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Introduction
The key messages in this report

I have pleasure in presenting our report to the Audit Committee (the Committee) of Shetland Islands Council (the Council) as part of our
2018/19 audit responsibilities. I would like to draw your attention to the key messages from this paper:

Background

As set out in our plan which was presented to the Committee in March
2019, the Code of Audit Practice sets out four audit dimensions which
set a common framework for all public sector audits in Scotland.

Our audit work has considered how the Council is addressing these and
our conclusions are set out within this report.

Scope of audit

Our audit work covered the four audit dimensions as follows:
« Financial sustainability;

» Financial management;

« Governance and transparency; and

« Value for money.

The audit incorporated the specific risks highlighted by Audit Scotland,
in particular, the impact of EU withdrawal, the changing landscape for
public financial management, dependency on key suppliers, care
income and increased focus on openness and transparency.

Our audit also considered the five Strategic Audit Priorities set by the
Accounts Commission, as detailed within our Audit Plan.

As part of this review we met with key members of the Corporate
Management Team (‘CMT’), a number of other staff and a sample of
elected members. Our work is also informed by our attendance at
Committee and Council meetings in November, December and March.

We then reviewed evidence to support our judgements and conclusions
which are contained within this report.



Introduction (continued)

The key messages in this report (continued)

Overall conclusions

Financial sustainability — The Council is not in a financially sustainable
position. While the Council is aware of it’s funding gap in the short-to-
medium term and is taking action to address this, it has planned an
unsustainable draw on reserves of £3.4m to address the funding gap in
2019/20 and has not identified the savings required to close the £15.6m
funding gap by 2023/24. We consider the medium-term funding gap
identified by the Council to be optimistic and underestimates the
significance of the funding gap by approximately 40%. The Council needs
to prioritise and progress transformational change, considering alternative
methods of service delivery or taking difficult decisions such as changes to
the level of service provided in order to reach a financially sustainable
position in the medium-to-longer term.

Financial management - The Council generally has effective financial
management processes in place. However, there is room for improvement
in the budget setting process and the reporting of progress against
budget and changes to the budget in year. There are particular concerns
with the ability of the Council to budget for and deliver capital projects on
time and on budget, having not delivered over £54m (30%) of projects
between 2012/13 - 2018/19. To improve financial management, the
Council should review the structure of its finance function and consider
adopting a business partnering model. Given recent changes in key
financial posts, the Council needs to consider the training provided to its
finance function.

Governance and transparency - The Council promotes a culture of
openness and transparency, although there is room for improvement and
the Council needs to adopt an approach of always ‘striving for more’.
While attendance at meetings is good, scrutiny could be improved through
better sharing of Council business workload and the development of
tailored training plans for Members.

The Council needs to significantly improve its approach to self
assessment. It should develop a self assessment programme and assign a
specific officer with responsibility for ensuring the Council has adequate
self assessment arrangements in place.

The Council is not meeting all of its obligations under the Community
Empowerment Act. It needs to develop and document its community
empowerment arrangements, provide training to Members and officers on
what empowerment means, and work to develop community capacity.

Value for money - While the Council’s performance continues to fare
well against the national average, this comes at substantial financial cost
to the Council. Given the current financial position, the Council needs to
consider the targets it sets and outline what it considers acceptable
performance in lower-priority areas, ensuring such decisions are made
through engagement with the wider community. When preparing its
budget, the Council should make clear links to outcomes and outline how
spend is improving outcomes or how spend will be reduced in areas that
are not.

Substantial improvements are needed in relation to performance
monitoring. The Council should report on an annual basis on the indicators
it intends to monitor in the coming year, the targets for each quarter, and
the target for the corresponding period in the previous year. This will
enable Members to assure themselves that the Council is appropriately
focused on continuous improvement.

The Council has numerous disparate improvement plans. Going forward, a
clear and concise annual Improvement Plan should be reported to the
Council to monitor performance Council-wide. This Improvement Plan
should be informed by service self-assessments, stakeholder surveys and
national reports.



Introduction (continued)

The key messages in this report (continued)

Overall conclusions (continued)

Value for money (continued) - If appropriately managed, progressed
and monitored, the Council should achieve value for money from the
decision to purchase Shetland Leasing and Property Developments Ltd
(*SLAP’) and progress with the College Merger.

The Council needs to work with its partners in the NHS and Integration
Joint Board (‘IJB’) to address the issues facing the IJB, which can be
progressed through a review of the Integration Scheme required by mid
2020.

Our detailed findings and conclusions are included on pages 6 to 35 of this
report.

Next steps

An agreed Action Plan is included at pages 40 - 50 of this report. We will
consider progress with the agreed actions and provide an update on any
significant changes in our annual audit report to the Committee in
September 2019.

Added value

Our aim is to add value to the Council by providing insight into, and
offering foresight on, financial sustainability, risk and performance by
identifying areas for improvement and recommending and encouraging
good practice. In so doing, we aim to help the Council promote improved
standards of governance, better management and decision making, and
more effective use of resources.

This is provided throughout the report, and in particular we have added
value through our work with the Council on its Business Transformation
Programme (*‘BTP’) and Service Redesign Programme (*SRP’), sharing best
practice in this area. We also believe that our input has encouraged a
constructive discussion of the Council’'s approach to openness and
transparency and how it works to improve outcomes for local residents.

Pat Kenny
Audit Director 5



Financial sustainability
Overview

looks forward to the medium and longer term to consider whether the Council is planning effectively to continue to deliver

its services or the way in which they should be delivered.

Can short-term
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Audit risks

Within our audit plan we identified a number of risk as follows:

the Council’s medium-term financial planning was insufficiently robust and did not reflect current and reasonably foreseeable circumstances;
the Council’s Business Transformation and Service Redesign programmes are not appropriately progressed, resulting in benefits not being
realised and financial targets being missed; and

the Council’s long-term financial planning is inconsistent with the Scottish Government’s five-year plan.



Financial sustainability (continued)
Short-term financial position

Short-term financial balance

Shetland Islands Council achieved financial balance in 2018/19, with a sustainable draw on
reserves of £15.31m (6.1% of carried forward usable reserves), being £4.83m less than
budgeted (£20.14m) and in line with the Medium-Term Financial Plan (*MTFP’). The Council has
budgeted to achieve financial balance in 2019/20, although only through a draw on reserves of
£17.57m, £3.66m of which is unsustainable as set out in the MTFP.

Although the Council achieved financial balance in the year, it overspent by £4.4m on the general
fund (of which £3.3m relates to one-off pension cessation costs provided relating to Shetland
College and Train Shetland). This was offset by an additional surplus of £4.7m on the harbour
account.

The Council needs to ensure it only budgets for a sustainable draw on reserves each year,
particularly given the risk of overspends. Where the Council identifies an unsustainable draw on
reserves, it needs to focus on the identification of savings rather than accepting the use of the
unsustainable draw and thus removing the onus from Directorates to find efficiencies. The fact
that Directorates can rely on additional money being 'found' from reserves allows work to identify
and achieve savings to be a lower priority, resulting in a lower level of achieved savings and a
delay in achieving them: as is evidenced by the underachievement of savings in 2018/19 and the
lack of savings achieved through the BTP and SRP. The approach adopted by the Council in
2018/19 and 2019/20 risks fostering an unhealthy attitude to the use of reserves. While the
Council does have a healthy level of reserves currently, it needs to ensure that this is maintained.

In order to underpin financial sustainability, the Council needs to identify and achieve savings
targets on an ongoing basis. In the 2018/19 budget, the Council identified £1.94m of savings to
be delivered through the SRP and BTP. Of this, just £0.65m has been achieved (34%).

In 2019/20, although the Council made a positive step in moving away from a salami-slice
approach to savings, it took a backwards step at the same time as the Council did not identify
any specific savings targets. In the 2019/20 budget, the Council does not identify or quantify any
savings which will be achieved in the year, which is an unfortunate step backwards. Progress
against savings was reported to the relevant Committee each quarter in 2018/19 and this should
continue in 2019/20 - it is difficult for this to be done when there are no savings plans presented
to Committees for them to monitor.

Going forward, the Council needs to separately disclose in the budget the specific savings targets
for each Directorate, enabling monitoring throughout the year. For each Directorate, it should be
made clear in the budget how many of the required savings are identified/unidentified at the
time, and their budget allocation should be reduced to reflect identified savings only.

Reserves

In 2017/18, the Council had £39.81m of non-earmarked
usable reserves (32.3% of net expenditure). It had a
further £209.99m of earmarked usable reserves (171%
of net expenditure) which are used to ‘top up’ the
Council’s annual funding. The Council currently does not
consider the nature, extent and timing of plans to use
earmarked reserves to ensure that they remain valid,
appropriate and reasonable on an annual basis.

