be of benefit to anyone except the Beneficiaries. In preparing this report we have not taken into account the interests,
needs or circumstances of anyoneapart from the Beneficiaries,eventhoughwe may have been aware that others might read this report. We have preparedthis reportfor the
benefit of theBeneficiariesalone.

Nothingin this report constitutes an opinionon a valuationorlegal advice.

We havenot verifiedthe reliabilityor accuracy of any information obtainedin the course of our work, other than in the limitedcircumstances set out in the introductionand
responsibilities sections ofthisreport.

This report is not suitable to be relied on by any party wishing to acquire rights against KPMG LLP (other than the Beneficiaries) for any purpose or in any context. Any party
other than the Beneficiaries that obtains access to this report or a copy (under the Freedom of Information Act 2000, the Freedom of Information (Scotland) Act 2002, through a
Beneficiary’s Publication Scheme or otherwise) and chooses to rely on this report (or any part of it) does so at its own risk. To the fullest extent permitted by law, KPMG LLP
does not assumeany responsibilityand will not acceptany liabilityin respectof this report to any party other than the Beneficiaries.

Complaints

If at any time you would like to discuss with us how our services can be improved or if you have a complaint about them, you are invited to contact Michael Wilkie, who is the
engagement leader for our services to the VJB, telephone 0141 300 5890, email: michael.wilkie@kpmg.co.uk who will try to resolve your complaint. If your problem is not
resolved,you should contact Tim Cutler, either by writingto him at 1 St Peter's Square, Manchester,M2 3AE, by telephoning0161 246 4774 or email tim.cutler@kpmg.co.uk.We
will investigate any complaint promptly and do what we can to resolve the difficulties. After this, if you are still dissatisfied with how your complaint has been handled you can
refer the matterto DianeMcGiffen,AuditScotland, 4th Floor, 102 WestPort, Edinburgh,EH3 9DN.

F GRAF
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EXBCulive summeary

(udit conclusions

Our work on the financial statements of the VJB is complete. We have issued an unqualified audit opinion on the annual accounts of Orkney and Shetland
Valuation JointBoard (“the VJB”), followingtheir approval by the Orkney and Shetland Valuation Joint Board.

We identified two significant risks in the audit of the VJB, which relate to fraud risk from management override of controls and a risk of an inappropriate amountis
estimatedand recordedfor defined benefitobligations. As documented on pages 7 to 8, we have concludedsatisfactorilyin respect of the significantrisks and audit
focus areas identified in the audit strategy document.

We concur with management’s assessment that the entity prepares its financial statements on a going concern basis in line with the CIPFA code of Local
Authority Accounts 2023-24.

The annual accounts were received at the start of the audit fieldwork. We have no matters to highlight in respect of adjusted audit differences or our independence.
We have made no recommendations on our work.

Wider Scope and Best Value (11 to 14)

We have concluded the VJB to be assessed as a less complex body for Widerscope and Bestvalue.

We have concluded that the Board have adequate arrangements in place to provide the Board with financial sustainability and to achieve bestvalue.

\—
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Introduction

SCopeand responsiiities

Purpose of thisreport

The Accounts Commission has appointed KPMG LLP as auditor of Orkney and
ShetlandValuation Joint Board (“the VJB”) under part VIl of the Local Government
(Scotland) Act 1973 (“the Act”). The period of appointmentis 2022-23 to 2026-27,
inclusive.

Our annual audit report is designed to summarise our opinions and conclusions on
significant issues arising from our audit. It is addressed to both those charged with
governanceat the VJB and the Controllerof Audit. The scope and nature of our audit
are set out in our audit strategy document which was presented to the VJB.

AuditScotland’s Codeof AuditPractice ("the Code”)sets out the wider dimensions of
public sector audit which involves not only the audit of the financial statements but
also considerationofareas such as financial performance and corporategovernance.

Accountable officerresponsibilities

The Code sets out the VJB’s responsibilitiesin respect of:

+ Corporate governance;

* Financialstatementsand relatedreports;

» Standardsof conductfor preventionand detectionof fraud and error;
* Financial position;and

» BestValue

Audit status

Our auditiscomplete.
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Auditorresponsibilities

This report reflects our overallresponsibilityto carry out an auditin accordance
with our statutory responsibilities under the Act and in accordance with
International Standards on Auditing (UK) (“ISAs”) issued by the Financial
ReportingCounciland the Code. Appendixone sets out how we have met each
of the responsibilitiesset out in the Code.

Scope

An auditof the financial statementsis not designedto identifyall matters that
may be relevantto those charged withgovernance.

Weaknesses or risks identified are only those which have come to our attention
during our normal audit work in accordance with the Code, and may not be all
that exist.

Communication by auditors of matters arising from the audit of the financial
statements or of risks or weaknesses does not absolve management from its
responsibilityto address the issuesraised and to maintainan adequatesystem
of control.

Under the requirements of ISA 260 Communication with those charged with
governance, we are required to communicate audit matters arising from the
audit of financial statementsto those charged with governanceof anentity.

This report to those charged with governance and our presentation to the
Board, together with previous reports to the Board, throughout the year,
dischargesthe requirementsof ISA 260.
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Financial statements andaccounting

AU Conclusions

Our work on the financial statements of the VJB is complete. Weissued an unqualifiedopinion on the truth and fairess of the state of the VJB'’s affairs as
at 31 March 2024, and the result for the year then ended.

There are no matters identified on which we are requiredto report by exception.