The Council has an Investment Strategy which is aligned
to its MTFP, which quantifies the sustainable draw on
reserves over the medium term. The MTFP covers the
level of reserves the Council currently has, what it aims
to have, what it expects to use reserves for, and how the
level and use of reserves will be monitored. The Council
needs to also have a plan in place for remedial actions
which will be taken if reserves fall below a certain level or
are not used appropriately.
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Financial sustainability (continued)

Medium to long-term financial sustainability

Medium-term financial sustainability

A council is considered to be financially sustainable if they (i) have adequate
reserves, (ii) are spending within budget and (iii) have credible medium-term
plans in place. While Shetland Islands Council has a healthy level of reserves, it
overspent on the general fund and housing revenue account budget in 2018/19
(with an overall underspend due additional harbour account surplus), is
forecasting an unsustainable draw on reserves in 2019/20 and has optimistic
medium-term plans in place. Given these issues and the lack of savings from
the BTP and SRP (page 9) it is not possible to conclude that the Council is in a
financially sustainable position.

The Council's MTFP identifies the need for £15.6m of recurring savings to be
achieved by 2023/24. It recognises that a strategic approach to savings should
be taken, and that a plan should be produced that supports the delivery of the
required savings, incorporating the SRP projects and take into account the BTP.
Despite moving into the second year of the five year MTFP, this plan has yet to
be produced, which undermines the achievability of the savings target.

The achievability of the savings target is further undermined by the fact that
the Council assumed £7.94m would be received from the Scottish Government
in 2019/20 for ferry funding (increasing to £8.81m in 2023/24). In both
2018/19 and 2019/20, £5m is to be received. If the funding received remains
flat in cash terms over the course of the plan, the Council would be required to
find cumulative additional savings of £16.88m, increasing the funding gap by
41.4% over that identified in the plan.

The financial sustainability of the Council is highly dependent on the
performance of Council investments. The volatile nature of investment returns
underlines the need to have detailed savings plans in place to achieve required
savings, as the Council cannot rely on investment returns to provide the
required income. For example, the Council forecasts 7.3% returns on
investments in the MTFP (above the historical mean of 6.8%), but there are no
plans in place for what happens if this is not achieved.

Coupled with the ferry funding, historical investment performance increases the
funding gap in 2019/20 from the £0.19m to a much more challenging £5.83m.
The Council's 2019/20 budget identifies a draw of £17.57m on reserves,
substantially more than the £13.7m determined to be sustainable in the MTFP.
The Council acknowledges that this is a financially unsustainable position.

ANNUAL FUNDING GAP (£M)
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The savings target identified by the Council in its MTFP appears to have
been optimistic given historical investment performance and historical
budget decisions by the Scottish Government in relation to ferry
funding. While we are aware of the ongoing work in the SRP and BTP,
there is no evidence that the Council has identified all the savings
required to meet the target in the MTFP, or the further savings which
would be required to address lower than forecast investment
performance and ferry funding. Having not identified the required
savings, the Council also does not have sufficient plans in place to
deliver the savings.

The anticipated financial impact of BTP and SRP projects is not clearly
disclosed in the budget, the MTFP or Long-Term Financial Plan ('LTFP’)
and it is difficult to understand what impact the BTP and SRP have had
to date and the change in pace which is expected going forward. This
also makes it difficult to monitor the effectiveness of these projects as
a tool for ensuring financial sustainability. The Council should quantify
the desired savings from key BTP and SRP projects within its budget
and MTFP, accepting that until the strategic outline and full business
case is prepared that these will be subject to a higher degree of
uncertainty. These estimates should be updated as the projects
progress and the Council better understands the financial impact which

the projects are anticipated to have. o



Financial sustainability (continued)

Medium to long-term financial sustainability (continued)

Effectiveness of investment

The Council considers affordability of investment through the development of
business cases and the completion of options appraisals. The Full Business Cases
produced for both the acquisition of SLAP and the proposed College Merger
demonstrate clear financial savings which can be made (page 30), identify
positive changes to service delivery and provide assurance that if appropriately
managed, progressed and monitored, value for money will be achieved. The
Council needs to carefully monitor progress against these actions to ensure that
benefits are realised, and a post-implementation benefits realisation analysis
should be performed by the Council to ensure any areas of good practice and
lessons learned are appropriately used in future.

No post-completion self-evaluation of projects has been carried out in 2018/19
due to all Business Transformation Projects still being ongoing.

Business Transformation Programme

We are pleased to note that the Council's BTP builds on the Council's role as a
place leader, enables improved partnership working, is outcome focused
(particularly in business cases prepared which underpin decision making) and
works to reframe the relationship between the citizen and the state.

This progress was driven through effective leadership from the CEO, who became
actively involved in driving the Business Transformation projects forward in the
year with success in completing what were previously stalled projects. The
identification of capacity, resource or 'buy in' issues and actions taken to rectify
these are welcome. However, this level of involvement from the CEO should not
be required nor is it sustainable.

Given the lack of savings achieved to date and the fundamental part the BTP and
SRP play in the Council's ability to close its medium-term funding gap, emphasis
now needs to be placed on moving from the planning stage of projects to
implementation in order to realise the required savings. The Council needs to
expect, accept and plan for the additional resources the implementation phase
will require. The Council also needs to ensure it has clear plans in place for
monitoring progress throughout implementation, monitoring whether the project
is delivering what it aimed to achieve - rather than only performing a post-
implementation evaluation.

Commissioning / Procurement

Framework
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Business Transformation Programme 2016-20

While we acknowledge and welcome the progress made in
relation to 'big ticket' items in the Council's Business
Transformation Programme in 2018/19 (such as the college
merger, acquisition of SLAP and the decision to increase
capacity for looked-after children on-island), the Council needs
to continue to improve its focus on transformational change
and its engagement - both internally and externally - as it
drives these forward as the basis for its longer term financial
strategy. We welcome the level of engagement with service
users and staff in the college merger project, and this should
be an example followed for other projects. This will require
investment in strategic leadership, planning and good
governance.




Financial sustainability (continued)

Medium to long-term financial sustainability (continued)

Business Transformation Programme (continued)

We are pleased to note that the Council is engaging in more demand management
exercises. In 2018/19, the Council earmarked £0.33m for 'spend to save' projects,
all linked to capital items (actual spend to save costs incurred in 2018/19 were
£1.1m). In 2019/20, the Council increased the budgeted amount to £1.01m, with
£0.25m linked to revenue items and £0.76m linked to capital items. We are aware
of investment in prevention and early intervention in Children's Services and
Social Care, which it is anticipated will reduce the need for crisis and intensive
services over the longer term. This is a positive example of the Council funding
programmes of demand management and we encourage the Council to identify
further areas where such action can be taken.

In order to drive forward the BTP and SRP as the basis for future financial
sustainability, the Council needs to consider the following:

« Engagement between officers, Councillors, staff and the wider community from
the outset is key: Councillors and the community should understand how the
approach to transformation will improve services as well as save money. The
repercussions for financial sustainability if savings are not achieved needs to be
clearly communicated to all stakeholders involved.

e There needs to be improved monitoring of performance against the targets set
for each project. It needs to be clear (i) what work has been undertaken to
date, (ii) what work is still to be completed, (iii) why there are revised due
dates years later than the original due date (and the financial impact this has
had), and (iv) how a decision on whether the target is "likely to be met" or not
is made.

e The Council needs to consider having a dedicated team to support change and
transformation, especially given that the Council noted that it had
underachieved savings identified in the SRP and BTP.

e The issue of resourcing will become increasingly pivotal as the Council moves
from 'planning' for change to actually implementing that change, which will
require a step-change in the level of time and resource required from the
transformation team. The Council needs to consider whether it is realistic and
fair to expect officers to assume responsibility for this on top of their day-to-
day tasks.

Long-term financial planning

The Council revised its MTFP in August 2018, covering the period to
2023/24. Within this plan, the Scottish Government's Medium-Term
Financial Strategy (‘MTFS’) is considered a 'key factor'. The
assumptions used in the plan - in terms of funding uplifts and cost
increases - are consistent with the Scottish Government MTFS.
However, the Council's MTFP does not make reference to the key
principles of public service reform - prevention, performance,
partnership and people - and how these key principles contained
within the MTFS are reflected in the Council's financial planning, and
how the Council intends to align its resources to these key principles
or monitor progress against them.