Financial reporting framework, legislation andother reportingrequirements

The VJB is requiredto prepareits annual accounts in accordance with International Financial Reporting Standards, as interpreted and adapted by the Code of Practice
on Local Authority Accountingin the United Kingdom 2023-24 and in accordance with the Local Authority Accounts (Scotland) Regulations 2014. Our audit confirmed
that the financial statements have been preparedin accordance with the CIPFA Code and relevant legislation.

Statutoryreports

We have not identified any circumstances to notify the Controllerof Auditthat indicate a statutory report may be required.

Othercommunications

We did not encounterany significant difficulties during the audit. There were no other significant matters arising from the audit that were discussed, or subject to
correspondencewith managementthat have not been included within this report. There are no other matters arising from the audit, that, in our professionaljudgement, are

significantto the oversightof the financialreportingprocess.

Audit misstatements

Please refer Appendix 4.

Writtenrepresentations

Ourrepresentationletter did not include any additional representations to those that are standard as requiredfor our audit.

F GRAF
FIrING
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Financial statements andaccounting

Materalty and summary ofrisk areas

Materiality

We summarised our approach to materiality in our audit strategy document. On
receipt of the financial statements and following completion of audit testing we
reviewed our materiality levels and concluded that the level of materiality set at
planning needs to beadjusted.

We used a materiality of £27,000 for the VJB'’s financial statements. This equates to
approximately 2.74% of gross expenditure. We designed our procedures to detect

errors in specific accounts at a lower level of precision than our materiality. For the

VJB, our performance materiality was £20,000. We report all misstatements greater
than£1,350.

Forming our opinions andconclusions
In gatheringthe evidencefor the aboveopinions and conclusionswe:

» performed substantive proceduresto ensure that key risks to the annualaccounts
have beencovered;

* reviewedinternalaudit reports as issued to the Board to ensure all key risk areas
which may be viewed to have an impact on the annual accounts had been
considered;

* reviewed estimatesand accounting judgmentsmade by managementand
considered thesefor appropriateness;

» considered the potential effect of fraud on the annual accounts through
discussions with senior management and internal audit to gain a better
understandingof the work performedin relationto the preventionand detectionof
fraud; and

» attendedBoard meetings to communicate our findingsto those charged with
governance, and to update our understanding of the key governance
processes.

F GRAF
FIrING

Financial statements preparation

Draft financial statements were published online in line with Section 195 of Local
Government (Scotland) Act 1973, this included the management commentary and
annual governance statement. In advance of our audit fieldwork we issued a
‘prepared by management’ request setting out a list of required analyses and
supportingdocumentation.We receivedworkingpapers of good quality,and signed
completedraft financial statementswere provided.

We recognise the significant efforts of the finance team given the ongoing pressures to
deliver a set of accounts with no identified misstatements to us in accordance with the
normal timeframes.

Significantrisksand other focus areasin relationto the audit of the financial
statements

We summarisebelow the risks of material misstatementas reportedwithin the audit
strategydocument.

Significantrisks (pages 7 to 8 of thisreport):

* management override of controls (fraudrisk).

» Fraudulent revenue recognition(rebutted)

+ Estimated liability for defined benefitobligation

Otherfocus areas (page 12of thisreport):

+ financial sustainabilityand reserves (also a widerscope area).

Widerscope areas (pages11to 14).
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Financial statements and accounting

SIGNMNCANLIISKS

Significantrisk

Fraudrisk frommanagement
override of controls

Professional standards require us to

communicate the fraud risk from

managementoverride of controls asa

significant risk; as management is
typically in a unique position to

perpetrate fraud because of itsability

to manipulate accounting records
and prepare fraudulent financial

statements by overriding controlsthat

otherwise appear to be operating
effectively.

Our Response

— Our audit methodology incorporates the risk of management override as a default
significant risk. In line with our methodology, we evaluated the design and
implementationof the controlsin place for the approval of manual journals posted to
the general ledger to ensure that they are appropriate.

— We analyse all journals through the year and focus our testing on those with a
higher risk, such as journals impacting revenue or expenditure recognition around
year-end, or journals linked to our other recognised significant risks.

— We assessthe appropriateness of changes compared to the prior year to the
methods and underlying assumptions used to prepare accounting estimates.

— We review he appropriateness of the accounting for significanttransactions that
are outside the Board’s normal course of business, or are otherwise unusual.

— We assess the controls in place for the identification of related party relationships

and test the completeness of the related parties identified. We will verify that these
have been appropriately disclosed within thefinancial statements.

Audit conclusion

Our work did not identify any
instances of override of control,or
mattersthat requiredadjustmentin
the annual accounts or which
require to be broughtto attention.

Fraud risk from income
revenue recognition and
expenditure (rebutted)

Under ISA 240 there is a
presumed risk that income may
be misstated due to improper
recognition of income. This
requirement is modified by
Practice Note 10, issued by the
FRC, which states that auditors
should also considertheriskthat
material misstatements may
occur by the manipulation of
expenditure recognition.

— We consider that the Board’s significant income streams, which include funding
requisitionsfrom both Island Councils. These are agreed in advance of the financial
year, with any changes arising from changes in need, requiring approval from each
body. There is no estimation or judgementin recognising this stream of income and
we do not regard the risk of fraud to besignificant.

— The Board works with both Island Councils in order to deliver services delegated by
the Board. The Board makes these decisions based on its budget agreed in
advance of the financial year. There is no estimation or judgement in recognising
expenditureto these bodies, and we do not regard the risk of fraud to besignificant.

We have rebuttedthe fraud risk from
income revenue and expenditure
recognition in the financial
statements.

We have notidentifiedany issues of
fraudulent income or expenditure
recognition in theaccounts.

F GRAF
FIrING
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Financial statements and accounting

SIININCANLTISKS

Significantrisk

Risk: An inappropriate amount is estimated and recorded for the
defined benefitobligation

The valuation of the Local Government Pension Scheme (Shetland
Pension Fund) relies on a number of assumptions, most notably around
the actuarial assumptions, and actuarial methodology which results in
the Board’s overallvaluation.

There are financial assumptions and demographic assumptions used in
the calculation of the Board’s valuation, such as the discount rate,
inflation rates, mortality rates etc. The assumptions should also reflect
the profile of the participating members, and should be based on
appropriate data. The basis of the assumptions should be derived on a
consistentbasis year to year, or updated to reflect anychanges.

There is a risk that the assumptions and methodology used in the
valuation of the Board’s pension obligation are not reasonable. This
could have a material impact on the net pension liability accounted for
in the financialstatements.

We do not consider there to be a significant level of estimation
uncertainty over the valuation of the LGPS assets in year end valuation
on the basis that this calculation is completed using an appropriate rol
forward method. As a result procedures performed over this element of
the valuation are not detailed in ourauditplan.

Our Response

Controldesign:

We have evaluated the design and implementation of
controls over the management’s review of assumptions, to
calculate the pensionobligation.
Benchmarkingassumptions:

We have challenged, with the support of our own actuarial
specialists, the key assumptions applied, being: the
discount rate; inflation rate; and mortality/life expectancy
against externally deriveddata.

We have evaluated the competency,
objectivity of managementspecialist.

capability and

We have challenged the rate of increase in pensionable
salaries assumption, by comparing it to other evidence
such as business and transformation plans and our
understanding of Governmentand staff expectations.

Assessingtransparency:

We have considered the adequacy of the disclosures in
respect of the sensitivity of the liabilities to these
assumptions.

We have assessed if the disclosures within the financial
statements are in accordance with the 2023-24 Code’s
requirements.

Audit conclusion

We have concluded that the
assumptions that the Actuaryof
the Pension Fund has usedare
balanced (See Page10).

We have identified itemsinthe
Actuary report which were not
in line with the actual values
leading to an adjusted
misstatement (appendixfour).

The disclosures in the financial
statements are complete andin
line with the CIPFA code. We
have concluded that the
estimated and recordeddefined
benefit obligation is fairlystated
and appropriately disclosed in
the financial statements.

Management do not have a
management review controlfor
assessing and challenging the
Actuarial assumptions, whichis
recommend however
management are comfortable
with the current arrangement
and we understand the
rationale.

We set out above the significant risks identified in the audit, together with our conclusion. The audit opinion within the annual accounts includes a reference to the most
significant assessed risks of material misstatement, which is the significant risk included in this annual audit report. This annual audit report does not constitute our audit

opinion;the opinionis included within the annual accounts.

F GRAF
FIrING
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Financial statements andaccounting

Management reportingin financialstatements

Report Summaryobservations Audit conclusion
Managementcommentary The Local Authority Accounts (Scotland) Regulations 2014 require The informationcontainedwithin the managementcommentaryis
the inclusion of a management commentary within the annual consistent with theannualaccounts.

accounts, similar to the Companies Act requirements for listed
entity financial statements. The requirementsare outlinedin the
Local Governmentfinance circular5/2015.

We reviewed the contents of the managementcommentary
against the guidance contained in the Local Government
finance circular 5/2015 and are content with the proposed
We arerequiredto read the managementcommentaryand report.

express an opinion as to whether it is consistent with the
information provided in theannualaccounts.

We alsoreviewthe contents of the managementcommentary
against the guidance contained in the CIPFA disclosure
checklist VJBaccounts.

Remunerationreport The remuneration report was included within the unaudited The information contained within the remunerationreport is
annualaccounts and supportingreports and workingpapers consistent with the underlying records and theannual
were provided. accounts and all required disclosures have been made in line

with the 2014 regulations.

Our independentauditor’sreport confirmsthat the part of the
remuneration report subject to audit has been properly

prepared.
Annual governancestatement | The statementfor 2023/24 outlinesthe corporategovernance and We consider the governance framework and revised annual
risk managementarrangementsin operationin the financial year. governance statement to be appropriate for the VJB and that it is
It provides detail on the VJB’s governance framework, review of in accordance with guidance and reflects our understanding ofthe
effectiveness, continuousimprovementagenda,and analysesthe VJB.

efficiencyand effectivenessof these elements of the framework. We were satisfied with the proposeddisclosureoverthe

We consider the annual governance statement to ensure that| governancearrangements.
management’s disclosure is consistent with the annual accounts, and
that management have disclosed that which is required under the
delivering good governance inlocalgovernmentframework.

F GRAF
FIrING
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Financial statements andaccounting

Jualitative aspects and futredevelopments

Levelofprudence 0 9 @
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Qualitativeaspects

ISA 260 requires us to report to those charged with governance our views about significant qualitative aspects of the VJB ’s accounting practices, including accounting
policies, accounting estimates and financial statement disclosures. We consider the accounting policies adopted by the Council to be appropriate. There are no
significant accounting practices which depart from what is acceptable under IFRS or the CIPFA Code. We considered the level of prudence within key estimates in the
2023-24 financial statements and accounting estimates. We set out our view below:

Subjectiveareas 2023-24 Commentary

Pension 3} For defined benefit obligations, the estimate is calculated under IAS 19 (as calculated by the Board's actuary, Hymans Robertson,
assumptions using agreed financial assumptions). We found the assumptions and accounting for pensions to be appropriate. We consider that
Netliability: the discount rate used (4.8%) to be balanced, the CPI inflation assumption (2.80%) to be balanced, and mortality — future
£310,000 (2022-23 improvements (CMI 2022 projections model, 1.5% long-term trend rate for males/females) to be cautious. Salary inflation
£43,000) assumptions are in line with Council expectations. We consider that the return on pension assets assumptions to be appropriate.