We recommended that the LTFP be refreshed in our annual audit
report in September 2018, and note that the Council expects to meet
the target date of August 2019. In addition to recommendations
made last year - in relation to improving the detail in the plan to
enable it to better guide decision making and ensuring community
engagement is a key part of the development of longer-term financial
planning - the Council needs to consider how the Scottish
Government's financial strategy - which, although covering five
years, makes reference to periods beyond that - will impact on how
the Council plans for the longer term. In line with best practice, the
Council should include scenario analysis and risk assessments of
assumptions in the plan. The Council should ensure that both the
MTFP and LTFP include reference to and are aligned with the Scottish
Government’s National Performance Framework and its outcomes
based approach, published in 2018.

In order to develop a culture where long-term financial sustainability
is at the forefront of decision makers' minds, the Council should
include the impact that decisions will have on the Council's position
against the in-year draw on reserves, the funding gap identified in
the MTFP and the approach adopted in the LTFP in the 'Finance
implications' section of reports, so that it is clear to everyone who is
making the decision what the longer-term financial impact that
decisions are expected to have, rather than simply understanding the
impact in the short term.

10



Financial sustainability (continued)

Medium to long-term financial sustainability (continued)

Capital planning

Despite recommendations in 2017/18, no changes have been made to
Asset Investment Plan approach in 2018/19. The Council needs to
substantially improve its approach to capital planning, ensuring that our
recommendations from 2017/18 are addressed.

This is particularly important given that the Council itself identifies as
one of its principal risks the ability to maintain its infrastructure as it is
growing increasingly costly with time.

In line with best practice, the Council should clearly link its capital plan
to the Corporate Plan, highlighting how the spend is aligned to the
Council's priorities.

A review of capital budgeting and spend from 2012/13 - 2018/19 raises
questions about the ability of the Council to effectively budget for,
monitor and deliver capital projects on time and on budget. Between
2012/13 and 2018/19, the Council budgeted to spend £167.5m on
capital projects. Over that period, it incurred actual spend of £112.8m,
representing an average underspend of 30% per year. We note from
review of the Financial Monitoring Reports (‘FMR’) in 2017/18 and
2018/19 that the forecast underspend increased in each quarter, from
2% at Q1 to 21% at Q4 in 2017/18, and from 10% at Q1 to 43% at Q4
in 2018/19. This raises concerns about the achievability of the Council's
Asset Investment Plan and the robustness of its capital budgeting
process.

Capital Expenditure: Budget vs Spend (£m)
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There are significant revisions to the capital budget each year, but the
reasons for this are not clear. For example, in 2017/18, the final revised
budget for the year included £34.97m of capital expenditure, an increase of
£8.77m (34%) on the original budget approved by the Council. In 2018/19,
the revised budget at Q4 was £6.55m (23%) lower than the original budget.

The Council does not include in the Asset Investment Plan the due dates for
projects to be completed, their actual date of completion, their original
budgeted cost or their final incurred cost. Therefore, it is difficult to monitor
whether the Council is delivering capital projects on time and on budget.

However, from the analysis of the underspend in each year, which the
Council discloses in the Annual Accounts each year as being as a result of
"slippage" over and above that budgeted, it is clear that projects are not
being delivered on time: it is just not clear which projects these are. From
review of the FMRs, we note that over 100% of the underspend in 2017/18
was due to slippage. This implies that those projects which were delivered
were over budget.

CAPITAL UNDERSPEND: CAUSE
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Financial sustainability (continued)

Medium to long-term financial sustainability (continued)

Workforce planning

Reducing workforce is one of the main ways councils can make savings. Since
its peak in 2010, Shetland Islands Council has reduced its full-time equivalent
(FTE) workforce by 20%, with workforce levels remaining steady since
2015/16. However, as there has been no Council-wide workforce plan in place
during this period, it is not clear if this reduction is in the right areas. Despite
this reduction, there is a belief by senior management in the Council that
there is an underemployment and underutilisation of staff. The Council needs
to ensure that its workforce is in line with the Council Plan, service plans, BTP
and SRP and demonstrate that they have the right staff to deliver the
Council’s objectives.

It is difficult for Councillors to monitor workforce matters, with Members
noting in discussion with us that they cannot recall having considered
workforce or succession planning. While we are aware that the Employee
Joint Consultative Committee considers general workforce matters, the
Council needs to ensure that its Workforce Plan and the monitoring of it -
expected to be published in August 2019 - is sufficiently robust to address
the issues identified.

FTE: 2008/09 - 2018/19
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Succession planning needs to be incorporated within any workforce plan,
with the workforce plan focusing on the current workforce, and the
workforce needed now and in the future. The Council should identify
what gaps exists and what training or other actions are needed to fill
them.

The key factors against which the quality of the Council's workforce plan
will be assessed - and which should be borne in mind during finalisation
of the plan - are:

« whether it is comprehensive and coordinated, covering the entire
organisation;

« whether the plan covers a number of years; whether it includes
succession planning;

« whether it is clearly linked to the Council's corporate plan; whether it
is supported by Directorate-level plans (using the same template and
covering the same period); and

« whether appropriate actions are identified, monitored and reported on
a regular basis.

We have obtained assurance that the Council will develop a high quality
workforce plan through the approach it has taken: holding sessions with
all Directors and their respective teams in 2018/19, providing guidance
on developing individual Directorate workforce plans which will feed into
the Council's plan, with there being a separate follow up session later in
the year with the Directors to monitor progress on individual plans and
provide further guidance as appropriate.

While the Council has a lot of work to do in terms of effectively planning
for and managing its workforce, we do acknowledge the work which has
been undertaken in the year, particularly its innovative approaches to
recruitment: changing its approach to head hunting, utilising the
Promote Shetland contract, improving the use of apprenticeships and
establishing a new graduate placement scheme.

12



Financial sustainability (continued)
Deloitte view

As discussed on page 7, the Council achieved an underspend against budget in 2018/19. This was primarily through slippage in the Asset Investment
Plan and an additional surplus from the harbour account, with only 32% of the savings budgeted in the year being achieved. However, it has been
unable to identify the required savings to achieve short-term financial balance in 2019/20 and has budgeted for an unsustainable draw on reserves.
The Council’s MTFP contains optimistic assumptions with the funding gap likely to be in excess of 40% more than that identified by the Council,
increasing the cumulative funding gap to 2023/24 from £40.77m (6.5%) to £60.34m (9.6%). The assumptions in the Council’s MTFP are consistent
with the Scottish Government's MTFS. However, there is room for improvement in outlining how the anticipated spend over the medium term aligns
with the key themes on public service reform (prevention, performance, partnership, people) and demonstrating a focus on improving outcomes.

Given the lack of savings achieved to date from the BTP and SRP, emphasis needs to be placed on moving from the planning stage of projects to
implementation in order to realise the required savings. Implementation will require a step-change in the level of time and resource required from
the transformation team. The Council needs to consider whether it is realistic and fair to expect officers to assume responsibility for this on top of
their day-to-day tasks.

The Council needs to continue to improve its focus on engagement as it drives the BTP and SRP forward. We welcome the level of engagement with
service users and staff in the Tertiary Review and Residential Care for Looked After Children projects, and this should be an example followed for
other projects. The Council needs to ensure it has clear plans in place for monitoring progress and monitoring whether projects are delivering what
they aimed to achieve. The Council cannot wait for projects to be fully implemented before assessing their effectiveness.

Our review of capital budgeting and spend raises questions about the achievability of the Council's Asset Investment Plan and the robustness of its
capital budgeting process. For each capital project planned, the Council needs to clearly outline the due dates for projects and their original
budgeted cost, with an annual report outlining any changes to the planned due date and budgeted cost, documenting which projects have been
completed and at what cost. This will enable the Council to monitor whether it is delivering capital projects on time and on budget.

We welcome the progress made on the development of the Council’s workforce plan and the process the Council has adopted to its development,
being a corporate, holistic approach which will be linked to and supported by directorate level plans. On completion, we will review the Council’s
workforce plan in 2019/20.

13



Financial management
Overview

Financial management is concerned with financial capacity, sound budgetary processes and whether the control environment and internal controls
are operating effectively.

Are budget
. : setting and Is there
nﬂlles"f;naennil:rl]t monitoring sufficient Financial
effegtivev processes financial Management
' operating capacity?

effectively?

Audit risks

Within our audit plan we identified a number of risk as follows:
« the finance team capacity is insufficient to deal with the scale of the work required; and
« the underlying financial performance of the Council is not transparently reported.

14



Financial management (continued)
Financial performance

Assessing financial performance

The original 2018/19 budget approved by the Council budgeted general
fund net expenditure of £107.71m in the year. This has been
repeatedly revised in the year, to £109.94m in Q1, £110.15m in Q2,
£110.18m in Q3 and £109.93m in Q4. The increase in spend is being
funded by additional draws on reserves.