Overall we consider pension assumptions to be balanced.

Future accounting andaudit developments

IFRS 16 adoptionhas been deferred until 01/04/2024 unless bodies want to introduce earlier.
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Wider scope and BestValue

Audit dimensions INtroduction andconciusions

Wider Scope Approach

The Code of Audit Practice sets out four audit dimensions which, alongside Best Value in the local government sector, set a common framework for all the audit work
conducted for the Controller of Audit and for the Accounts Commission. These include financial sustainability; financial management; vision, leadership and governance; and
use of resources to improveoutcomes.

It remains the responsibility of the audited body to ensure that it has proper arrangements across each of these audit dimensions. These arrangements should be appropriate
to the nature of the audited body and the services and functions that it has been created to deliver. We review and come to a conclusion on these proper arrangements.

AQA specifies in supplementary guidance that a body with gross income, expenditure, assets and liabilities less than £10.2 million is likely to be a Less Complex Body
unless:

« the auditor identifies any wider scope risks beyond financialsustainability

» AQA advises that, despite its size, the body is of strategicimportance

« the body is subject to significantpublicscrutiny

« the body requests a full wider scope audit

* a statutory report was prepared in 2022/23 related to widerscopeissues.

The Auditor General or the Accounts Commission permits an alternative audit approach where an audited body is less complex owing to its size and its limited financial
activity. Based on the consideration of the quantitative and qualitative criteria we have assessed the entity to be less complex, therefore applying reduced scope as required
by the code.

As part of our 2022/23 audit, due to a number of significant issues identified in 2020/21 audit report, the Controller of Audit reported to the Accounts Commission in March
2022 under section 102(1) of the Local Government (Scotland) Act 1973 which drew the Commission’s attention to the issues relating to governance, we concluded that it is
appropriate to apply expanded wider scope requirements to specifically follow-up on the outstanding recommendations.

Our work therefore covered financial sustainability, review of annual governance statement and follow-up of recommendations relating to governance. As a result of this we
identified that work was ongoing in relation to one of the recommendations from 2021/22 audit which was noted as a recommendation in our annual audit report relating to
2022/23.

Based on above our 2023/24 work therefore covers financial sustainability, review of annual governance statement and follow-up of recommendations from the previous
years.

During our work we considered the work carried out by other scrutiny bodies to ensure our work meets the proportionate and integrated principles contained within the Code
of Audit Practice.

DocumentClassification:KPMGConfidential
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Wider scope and BestValue

rinancial sustananiity

Financial sustainability looks forward to the medium and longer term to
consider whether the VJB is planning effectively to continue to deliverits
services.

Budgetsetting

The 2023/24 budget of £1,032,200 was approved by the Board on 2 March 2023.
Net expenditure chargeable to the Board of £1,003,262 represents an underspend
of £28,938 or 2.8% relative to the budget.

We noted that Board was provided and consideredregular reports on progress
againstthe budget clearly setting out the variances and proposed actions.

The 2024/25 budget of £1,012,500 was approved by the Board on 7 March 2024
representing an 2% decrease as compared to the 2023/24 budget. The key
assumption underpinning the budgetincludethefollowing:

« Staff Costs include a 6.5% increase to reflect the 2023/24 pay settlementaward
and an allowance of 2% for2024/25.

» Staff Costs also include a savingin pension contributions, with the rate falling from
36% in 2023/24 to 27.7% in2024/25.

» Property Costs have been increased by £5,000 to represent the newcommitment
to business rates as a result of NDR revaluations and lowering of rates relief
thresholds. Other property costs are inflated by a factor of 15%, which again for
2024/25 is to cover the additional energy costs.

» Apportioned Costs include an inflation factor of 7% to match the allowance for the
pay award.

» All other costs are inflated by a factor of 3% in an attempt to coverincreased cost
pressures across all budgetareas.

F GRAF
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Budgetsettingcontinued

We noted that the ongoing inflationary pressures and negotiationson public sector pay
continue to be the main driving factors in relation to the budget setting process with
81% of the budget relating to staffcost.

Based on the above, we are satisfied that the financial balance is achievedin the short
term.

GoingConcern

The annual accounts are prepared on a going concern basis. While the annual
accounts demonstratethat the entity is in a net liability position and is reliant on others
for the financial resources needed to cover its operating costs, the going concern
conceptis met by the legal framework surrounding the Board.

This obliges the two local authorities to make availablethe resourcesthat are
requisitioned from them by the Board.

12
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Wider scope and BestValue

Financial sustanabiitylcontinued)

Financial sustainability

The Board had developeda Medium Term Financial Plan (MTFP) in an attemptto look
beyondthe single year budgetin the previousyear. This has been rolled forward in the
current year and to 2026/27 including projections for 10 year long term forecast to
2033/34.This was presentedto the Board in the meetingdated 20th June 2024.

The financial plan undertakes some sensitivity analysis to provide a picture of best
case, worst case and likely case in terms of financial projections. This allows the Board
to see the risk associated with the range of variables within the financial
issues/pressuresidentified.

The plan also seeks to provide a longer term projection of the Board’s future budget
position for the next ten years. This will allow longer term risks and issues to be
identified. Althoughit is clear that the further away from the currentdate that projections
go the less certain the projections become, they will nevertheless allow the Board to
consider longerterm views andoptions.