It is difficult for Members to assess the financial performance of the
Council given that the FMRs and outturn reports presented to the Policy
& Resources Committee (‘PRC’) and the full Council only refer to
forecast spend to the year-end. There is no information provided on the
actual spend incurred in any given period to provide assurance to the
Council that financial performance is in line with budget at any given
point in time in the year. Going forward, FMRs should present
information on actual expenditure in each quarter, in addition to the
forecast outturn for the full year as at the end of each quarter.

We note from discussion with management that although the FMRs
were reporting a forecast overspend throughout the year, the Council
had actually incurred an underspend to date. This has arisen as
management note that budget holders have a tendency to be overly
prudent in estimating spend. The finance function needs to become
more involved in forecasting to understand and scrutinise how the
forecast expenditure will be incurred and whether this is realistic. The
Council should consider adopting a ‘business partnering’ structure for
finance to enable this, as discussed on page 17.

From our discussions with both Councillors and officers, we noted that
there are some issues with Councillors understanding and assessing
financial information, including its limitations, and knowing how to
properly scrutinise it and gain assurance over it. While there have been
improvements in 2018/19 following our recommendation to include
narrative for changes and variances in the budget, this needs to be
significantly improved to provide explanations for why variances have
occurred, not just what they consist of.
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* Other includes cross-directorate charges, contingencies, financing costs, investment income

and recharges.
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Financial management (continued)
Budgetary control systems

Financial reporting

The Council has effective financial monitoring and reporting
arrangements in place. Senior management and Councillors regularly
review progress. The CMT and the PRC review financial performance
monthly and quarterly respectively.

Amendments to the budget are made throughout the year, to take
account of changing circumstances and events which were not foreseen
when the budget was agreed. Revisions to the budget are referred to in
the FMRs, however, these are at a high level and do not provide any
detail on why these revisions were required and why they weren't
identified in the original budget. The reallocations within the budget are
substantial - £16.39m - but insufficient information is provided to
enable appropriate challenge of the reasons for this.

Although the change to the overall budget is immaterial - 2%
movement, £2.22m - the movement within categories is more
substantial, particularly within infrastructure (27%) due to ferry
funding, corporate services (6%).

This is important given the context of 2017/18, when Infrastructure
Services underspent its budget by £1.07m (5%). Despite this, the
2018/19 budget included a slight increase on the 2017/18 budget.
Similarly, Corporate Services underspent by £0.53m (6%) in 2017/18.
Again, despite this, the 2018/19 budget included a substantial increase
on the previous year's budget. It is questionable how reasonable it was
to assume in the budget that the budget allocation to these groupings
would be fully utilised in 2018/19 given the underspends on lower
budgets in 2017/18. This has consequences for the accuracy of
budgeting across the Council.
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Financial management (continued)

Budgetary control systems (continued)

Budget setting

The Council's budget makes clear links to the MTFP and the impact the
budget has on the short-term MTFP calculations. The budget should
quantify the impact of the current year decisions on the funding gaps
identified in the MTFP, rather than just focusing on the impact in the
coming year.

Although the Council makes reference to the Corporate Plan in its
budget, this is limited to four sentences. There is no analysis of how the
budget links in quantitative terms to the priorities set out in the
Council's Corporate Plan.

Further, although 'outcomes' are mentioned several times throughout
the budget, this is only in a high level sense: there is no information of
the outcomes the Council expects to be progressed (and to what
extent) by the budget, which makes it difficult for Members to assess to
what extent budgetary decisions are impacting on outcomes achieved.
The Council has noted that this is a work in progress, although no
progress was made in the year with this being due to a lack of time and
resources, and insufficient capacity and knowledge to determine the
best way to progress it.

A week was spent between officers and Councillors in November 2018
to outline and agree how the Council can manage budget growth. This
resulted in each Director being assigned 5-6 priorities to identify growth
management areas and tie these into activities. From our discussion
with Councillors, we noted that they felt there were no surprises in the
budget, suggesting that engagement is effective.

In line with good practice, the Council should maintain a central record
of all queries received from Members on the budget and answers
provided, with this being publicly available, thereby ensuring that all
Members are equally informed on the budget and that the public can be
assured that appropriate scrutiny is applied to the budget.

Financial capacity

The Finance Team is led by the Executive Manager - Finance and Team
Leader - Accountancy. There has been a change in the Executive
Manager - Finance in the year, with Jamie Manson taking up the
position in September 2018. There was also a change in the key
Financial Accountant role at the Council in January 2019.

Based on our observations and interactions through the audit, we
conclude that there are sufficient financial skills within the Council at
junior and senior levels. Through our discussions, concerns have been
raised about capacity at senior levels within the finance function.

Shetland Islands Council has not carried out a review of the finance
structure, with the structure and model used being a legacy issue.
Given the issues highlighted with financial management and
monitoring, a review of the finance structure should be carried out to
assess whether changes in the finance structure and model (moving to
a business partnering approach) could result in improvements, as
discussed in our sector developments paper.
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Financial management (continued)

Systems of internal financial control (continued)

Internal audit

The Council’s Internal Audit function has independent responsibility for
examining, evaluating and reporting on the adequacy of internal
controls. During the year, we have reviewed all internal audits
presented to the Audit Committee and the conclusions have helped
inform our audit work, although no specific reliance has been placed on
the work of internal audit.

From our review of the internal audit reports issued during 2018/19, we
have noted that no frauds have been identified, and management has
either addressed or made plans to address the risks highlighted.

In 2018/19, the Council's Chief Internal Auditor retired. An opportunity
was taken to outsource the internal audit service, with the strategic
direction for the internal audit now being set by 'Audit Glasgow', the
internal audit function within Glasgow City Council, who provide internal
audit services to a number of other bodies. The Council is retaining
several internal audit staff, thereby ensuring continuity of knowledge.
The transition has been well managed and offers an opportunity for the
Council to make use of a wider base of expertise.

Standards of conduct for prevention and detection of fraud and
error

We have reviewed the Council’s arrangements for the prevention and
detection of fraud and irregularities. Overall we found the Council’s
arrangements to be well designed and appropriately implemented.

National Fraud Initiative (NFI)

In accordance with Audit Scotland planning guidance, we are required
to monitor the Council’s participation and progress in the NFI during
2018/19. An NFI audit questionnaire was completed and submitted to
Audit Scotland by 30 June 2019. A number of issues have been
highlighted, including:

e The Audit Committee did not review the self-appraisal checklist
referred to in the 2018 NFI report to inform planning and progress of
the 2018/19 NFI exercise.

« Internal audit does not monitor the approach to NFI or outcomes.

« The NFI key contact is the Team Leader - Revenues and Benefits,
which is not the norm nationally and they do not consider
themselves to be an appropriate officer for that role (this view was
shared by the previous Executive Manager - Finance), nor is
sufficient time available for the NFI exercise.

These issues are similar to those highlighted in 2016/17 and remain
unaddressed despite audit recommendations at the time.

A summary of the matches reported in the NFI system is provided in
the table below which notes that no frauds or errors have been
identified from the matches processed to date.

_

Total matches flagged 2,161
Total processed 1,414
Frauds =
Errors =

Savings -
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Financial management (continued)
Deloitte view

Deloitte view - Financial management

Shetland Islands Council drew on £15.31m of reserves in 2018/19. Throughout the year, the Council was forecasting an overspend, despite having
incurred underspends to the date of reporting. Going forward, FMRs should present information on actual expenditure in each quarter, in addition
to the forecast outturn for the full year as at the end of each quarter. This will enable the Council to challenge where overspends are anticipated
more effectively. To further improve scrutiny, narrative in the FMRs needs to be significantly improved to provide explanations for why variances
have occurred, not just what they consist of.

Revisions to the budget are referred to in the FMRs, however, these do not provide any detail on why these revisions were required and why they
weren't identified in the original budget. The revisions are substantial but insufficient information is provided to enable appropriate challenge of
the reasons for this.

The Council's budget makes clear links to the MTFP and the impact the budget has on the short-term MTFP calculations. In future, the budget
should quantify the impact of the current year decisions on the funding gaps identified throughout the MTFP, rather than just focusing on the
impact in the coming year. The Council also needs to better align its budget with its Corporate Plan, making clear how the budget progresses the
Council’s priorities.

There has been a change in the Executive Manager - Finance in the year as well as the key Financial Accountant role. We are satisfied that there
are sufficient financial skills within the Council at junior and senior levels. However, concerns have been raised about capacity within the finance
function. To help address this, the Council should consider reviewing the structure of its finance function (considering a business partnership role,
as discussed on page 17) and the Council should ensure that training needs of key staff are assessed on an annual basis and training plans
specific to the role and individual are developed.