Key assumptions underlyingthe plans and longerterm forecasts are asfollows:

+ No further budget changes/ burdens / efficiencies have been included for
2025/26 onwards at thisstage

- It is assumed that general inflationary pressures will be contained wherever
possible through the generation of efficiency savings within the financial envelope
of the Boards revenuebudget, notingthat 81% of the budgetis staff costs.

- ltis further assumed that constituent council’s will continue to support the Board
financially through the annual requisition mechanism to manage the full financial
implications associated with the revised pay and grading model that was
implemented in 2021, includingincrementaldraft and career progression

The plan notes that with many activitiesbeing statutoryrequirementswith mandatory
timetablesfor completion, and with approximately 81% of the Board’s expenditure
being on staff costs, it is considered that any savings of significancewould require
reductions in staffing levels. This may lead to failure to meet demand, loss of
experience as well as failureto fulfil statutory duties.

F GRAF
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We note that the inflation rate for 2024/25 and beyond,in most likely scenario, has
been assumed as 2%. The medium term financial plan further carries out scenario
analysis based on a range of inflationrates.

A key assumption in relation to containment of the inflationary pressure through
generation of efficiency savings is premised on the reduction of staff levels which
may have an adverseeffecton the provisionof services.

We note that the plan identities a funding gap over the three-year period 2024/25to
2026/27 of £65k based on a most “Likely Case” scenario as well as a larger gap over
the 10 year longer term forecast period and notes that the MTFP will provide a
practical framework within which choices can be identified, debated and approved.
However we have not seen any quantified plans being put in place to bridge this
gap. Prior year recommendation.

Conclusion

The 2024-25budgetwas set in March 2024 with staff cost being the main
expense category.

The entity’s latest accountsare prepared on a goingconcernbasis.

Financial balance is achievedin the shortterm.

The entity has rolled forward the mediumterm financial plan in the currentyear
including forward looking forecastto 2033/34. A key assumption underlying he
future forecasts is the ability to reduce staffing levels which may have an

adverseeffect on the servicesbeing provided.

DocumentClassification:KPMGConfidential
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Wider scope andBest Value

jestvalue

Local governmentbodies have a duty under the Local Governmentin Scotland
Act 2003 to make arrangements which secure Best Value. Best Value is
continuousimprovementin the performance of the body’s functions.

Auditors are required to consider and to be satisfied that bodies have made proper
arrangements to secure Best Value. Workis requiredto be undertakenin a way that it
is proportionateto the size and type of the body.

Auditorsshould considerhow the body demonstratesthat it is meetingits Best Value
responsibilities, and report on the body’s own arrangements for doing this in the
Annual AuditReport.

In the case of Less Complex Bodies, auditorsshould consider how the work carried
out on areas such as financial sustainability will also meet the Best Value
responsibilities.

We have includedour considerationand reporting of the same throughoutthis report.

F GRAF
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We further noted that best value progress report and performancereport are presented to
the Board for consideration. The latest reports relating to 2023/24 were presented at the
Board meetingdated 20 June 2024. The purpose of the reports are as follows

Best value performancereport

To presentto the Board, the annual performancerelated targetsand outcomes in relationto
the statutoryvaluationfunction.

Best value progressreport

To present a progress update, as required by the Board’sBest ValueRegime

We noted that the above informationis made available on the website as part of Board
minutes.

Conclusion

The VJB has implemented appropriatearrangementsto secure Best Value.

14
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Appendix one

Apponted auditor s responsiniities

APPOINTED AUDITOR’S RESPONSIBILTIES

HOW WE HAVE MET OURRESPONSIBILITIES

Statutoryduties

Undertakestatutory duties, and comply with professionalengagementand ethical
standards.

Appendix two outlines our approach toindependence.

Financialstatements
and relatedreports

Providean opinionon auditedbodies’ financial statements and, where appropriate,
the regularity oftransactions.

Reviewand report on, as appropriate, otherinformation such as annualgovernance
statements, managementcommentaries, and remunerationreport.

Page 5 summarises the opinionwe expect to provide.

Page 9 reports on the otherinformationcontained
in the financial statements, covering the annual
governance statement, managementcommentary
and remunerationreport

Financialstatements
and relatedreports

Notify the AuditorGeneral or Controllerof Auditwhen circumstancesindicate that
a statutory report may berequired.

Reviewed and concluded on the effectivenessand
appropriateness of arrangements and systems of
internal control, includingrisk management, internal
audit,financial, operationaland compliance controls.

Wider auditdimensions

Demonstrate compliance with the wider publicaudit scope by reviewingand providing
judgements and conclusions on the auditedbodies’:

- Effectiveness in the use of publicmoneyandassets;
- Suitabilityand effectivenessof corporategovernance arrangements;

- Financial position and arrangementsfor securing financial managementand
sustainability;

- Effectiveness of arrangementsto achieve best value;and

We have carried out a risk assessment of the
Board against the less complex wider scope
guidance - Page 11. We have concluded thatthe
less complex approach is appropriate for the VJB
in 2023-24 and we have concluded on pages (12
to 14) on the arrangements in place.

F GRAF
FIrING
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Appendix two

Audifor indepenaence

Assessmentof our objectivityand independenceas auditor of
Orkney and Shetland Valuation Joint Board (“theVJB”)

Professionalethical standards require us to provideto you at the conclusion of
the audit a written disclosure of relationships (including the provision of non-
audit services) that bear on KPMG LLP’s objectivity and independence, the
threats to KPMG LLP’s independence that these create, any safeguards that
have been put in place and why they address such threats, together with any
other information necessary to enable KPMG LLP’s objectivity and
independence to beassessed.