The Council has changed internal auditors in the year, given the retirement of its Chief Internal Audit. The internal audit function is now provided
by ‘Audit Glasgow’, the internal audit service in Glasgow City Council. The transition has been well managed and offers an opportunity for the
Council to make use of a wider base of expertise.

We note that issues raised in relation to the NFI exercise in 2016/17 have arisen again in the 2018/19 exercise, namely that the officer
responsible for the exercise is not the appropriate officer, that internal audit do not monitor progress and that the Audit Committee did not review
the self-appraisal checklist in the 2018 NFI report. The Council needs to put plans in place this year to ensure these issues do not recur for the
2020/21 exercise.
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Governance and transparency
Overview

Governance and transparency is concerned with the effectiveness of scrutiny and governance arrangements, leadership and decision making, and
transparent reporting of financial and performance information

Is there
.. transparent
Is there Is decision . Governance
’ leadership? transparent? transparency

performance
information?

Audit risks

Within our audit plan we identified a number of risk as follows:

e the Council’s governance arrangement are not sufficient;

« there is insufficient governance and scrutiny of Council actions; and

« the Council’s approach to openness and transparency is not keeping pace with public expectations and good practice.
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Governance and transparency (continued)

Leadership, vision and governance arrangements

Council and Partnership plans

The Shetland Partnership Plan runs from 2018-2028. Now into its
second year, we are pleased to note that the Council - as the largest
member of the Partnership - is leading the development of delivery
plans.

However, there are no clear 'due dates' for when these delivery plans
will be available and it is difficult to monitor performance against the
Partnership Plan as a result of that, or to assess whether the
Partnership is on track to achieve its plan. The Council needs to set
clear timeframes for when the delivery plans will be available and
ensure that their development is properly prioritised and resourced. If
delivery plans are not published in the near future, the Partnership risks
losing trust amongst the community and the workforce who will be key
to achieving the desired outcomes.

While the Council Plan does not contradict the Partnership Plan, they
are not aligned. We noted this last year and recommended changes,
and note that no changes have been made to the Council Plan or
Partnership Plan in the year. As the Council Plan is due to be refreshed
in 2020, the Council should ensure that it either aligns with the
Partnership Plan or ensures clear links between the Council Plan and
the Partnership Plan, demonstrating how the Council Plan is
complementing the Partnership Plan.

Leadership

The Council and its partners have a clear vision for what it wants to
achieve for the people of Shetland. Councillors and staff support the
vision.

The Council has strong executive leadership, driven by the CEO (who
was key to the progress and completion in many areas of the Business
Transformation Programme in 2018/19, as discussed on page 30). The
CEO and wider leadership team need to continue to drive progress
together, ensuring that there is sufficient buy-in across the team,
rather than being so heavily reliant on the CEO.

The Shetland Partnership Plan’s

vision is:

"Shetland is a place
where everyone is
able to thrive; live
well in strong,
resilient communities;

and where people and
communities are able
to help plan and
deliver solutions to
future challenges.”

The Shetland Partnership Plan has
agreed four strategic priorities to

help make this happen:

Participation

People

Money

The Council Plan’s vision is:

"We want to be known
as an excellent
organisation that
works well with our

partners to deliver
sustainable services
for the people of
Shetland.”

The Council has agreed five

strategic priorities to help make

this happen:

Young people
Older people
Economy & housing
Community strength

Connection & access
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Governance and transparency (continued)
Leadership, vision and governance arrangements (continued)

Effectiveness of governance

The Council does not have a structured approach to regular self-
assessment. In 2018/19, only the Audit Committee was subject to
self-assessment. The Council needs to have annual self-assessments
of governance arrangements, Committee and Council performance,
which can help inform and guide the more structured mid-term
review which is already carried out on a less regular basis. We are
aware of a number of councils which have a dedicated Improvement
Unit to perform self assessments and lead on improvement activity,
informed by a structured self assessment and review programme -
the Council should develop a similar programme and assign a specific
officer with responsibility for ensuring the Council has adequate self
assessment arrangements in place.

In addition to a review of governance arrangements, self-evaluations
should be carried out at a corporate and service level. These reviews
should be structured and regular, taking account of ongoing
developments (for example, national and Best Value (‘BV’) reports).
The results of these reviews should be made publicly available
through the publication of an Annual Self-Evaluation Report.

Meetings attended (#)

80
70 n _
60 M M
50
40
30
onH H
E il I
: il
T O¥xoE 25868525808 £L£558556
mmeErU.C(U.‘QUD-C“’UmE:‘U’E_U’m
o Qo 2 2w 2cwnog s c o £ g 2 E
ZU—_lEmﬁ'—jc._.oU‘U:’@muo’m £ 5
~HhBOUUZA Oo=Z0000yHEFH<LH L
O Zaos?¥® «fac<= =

OActual OActual

Attendance at Council meetings is commendably high, increasing from 81% in
2017/18 to 84% in 2018/19. However, the number of meetings has increased
significantly (by 37%) in 2018/19 and the level of involvement from Members
fluctuates significantly: some Members attend as few as 15 meetings, some as
many as 67, with attendance rates ranging from 57% to 100%. While Members
nominate themselves to Committees and thus are in charge of how many
meetings they attend, the Council should work with Members to more evenly
spread the workload of the Council and ensure appropriate scrutiny at all levels,
as there is a risk that Members on a high number of Committees may not be able
to provide the same level of attention to each.

The Council does not have a training plan at an individual Member, Committee, or
Council level. No skills gap analysis has been carried out and appraisals are not
conducted for Members to enable an informed training plan to be developed. The
effectiveness of training that is provided is not regularly assessed - in 2018/19,
no feedback was collated to assess the effectiveness of training. The Council
needs to fundamentally overhaul its approach to training and adopt a formal,
ongoing approach to development. The Council needs to carry out a skills gap
analysis as part of the annual self assessment of Committees and the Council,
work in conjunction with Members to develop training plans for them (specific to
Committees/Members' needs), assess the effectiveness of all training provided
and track and report attendance at training by Members.
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Governance and transparency (continued)

Openness and transparency

Openness and transparency

Taking an open
approach to business
can support good
governance.

It is about behaviours,
centred on a
preference for sharing
information about how
and why decisions are
made. In the public
sector, this is based on
the recognition that
public  services are
delivered for the public
good using public
money.

Transparency can be seen as a process. Access to information
provides insight into decision-making and how the organisation work.
Transparency in the public sector is supported by statutory
requirements and regulations. These are minimum requirements and it
is for individual organisations to decide whether the content and
volume (in terms of quantity and amount of detail) of the information
that they make available contributes to increased understanding. There
are judgements to be made, and an approach designed to increase
transparency rather than comply with minimum standards is more likely
to satisfied the good governance test.

Openness and transparency are individually important, and working
well together they help demonstrate that public organisations are
acting in the public interest.

We have considered the Council’s approach to openness and transparency,
how good the Council’s information is; and its commitment to improving
openness and transparency and concluded that the Council has a generally
positive attitude towards openness and transparency and is positively
disposed to improving in this area. While we are pleased to note planned
improvements - such as the development of a new website where all Council
information will be publicly available, other than by exception - we note that
the Council has not carried out a review of how open and transparent it is, or
sought the views of the wider community on its approach to openness and
transparency. The Council should carry out regular stakeholder or citizen
surveys and seek views on how open and transparent it is through these.
Consideration of openness and transparency should also be built into the
Council's staff survey.

While it is welcome that the Council is planning to make more information
publicly available, it needs to ensure that the information is accessible to the
reader. For example, while the Council has published its constitution and
governance framework, it would not be clear to the average member of the
public how the Council makes decisions as the documents published are
detailed, technical operational documents and not summarised or explained
for non-Council employees.
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Governance and transparency (continued)
Openness and transparency (continued)

Quality of information

The Council provides extensive and timely information to Members to
enable them to take decisions. However, the Council should review
whether the style of report is appropriate (it is important that Members
are involved in any such review.) There is a high quantity of lengthy
reports, with the covering reports often failing to identify the key
matters being considered and the implications of decisions not being
properly analysed and considered. While it is important for decisions to
be made on a timely basis, it is important that the officers signing off
the report are happy that it is clear but concise and would enable an
independent person to make an informed decision, and not just signing
off reports to meet deadlines.

As part of the review of reports, the Council should also consider how it
minutes meetings: the Council should ensure that minutes are clear
and have sufficient detail. We note that the Council has recently
announced its intention to move towards webcasting of Council
meetings. This, coupled with effective minute taking, should
demonstrate how scrutiny has been effective and how decisions have
been made.