This letter is intended to comply with this requirement and facilitate a
subsequentdiscussionwith you on auditindependenceand addresses:

— Generalprocedures to safeguard independenceandobjectivity;

- Independenceand objectivityconsiderationsrelatingto the provisionof non-
audit services;and

- Independenceand objectivityconsiderationsrelatingto othermatters.

General proceduresto safeguardindependence and objectivity

KPMG LLP is committed to being and being seen to be independent. As part of
our ethics and independence policies, all KPMG LLP partners and staff annually.

confirm their compliance with our ethics and independence policies and
proceduresincludingin particularthat they have no prohibitedshareholdings. Our
ethics and independence policies and procedures are fully consistent with the
requirements of the FRC Ethical Standard. As a result we have underlying
safeguards in place to maintainindependencethrough:

- Instillingprofessionalvalues

- Communications

- Internalaccountability

- Riskmanagement

- Independentreviews.

We are satisfiedthat our generalprocedures supportourindependenceand

objectivity

F GRAF
FIrING

Independence and objectivity considerations relating to the provision of non- audit
services

Summary offees

Audit Scotland has completed a review of funding and fee setting arrangements for 2023-24. An
expected fee is calculated by Audit Scotland to each entity within its remit. This expected fee is
made up of fourelements:

— Auditorremuneration (** average of Tendervalues)
— Audit Scotland Pooledcosts
— AuditScotland Audit SupportCosts

— Audit Scotland sectoral capadjustment

Entity 2023/24 2022/23
Auditor Remuneration** £20,790 £19,610
Pooled Costs £760 £
PABV Contribution £ £
Audit SupportCosts £ £740)
Sectoral Cap Adjustment -£12,220 -£11,550
TOTAL AUDIT FEES (Incl VAT) £9,330 £8,800

There were no non-auditservicesprovidedduring the year to 31 March 2024.

Independenceand objectivity considerations relatingto other matters

Thereare no other matters that, in our professionaljudgment,bear on our
independencewhichneed to be disclosedto the VJB.

Confirmation of auditindependence

We confirm that as of the date of this letter, in our professional judgment, KPMG LLP is
independentwithinthe meaning of regulatoryand professional requirementsand the objectivity
of the partnerand audit staff is notimpaired.

Thisreportis intendedsolely for the informationof the VJB and should not be used for any other
purposes.

We would be very happy to discussthe matters identifiedabove (or any other matters relatingto
our objectivityand independence)should you wish to doso.

Yoursfaithfully,

KPMG LLP
17
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Appendix three

Required communications with the VJB

Type Response Tye Response
Our @ We have not requested any specific Significant No significant difficultieswere encountered
management representations in addition to those areas difficulties during the audit.

representation
letter

Adjustedaudit
differences

Unadjusted audit

differences

Relatedparties

Othermatters
warranting
attention by
the VJB

Control
Deficiencies

Actual or
suspected
fraud, non-
compliance
with lawsand
regulations or
illegalacts

normally covered by our standardrepresentation
letterfor the yearended 31 March 2024.

Page 19 of thisreport

There are no unadjusted audit differences.

There were no significantmatters thatarose

during the audit in connection withthe
entity’srelatedparties.

There were no matters to reportarising
from the audit that, in ourprofessional
judgment, are significant to the
oversight of the financial reporting
process.

Modificationsto
auditor’sreport

Disagreements

with

management or
scope limitations

Other
information

Breaches of

@ There are no expectedmodificationsto the
auditor’'sreport.

The engagement team had no
@ disagreementswith managementandno

scope limitations were imposedby
managementduring the audit.

No material inconsistencies were identifiedrelated
to other information in the annual report,
management commentary and annual
governance statement.

The management commentary is fair,balanced
and comprehensive,and complieswith the law.

@ No matters to report. The engagement team

, " i independence have complied with relevantethicalrequirements
@ We have not |dent|f|eq any |ntern.al regardingindependence.
control weakness during our auditto . )
date.Management retains the ACCOl_mtlng Over the course of our audit, we have
responsibility for maintaining an practices evaluated the appropriateness of the V.JB's
effective system ofinternalControl. accountingpolicies, accountingestimatesand
financialstatementdisclosures. In general,we
believe these areappropriate.
No actual or suspected fraud involvin . . .
group or compo:ent management g Key audit @ The key audit matters (summarised on Page 5)
@ employees with significant roles in :}::;tj;ssed o from the audit were discussed with management.
internal control,orwhere fraud resultsin i
. . . ) : subject to
a material misstatement in the financial
- e . correspondence
statements were identified duringthe with
audit. management
© 2024 KPMG LLP,a UK limitedliability companyand a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG 18
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Appendix four

AUCITDITTerences

Under UK auditing standards (ISA (UK) 260) we are required to provide the VJB with a summary of unadjusted audit differences (including disclosure misstatements) identified during the
course of our audit, other than those which are ‘clearly trivial’, which are not reflected in the financial statements.

No unadjusted audit differences to report based on work performed.
Under UK auditing standards (ISA (UK) 260) we are required to provide the VJB with a summary of adjusted audit differences (including disclosures) identified during the course of our audit. The
adjustments below have been included in the financial statements.

Below adjusted audit differences to report based on work performed.