In addition to making information available on its website and hosting
public Council and Committee meetings, the Council needs to take
steps to actively communicate with the community on an ongoing
basis. Improvements could be made through the use of webcasting
meetings or hosting meetings in alternative locations on occasion.
Across Scotland, a number of councils have either quarterly or annual
newsletters outlining key decisions which have been taken in the
period, how the Council is performing and how the public can get
involved. The Council should consider adopting this approach.

Commitment to improvement

The Council should ensure that any review of its governance framework
specifically considers improvements which can be made to openness and
transparency. It should be considering how it can become increasingly open
and transparent on an ongoing basis, identifying improvements that will help
stakeholders and the public to understand how decisions are made and how
they can engage with the Council.

Community engagement

The Council needs to improve its community engagement and consultation in
relation to financial planning (for the annual budget, the MTFP and the LTFP).
Further to our comments on the lack of community engagement in longer-
term planning in 2017/18, we note that there is no evidence of deliberate,
structured community engagement in the budget setting process. The
Council should consider utilising technology or traditional surveys to improve
community involvement in the financial planning process: a number of
councils across Scotland now allow the public to 'create your own' budget
online, with the findings from this considered when developing the budget.

Shetland-wide stakeholder surveys were used to inform the Partnership Plan.
The Council should carry out regular stakeholder or citizen surveys, which
will enable the Council to monitor changing expectations and respond to
perceived or actual weaknesses in Council performance.
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Governance and transparency (continued)
Openness and transparency (continued)

Community engagement (continued)

As with a number of councils across Scotland, the Council is not meeting all of its
obligations under the Community Empowerment Act. The Council is currently non
compliant with the requirement to have locality plans for local areas at specific risk
of inequalities. The Council is also at risk of being non compliant with participatory
budgeting requirements from 2020 given its heavy reliance on the Transport
Review enabling it to meet this requirement and no action yet taken to widen the
Council's approach to participatory budgeting beyond public transport.

The Council needs to develop and document its community empowerment
arrangements, provide training to Members and officers on what empowerment
means, and work to develop community capacity.

While there is evidence of community consultation on large scale projects, no
evidence of a structured approach to community engagement was provided, so it
is unclear when the Council considers engagement should be carried out, what
form it should take, how it is measured and monitored, and how its impact is
reported both internally and externally. We note the consultations carried out for
various large scale projects (such as on the Tertiary Review, Transport Review and
Residential Care for Looked after Children) are inconsistent in approach and
extent. This may be appropriate, but it is unclear how such decisions are reached
given the lack of a structured approach.

The Council also needs to ensure it has plans in place to enable those not normally
involved in Council decisions to become more involved. For example, we note a
recent allocation of funding was subject to local voting, but only for those
members of the public who were able to be in Lerwick between 11 - 3 on one date.
The extent of engagement this enables is minimal, and the Council needs to do
more to ensure it reaches a wider section of the community.

The Council needs to communicate to the public how consultation actually makes a
difference, with disclosure on the website being a simple way of achieving this. The
'Consultation' page on the Council's website was last updated in January 2019 and
contains no consultations, no information on past consultations or the outcome of
them, or any other information which may be useful.
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Governance and transparency (continued)

Following the public pound

Following the public pound

The statutory requirements to comply with the Following the Public
Pound Code (FtPP), in conjunction with the wider statutory duty to
ensure BV, means that Councils should have appropriate arrangements
to approve, monitor and hold third parties accountable for public
funding provided to them. The Council adopted the Code of Guidance
on Funding External Bodies and Following the Public Pound in 1996. It
has clear procedures and policies in place for adherence to the Code,
which are aligned with the requirements laid out in the Code. The policy
was last reviewed by internal audit in 2017/18.

Approximately £5m worth of grants were awarded to individuals and
organisations in 2018/19. In 2017/18, internal audit raised concerns
over the lack of standards or procedures in place to ensure that the
Code is adhered to. Further issues were highlighted as complex
accounting information provided for grants monitoring was being
reviewed by staff who are not trained accountants. Concerns were also
raised in relation to the terms and conditions listed on grant offers, with
issues also highlighted regarding inappropriate recording and payment
of grants.

Given the significant quantum of grants awarded in any given year, and
given the issues highlighted by internal audit in 2017/18, the Council
should include compliance with FtPP as a standard item in the annual
internal audit plan until sufficient assurance is received that the
problems identified have been remedied.

The Council's policy requires that summary reports on the support
provided to organisations and the outcomes achieved through the
support provided be presented to the relevant service committee. There
has been no reporting in either of the years considered (2017/18 and
2018/19) which meets the requirements set out in the policy. Although
service committees are responsible for approving grants when initially
awarded, the lack of monitoring means that it is not possible for
Members to ensure that Council funding given to external organisations
represents value for money.

Specifically in relation to its partner organisations, we are satisfied that
through the use of Council systems and services and joint Committees,
the Council has sufficient oversight of money provided to the Shetland
Islands Integration Joint Board, Zetland Transport Partnership and
Orkney & Shetland Valuation Joint Board.
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Governance and transparency (continued)
Deloitte view

We are pleased to note that the Council is in the process of developing delivery plans for the Shetland Partnership. The Council needs to set clear
timeframes for when the delivery plans will be available and ensure that their development is properly prioritised and resourced. Looking to later in
the year, when the Council is refreshing it's Corporate Plan, it needs to ensure that its vision and priorities are aligned with the Partnership Plan.

In general, Shetland Islands Council has a good attitude to openness and transparency. However, it has not taken specific actions in the year to improve
its approach to openness and transparency in line with good practice. The Council should review its approach to openness and transparency in 2019/20,
developing an action plan in conjunction with Members and wider stakeholders, monitoring improvements in openness and transparency on an ongoing
basis thereafter.

The lack of review of the Council’s approach to openness and transparency evidences the Council’s weaknesses in self assessment. In the year, only the
Audit Committee underwent a self assessment. The Council should have annual self-assessments of governance arrangements, Committee and Council
performance, and the Council should consider adopting self assessments of performance at both a corporate and directorate level. The Council should
develop a self assessment programme and assign a specific officer with responsibility for ensuring the Council has adequate self assessment
arrangements in place.

While attendance at Council and Committee meetings is high, the effectiveness of scrutiny is at risk of being weakened by the unequal workload on
Councillors and the lack of any training plans for Members. The effectiveness of training that is provided is not regularly assessed, with no feedback
received in 2018/19 on any of the training provided. The Council needs to adopt a formal, ongoing approach to development. The Council needs to
carry out a skills gap analysis as part of the annual self assessment of Committees and the Council, work in conjunction with Members to develop
training plans for them (specific to Committees/Members' needs), assess the effectiveness of all training provided and track and report attendance at
training by Members.

As with a number of councils across Scotland, the Council is not meeting all of its obligations under the Community Empowerment Act. The Council
needs to develop and document its community empowerment arrangements, provide training to Members and officers on what empowerment means,
and work to develop community capacity.

The Council adopted the FtPP in 1996. It has clear procedures and policies in place for adherence to the Code, which are aligned with the
requirements laid out in the Code. The policy was last reviewed by internal audit in 2017/18. A number of issues were highlighted in this review, and
we have identified a further issue where the Council’s policy is not adhered to, with insufficient reporting to committees on the support provided and
outcomes achieved. The Council should request that compliance with the Code be assessed by internal audit as a standing item each year until the
Council has sufficient assurance that the issues raised have been addressed.
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Value for money
Overview

Value for money is concerned with using resources effectively and continually improving services.

Are resources .
being used Are services Is Best Value Value for

effectively? improving? demonstrated? money

Audit risks

Within our audit plan we identified a number of risk as follows:

« the Council does not appropriately prioritise areas of poor performance;

« the Council has not achieved value for money in progressing its Business Transformation programme; and
« the Council does not clearly report on its contribution towards the national outcomes.
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Value for money
Performance management

Performance management

The Council gathers performance information to monitor, track and improve
service delivery to the community. The Shetland Partnership Plan and the
Council Annual Performance Report are the main strategic tools which are
used to plan for and report on the Council’s performance.

The Council reports on indicators gathered from:
» Directorate and Service plans;

e Local Government Benchmarking Framework;
e Statutory Performance Indicators; and

e Shetland Partnership Plan.

We are pleased to note that the Council is currently developing a new
Performance Framework as part of the Business Transformation Programme.
The new Framework is designed to allow it to be used by partner
organisations, progressing the Shetland Partnership Plan. A key element of
the Framework is public reporting, with benchmarking to be used and
featured in business cases, options appraisals and performance reports.

Accuracy of reporting

From our review of information reported to service committees, we noted
that the sickness absence information reported to the various service
committees differs depending on the committee reported to, despite the
sickness absence information being for the same period and covering all
directorates within the Council. Sickness absence is not reported to
committee for Development Services, despite Development Services having
the second highest sickness absence level, above the Council average, and
significantly above the historical annual average or absence levels at the
same period in previous years. It is not clear why the information differs
between reports and undermines the ability of Councillors to effectively
monitor performance in this area. The Council needs to standardise what is
reported to committees (i.e. if sickness absence is reported to one
committee, it should be reported to all committees). Through Pentana, the
Council should develop a suite of indicators that are locked down at month
and quarter end and then used for all reporting to ensure consistency.

Statutory performance indicators

The Accounts Commission places great emphasis on Councils’ responsibility
for public performance reporting. The Commission does not prescribe how
Councils should report this information but expects them to provide the
public with fair, balanced and engaging performance information.

Overall, we concluded that the Council’s arrangement for publication are
satisfactory. A summary of the Council’s performance results compared
with 2017/18 is set out on page 31 and overall, shows an improving
position.

Self assessment

We note that the Council does not carry out self-assessments for
Directorates. However, the Council note that reflective practice is
supported through meetings between staff and management, at team and
directorate team meetings and at CMT. Consequently, there is no Council-
wide 'Improvement Plan'. The Council note that improvement actions are
identified in plans at a Council, Directorate, Service and individual officer
level, with these monitored through ongoing interaction with staff,
managers and elected members. However, the lack of a centralised
Improvement Plan makes it difficult to monitor improvement across the
Council as a whole and to identify areas where improvement is not
progressing as planned.

In line with good practice, a clear and concise annual Improvement Plan
should be prepared and reported to Council. This Improvement Plan should
be informed by service self-assessments, stakeholder surveys and national
reports.

BV reports regularly highlight that council's need to be aware of national
and local perceptions of their performance. We reviewed the Council's
'Customer First' survey, carried out in November/December 2017. The
usefulness of the stakeholder survey is undermined by the lack of any
historical information or trend analysis, and the lack of targets, and the
lack of linkage to Council priorities or performance measures. There has
been no updated survey carried out in 2018/19 to identify if actions taken
after the 2017/18 survey are yielding the desired results.
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Value for money (continued)

Performance management (continued)

Self assessment (continued)

We are pleased to note from the 2018/19 Q3 update report that
some managers within the Council are discussing ways in which
Customer First indicators could be added to service plans. We
would encourage this approach to be adopted across the Council.

Best Value

The BV framework follows a five year approach to auditing BV.
2018/19 represents year three of the BV audit plan. The Best
Value Assurance Report (BVAR) report for Shetland Islands Council
is planned for year five in the five-year programme (i.e. 2020/21).

The BV audit work in 2018/19 was integrated into our audit
approach, including our work on the audit dimensions discussed
throughout this report.

In line with a number of councils across Scotland, Shetland Islands
Council should consider whether signing up to the Quality Scotland
Excellence Framework could provide a basis and impetus for
continuous and quicker improvement.

Procurement

We have reviewed the most recent Procurement and Commercial
Improvement Programme (PCIP) assessment for the Council,
being from 2016/17. The Council have confirmed that the next
assessment is scheduled for 2019/20. Procurement performance in
2016/17 was assessed as being 48%, in the 6th performance
banding (of 12). However, the Council was commended for its
upward trend in performance at that time. The Council should
engage with Councils across Scotland to learn lessons from those
who have consistently achieved the top banding.

Major transformation projects

As discussed on page 9, the Council is progressing with its BTP. As part of this,
the Council purchased SLAP in October 2018 and a decision to approve and
progress the merger of Shetland College, Train Shetland and NAFC Marine Centre
was made in December 2018. We have reviewed the business cases for each of
these projects as part of our audit work and concluded as follows:

e Purchase of SLAP - The Full Business Case for the acquisition of SLAP
identifies a rate of return for the acquisition of 7.14%, with the net present
value of the acquisition being in excess of £7m. The acquisition of SLAP will
reduce annual lease expenditure of the Council by over £1.2m. Appropriate due
diligence was performed which did not identify any issues with the approach or
methodology used in the Full Business Case. While the acquisition of SLAP
itself is not transformative, it enables the Council to explore transformative
actions and to identify alternative models of service delivery given that it has
much more control over its property base.

e College merger - From our review of the Full Business Case for the College
Merger, we concluded that the methodology and modelling used were
appropriate, the assumptions were supportable and reasonable and the
financial model was robust. The proposed merger identified savings of £2.44m
per annum over the medium term (£12.2m over 5 years), offset by one-off
costs of £0.87m and a financial guarantee for £4.4m. The Full Business Case
includes detailed analysis of the impact the proposed merger would have on
service delivery, outlining proposed changes to delivery models to improve the
outcomes achieved for service users. The Full Business Case included
consultation with key groups such as service providers and service users and
was cognisant of the wider impact on the Shetland community.

The Full Business Cases produced for both the acquisition of SLAP and the
proposed College Merger demonstrate clear financial savings which can be made,
identify positive changes to service delivery and provide assurance that if
appropriately managed, progressed and monitored, value for money will be
achieved. The Council needs to carefully monitor progress against these actions
to ensure that benefits are realised, and a post-implementation benefits
realisation analysis should be performed by the Council to ensure any areas of
good practice and lessons learned are appropriately used in future.
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Value for money (continued)
Overview of Performance

Local Government Benchmarking Framework

We have drawn on the Local Government Benchmarking Framework (LGBF) to make a high level
assessment of the Council’s performance, relative to all Scottish councils, in 2017/18 (the latest
data available). The LGBF includes a number of indicators organised under common service
areas.

The LGBF data was presented to the Council for consideration in 2018/19. Although the
information is provided in full to the Council, the accompanying report lacked detail of which
areas the Council considers to be 'priority' areas and narrative on which indicators are
considered to be the most important and relevant for consideration by the Council. The report
also did not outline the general performance of the Council - with each indicator presented
separately and no high-level analysis or narrative, it is difficult to identify trends across the
Council.

Further, in the appendices to the report, the information on 'future improvements' was
incredibly high level and aspirational, and it is difficult to see how assurance could be gained
from the narrative provided that performance will be improved in the coming year.

In 2017/18, Council service performance improved in 20 areas, declined in 22 areas, with no
change identified in 5 areas. The cost of services was reduced in 10 areas, increased in 6 areas,
and maintained in 3 areas.

The main areas where spend was reduced are Children's Services, Adult Social Care and Culture
& Leisure Services, with this having knock on impacts on service performance: all Adult Social
Care and Culture & Leisure Services indicators declined, while 56% of Children's Service
indicators declined. This drop in spend is per service user, and is due to increased demand for
services in the year (particularly for residential care for looked after children and social care),
not matched by a proportionate increase in resources, which has resulted in a decline in service
performance indicators.

Although performance has declined locally, it is important to note that Shetland Islands Council
performance is better than the Scottish average in 31 areas (worse in 16). Against similar
councils, Shetland Islands Council performs better in 27 areas (worse in 20). However, this
higher level of performance needs to be considered in the context of the higher spend in
Shetland - Shetland Islands Council spends more than comparable councils in 14 areas (less in
5), and more than the national average in 13 areas (less in 6). In other words, the Council
spends more than comparable councils in 74% of areas but performs better in 66%, and it
spends more than the national average in 68% of areas but performs better in 57%.

SERVICE INDICATORS

Housing Services

Environmental Services | —

Economic Development

Culture & Leisure Services | r—

Corporate Services | —
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Adult Social Care e
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Value for money (continued)
Overview of Performance (continued)

Shetland Partnership Plan

Performance against the outcomes in the Shetland Partnership Plan are
reported to service committees on a quarterly basis. In Quarter 3 2018/19,
40 outcomes were reported against. The 'due dates' for the outcomes had
been amended for 24 of these outcomes, with no narrative to explain why
this was the case and why the original due date was not achieved.

Achievement of Outcomes

16
14 —
12 ]
10
8
6
4
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0 [ HI_I [ |—‘
Children's Corporate & Development  Infrastructure
Services Executive Services Services
Services

OAchieved on time (vs revised due date)
OAchieved late/not achieved (vs revised due date)
Achieved late/not achieved (vs original due date)

ONot due (inc. revised due date)

Compared to original due dates, 23 outcomes were not achieved. None
were achieved on time against the original due date. Against revised
due dates, 2 were achieved on time, 4 were achieved late and 34 are
not yet due.

Progress is measured in terms of percentage. However, there is no
measurable target specified for any of the 40 outcomes reported
against, so it is difficult to understand why progress is reported as, for
example, 50% (rather than 30%, or 70%, etc.) given that it is not clear
what is being actually measured and how this progress measure was
calculated.