1. Valuation for OSJVB'’s pension assets and liabilities were overstated by £71k. This was mainly because fund actuary used estimated benefits while valuing the assets and liabilities. We were
able to confirm the actual benefits post year end from the fund administrator.
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Appendix five

REcommendations - prior year folowup

Priority rating forrecommendations

@ |Priority one: issues that are fundamental and Priority two: issues that have an important © |Priority three: issues that would, ifcorrected,
material to your system of internal control. We effect on internal controls but do not need improve the internal control in general but arenot
believe that these issues might mean that youdo immediate action. You may still meet a system vital to the overall system. These are generally
not meet a system objective orreduce(mitigate) objective in full or in part or reduce (mitigate) a issues of best practice that we feel would benefit
arisk. risk adequately but the weaknessremains inthe you if you introducedthem.

system.

The table below summariessthe outstanding recommendationsfromprioryears.

We have provideda summary of progress against ‘in progress’ actions below, and their current progress.

Grade Finding(s) andrisk(s) Management update 2022/23 Management update 2023/24
Governance and Transparency

The VJB should review its internal governance Management response:

documents, ensuring that its Constitution is The Board has agreed revised Standing Orders at its meeting ~ Completed - The Board had agreed revised

appropriately tailored and up to date, and supported on 30 June 2022 and a Scheme of Delegation at its meeting Standing Orders at its meeting on 30 June 2022

by VJB-specific Financial Regulations, Contract in December 2022. The Board formally adopted OIC'’s and a Schemeof Delegation at its meeting in

Standing Orders and other governance documentsas Financial Regulations and Contract Standing Orders as an December2022.

appropriate. interim measure. The Board formally adopted OIC’s Financial
Tailored Financial Regulations and Contract Standing Orders ~ Regulations and Contract Standing Orders as an
will now be developed with a target of 31 December 2023. interim measure.
This action remains ongoing. Tailored Financial Regulations and Contract

Standing Orders have been approved by the

Responsible officer: Karen Greaves ]
Board in June 2024.

Implementation date: 31 December
2023

spRAr: 20
FIrING
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Appendix five

REcommendations - prior year iolowup

We have provideda summary of progress against‘in progress’ actions below, and their current progress.

Grade Finding(s) andrisk(s)
Financial Sustainability

Management update 2022/23

Update 2023/24

We note that the plan identities a funding gap over the three-year period 2023/24 to 2025/26
of £42k based on a most “Likely Case” scenario as well as a larger gap over the 10 year
longer term forecast period and notes that the MTFP will provide a practicalframeworkwithin
which choices can be identified, debated and approved. However we have not seen any
quantified plans being put in place to bridge thisgap.

2023/24 update

We note that the plan identities a funding gap over the three-year period 2024/25 to
2026/27 of £65k based on a most “Likely Case” scenario as well as a larger gap over the 10
year longer term forecast period and notes that the MTFP will provide a practical framework
within which choices can be identified, debated and approved. However we have not seen
any quantified plans being put in place to bridge this gap.

Management response:

This will be considered when reviewing
the MTFP for 2024 budget setting

Responsible officer:

Robert Eunson
Implementation date:
1 April2024

Completed - The updated MTFS has removed the
previous wording, and acknowledges that there are
very limited actions which can be taken by Officers
or the Board to bridge the gap and continue to
deliver the service. No additional plans are being
considered.

@® We note that the inflation rate for 2024/25 and beyond has been assumed as 2% which is
not in line with the currentinflationrate

Management réponse:

At the time of preparing the MTFP
forecast inflationary  figures  were
predicting inflation returning to
government policy levels.

Appropriate rates will continue to be
applied when preparing forecasts.
Responsible officer:

Erik Knight

Implementation date:

1 April 2024

Completed - Sensitivity analysis, carried ouf
based on a range of inflationary rates, has been
incorporated in the latest update to the medium
term financial plan.

F GRAF
FIrING

DocumentClassification:KPMGConfidential
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Appendix six

ISA (UK) 240 Revised: changes embedded in ourpractices

Ongoingimpact of the revisions to ISA (UK)
240

ISA (UK) 240 (revised May 2021, effective for
periods commencing on or after 15 December
2021) The auditor’s responsibilities relating to
fraud in an audit of financial statements
included revisions introduced to clarify the
auditor’s obligations with respect to fraud and
enhance the quality of audit work performed in
this area. These changes are embedded intoour
practices and we will continue to maintain an
increased focus on applying professional
scepticism in our audit approach and to plan and
perform the audit in a manner that is not biased
towards obtaining evidence that may be
corroborative, or towards excluding evidence
that may be contradictory.

We will communicate, unless prohibited by law or
regulation, with those charged with governance
any matters related to fraud that are, in our
judgment, relevant to their responsibilities. In
doing so, we will consider the matters, if any, to
communicate regarding management’s process
for identifying and responding to the risks of
fraud in the entity and our assessment of the
risks of material misstatement due tofraud.

Matters related to fraud that are, in our judgement, relevant to the responsibilities of Those Charged with Governance

Our assessment of the risks of material misstatement due to fraud may be found on page 7. We also considered the following matters required by ISA
(UK) 240 (revised May 2021, effective for periods commencing on or after 15 December 2021) The auditor’s responsibilities relating to fraud in an
audit of financial statements, to communicate regarding management’s process for identifying and responding to the risks of fraud in the entity and
our assessmentof the risks of material misstatementdue to fraud:

« Concerns about the nature, extent and frequency of management’s assessments of the controls in place to prevent and detect fraud and of the
risk that the financial statements maybe misstated.

» A failure by management to address appropriately the identified significant deficiencies in internal control, or to respond appropriately to an identified
fraud.

»  Our evaluation of the entity’s control environment, including questions regarding the competence and integrity of management.

» Actions by management that may be indicative of fraudulent financial reporting, such as management’s selection and application of
accounting policies that may be indicative of management’s effort to manage earnings in order to deceive financial statement users by
influencing their perceptions as to the entity’s performance and profitability.

» Concerns about the adequacy and completeness of the authorization of transactions that appear to be outside the normal course of business.

Based on our assessment, we have no matters to report to Those Charged with Governance.

© 2024 KPMG LLP, a UK limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG 22
International”), a Swiss entity. All rightsreserved.



Appendix seven

ISA (UK) 315 Revised: changes embedded in ourpractices

Summary

In the prior period, ISA (UK) 315 Revised
“Identifying and assessing the risks of material
misstatement” was introduced and incorporated
significant changes from the previous versionof
the ISA.

These were introduced to achieve a more
rigorous risk identification and assessment
process and thereby promote more specificity in
the response to the identified risks. The revised
ISA was effective for periods commencing on or
after 15 December2021.

The revised standard expanded on conceptsin
the existing standards but also introduced new
risk assessment process requirements — the
changes had a significant impact on our audit
methodology and therefore auditapproach.

Whatimpact did the revisionhave on
audited entities?

With the changes in the environment, including
financial reporting frameworks becoming more
complex, technology being used to a greater
extent and entities (and their governance
structures) becoming more complicated,
standard setters recognised that audits needto
have a more robust and comprehensive risk
identification and assessmentmechanism.

The changes result in additional audit awareness
and therefore clear and impactful communication
to those charged with governance in relationto
(i) promoting consistency in effective risk
identification and assessment, (ii) modernising
the standard by increasing the focus on IT (iii)
enhancing the standard’s scalability through a
principle based approach, and (iv) focusing
auditor attention on exercising professional
scepticism throughout risk assessment
procedures.

Implementing year 1 findings intothe
subsequent auditplan

Entering the second year of the standard, the
auditors will have demonstrated, and
communicated their enhanced insight into their
understanding of your wider control environment,
notably within the area of IT.

In year 2 the audit team will apply theirenhanced
learning and insight into providing a targeted
audit approach reflective of the specific
scenarios of each entity’saudit.

A key area of focus for the auditor will be
understanding how the entity responded to the
observations communicated to those charged
with governance in the priorperiod.

Where an entity has responded to those
observations a re-evaluation of the control
environment will establish if the responses by
entity management have been proportionate and
successful in theirimplementation.

Where no response to the observations has
been applied by entity, or the auditor deemsthe
remediation has not been effective, the audit

What will this mean for our on-going audits?

To meet the on-going requirements of the
standard, auditors will each year continue to
focus on risk assessment process, including the
detailed consideration of the ITenvironment.

Subsequent year auditor observations on
whether entity actions to address any control
observations are proportionate and have been
successfully implemented will represent an on-
going audit deliverable.

Each year the impact of the on-going standard
on your audit will be dependent on a
combination of prior period observations,
changes in the entity control environment and
developments during the period. This on-going
focus is likely to result in the continuation of
enhanced risk assessment procedures and
appropriate involvement of technical specialists
(particularly IT Audit professionals)in ouraudits
which will, in turn, influence auditor

. remuneration.
team will understand the context and respond emuneratio
with proportionate application of professional
scepticism in planning and performance of the
subsequent audit procedures.
© 2024 KPMG LLP, a UK limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG 23
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Appendix eight

KPMG's Audit quality framework

Audit quality is at the core of everything we do at KPMG and we believe that it is not just about reaching the right opinion, but how we reach that opinion.

To ensure that every engagement lead and employee concentrates on the fundamental skills and behaviours required to deliver an appropriate and independent opinion, we have developed our global
Audit Cuality Framework. Responsibility for guality starts at the top through cur govemnance structures as the UK Board is supported by the Audit Oversight Commitiee, and accountability is reinforced

through the complete chain of command in all cur feams.

B Commitment to continuous improvement

Comprehensive effective monitoring processes

B Association with the right entities

Select clients within risk tolerance

Significant investment in technology to achieve consistency and b 1 = Manage audit responses to risk

Association = Robust chent and engagement accaptance and continuance
with the processes

right entities

enhance audits
Obtain feedback from key stakeholders

Ewaluate and appropriately respond to feedback and findings

B Performance of effective & efficient audits
Professional judgement and scepticism
Direction, supervision and review

Ongeing mentorng and on the job coaching, including the
second line of defence model

Critical assessment of audit evidence
Appropriately supported and docurmented conclusions
Insightful, open and honest two way communications

Commitment to technical excellence & quality
service delivery

Technical training and support

Accreditation and licensing

Access to specialist networks

Consultation processes

Business understanding and industry knowledge

Capacity to deliver valued insights

Client porifolio management

B Clear standards & robust audit tools
KPMG Audit and Risk Managemsant Manuals
= Audit technology tools, templstes and guidance

\‘ = KPMG Clara incorporating monitoring capabilities at
=npgagement kel

Audit quality
framework

¢ = Independence policies

JiH] Recruitment, development & assignment of
appropnateiy qualified personnel
Recruifrment, promation, retention
,-. = Development of core competencies, skills and personal gualities
Recognition and reward for quality work
¥ - Capacity and resource management

Assignment of team members employed KPMG specialists and
specific team members

to technical
excellence & quality
service delivery

© 2024 KPMG LLP, a UK limited liability
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The contacts at KPMG in connection with this report are:

MichaelWilkie
Director
Tel: +44 (0)7795370106

michael.wilkie@kpmg.co.uk

MatthewMoore
Senior Manager

Tel: +44 (0)7468 369807

matthew.moore@kpmg.co.uk

Taimoor Alam
Manager

Tel: +44 (0)7731348596

Taimoor.alam@kpmg.co.uk
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