The narrative provided against the outcomes is severely lacking in any
measurable data of performance against the outcome and specific
actions to address underperformance. The information reported to the
service committees is insufficient to enable councillors to properly
monitor and scrutinise performance.

Outcome Due Dates
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Value for money (continued)
Overview of Performance (continued)

Service performance

Performance has improved, on average, from 2017/18 to 2018/19: from
33% of reported measures being on target to 35%. However, after steadily
improving throughout 2017/18 and into Q1 of 2018/19, performance has
dropped substantially in Q2 and Q3 of 2018/19, with the amount of targets
achieved in Q3 2018/19 at 24%.

PERFORMANCE TREND: 2017/18 - 2018/19
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In general, the usefulness of the performance information is limited by the
large number of indicators where there is no target or where no
information is provided: this has increased from 40% in 2017/18 to 46% in
2018/19. In Q3 2018/19, this rose sharply to 61%. This substantially
undermines the ability of councillors to understand and scrutinise
performance. Where there are no targets or where information is not
provided, it is not explained in the narrative why this is the case and why
this is appropriate.

It is difficult to monitor if performance is actually improving, or if targets
are simply being met due to targets not being changed. The Council should
report on an annual basis on the indicators it intends to monitor in the
coming year (ensuring they cover the areas required by the Statutory
Performance Indicators direction), the targets for each quarter (if
available), and the performance for the corresponding period in the
previous year. This will enable members to assure themselves that the
Council is appropriately focused on continuous improvement.

There is no link between the indicators reported, the Council's priorities and
outcomes for communities. The narrative provided alongside the
performance indicators is high-level and does not enable an observer to
understand specifically why performance has - or has not - met a target,
whether that was within or outwith Council control, and what specifically
will be done to address areas of underperformance.

Homelessness

The Local Government Challenges & Performance Report 2019 noted that
homelessness applications rose by 1% between 2016/17 and 2017/18
nationally. In Shetland, the increase was 11%. The length of time spent in
temporary accommodation (455 days) is significantly above the national
average (171 days). The level assessed by Shetland Islands Council as
being intentionally homeless is above the national average, the amount
assessed within 28 days is below the national average. This has knock on
effects on outcomes: the percentage of homeless people for whom the
Council did not know the outcome due to lost contact was above the
national average.

The Council is in the bottom quartile of all social landlords in relation to key
indicators such as tenant satisfaction, communication with tenants, tenant
participation in decision-making, value for money of rent, days to complete
repairs, and repairs completed right first time.

Shetland Islands Council needs to prepare a specific Improvement Plan to
address the issues identified in relation to housing and homelessness and
monitor improvement over 2019/20. The Scottish Housing Regular will
continue to monitor progress in this area and we will maintain oversight
through the Local Area Network.
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Value for money (continued)
Integration of health and social care

Health and social care integration

Financial planning in the IJB is not integrated, long term or outcome focused. This severely limits the ability of the
IJB to change the way the system operates. The Council can work with its partners to improve this by following up
on recommendations made in 2017/18 to treat the budget allocation as ‘IJB money’ rather than ‘Council’ and ‘NHS’
money. The development of an MTFP and LTFP are also necessary to help drive this change. While we note that a
high-level MTFP has been prepared in 2018/19, this needs to be significantly improved in terms of robustness of the
plan and the Council needs to work closely with the IJB in this. Currently, the MTFP simply quantifies the problem.

The Council should work with the NHS to ensure that the IJB has the resources and capacity needed to develop
strategic thinking and deliver transformational change. The Council needs to make sure that it involves the IIB in
the development of the Council workforce plan to ensure the 1JB’s needs are met.

The IJB needs to seriously consider if leadership are appropriately resourced and supported by enough personnel
and other services (e.g. HR, Legal, Accountancy) to deliver the strategic change necessary. The Council needs to
work with the IJB on this point, particularly given the potential issues of financial capacity highlighted on page 17.
While staff may be ‘assigned’ to the IJB to provide these services, this is on top of their current roles and the 1JB,
NHS and Council need to critically evaluate whether this is appropriate and actually working in practice - if it is not,
the I1JB needs to be clear what is missing that would enable improved outcomes.

Cultural differences are identified as being a single, key issue undermining progress, as there are issues of trust and
understanding which impede progress. It is incumbent upon Councillors who sit on the I1IB to see themselves as ‘the
1JB’ rather than the Council and for officers to make clear where they are blurring these roles. Only by having these
issues pointed out will members and officers begin to instinctively understand over time and change behaviours.

The NHS, I1JB and Council need to work together to clearly set out roles and responsibilities of each of the parties -
in greater detail than currently set out in the Integration Scheme - ensuring consistency across the partner
organisations and ensuring that delegation of responsibilities is carried out effectively.

There is a legal requirement for the effectiveness of the Integration Scheme to be reviewed by the fifth anniversary
of its approval, which means the Council, NHS and IJB need to conduct such a review in 2019/20. We note that an
"Options Appraisal" for the future of the IJB has been carried out in 2018/19, and this needs to be taken forward
and used to inform any changes needed to the Integration Scheme.
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Value for money (continued)
Deloitte view

Deloitte view - Value for money

We are pleased to note that the Council is currently developing a new Performance Framework as part of the BTP, with a key element of the new
framework being public reporting, with benchmarking to be used and featured in business cases, options appraisals and performance reports. Also of
note is the Council’s attitude to ‘spend to save’ activities on demand management projects. The investment in prevention and early intervention in
Children's Services and Social Care is a positive example of the Council funding programmes of demand management and we encourage the Council to
identify further areas where such action can be taken.

In line with good practice identified by Audit Scotland, we recommend that the Council prepare a clear and concise annual Improvement Plan to be
reported to the Council. This Improvement Plan should informed by service self-assessments, stakeholder surveys and national reports.

We have specifically reviewed the business cases for two key transformation projects in the year: the purchase of SLAP and the College Merger. The
Full Business Cases demonstrate clear financial savings which can be made, identify positive changes to service delivery and provide assurance that if
appropriately managed, progressed and monitored, value for money will be achieved. The Council needs to carefully monitor progress against these
actions to ensure that benefits are realised.

From review of the LGBF, Council service performance improved in 20 areas, declined in 22 areas, with no change identified in 5 areas. The cost of
services was reduced in 10 areas, increased in 6 areas, and maintained in 3 areas. The Council spends more than comparable councils in 74% of areas
but performs better in 66%, and it spends more than the national average in 68% of areas but performs better in 57%. Shetland performs particularly
poorly in homelessness. A specific Improvement Plan to address the issues identified in relation to housing and homelessness needs to be prepared,

From the Council’s performance monitoring reports, it is difficult to fully assess performance, including performance against outcomes, given that a
number have no targets, and others have targets that are changed with insufficient narrative provided to understand progress made to date and
planned actions and timeframes. The Council should report on an annual basis on the indicators it intends to monitor in the coming year, the targets
for each quarter, and the target for the corresponding period in the previous year. This will enable Members to assure themselves that the Council is
appropriately focused on continuous improvement.

There are a number of challenges facing health and social care integration, including financial planning, resourcing and capacity, blurring of roles and
perceived difficulties with the Integration Scheme. The Council needs to work with its partners in the NHS and 1JB to address these issues, which can
be progressed through a review of the Integration Scheme required by mid 2020.
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Other specific risks

As set out in our Audit Plan, Audit Scotland identified a number of areas as significant risks faced by the public sector. We have considered these as

part of our audit work on the four audit dimensions and summarised our conclusions below.

EU Withdrawal

We have assessed what work the Council has done
to prepare for the impact of EU withdrawal,
specifically considering people and skills; finance;
and rules and regulations.

The Council appropriately assessed and planned for the
potential impact of EU withdrawal. We have concluded
that the Council is well prepared for EU Withdrawal.

People and Skills - The Council is communicating
regularly with staff on the potential implications of EU
Withdrawal. The Council is aware of the level of exposure
its workforce has to EU Withdrawal and is taking clear
steps to support staff who may be affected. The Council
has clearly identified EU Withdrawal as a risk in its
Corporate Risk Register. The Council is working closely
with third and private sector organisations to assess
workforce risks across Shetland.

Finance - The Council is aware of the extent of funding it
receives from the EU, and the risk faced by third and
private sector organisations from the potential loss of EU
funding. These risks are reflected in the Council's
Corporate Risk Register.

Rules and Regulations - The Council has identified
products and services from the EU that are vital for the
operation of the organisation and service delivery.
Scenario planning has been carried out and detailed
contingency plans are in place. The Council is working
closely with its partners to ensure these risks are
mitigated and contingency planning is ongoing and
developing.
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Other specific risks (continued)

Changing landscape for public
financial management

Care income, financial
assessments and financial
guardianship

Dependency on key suppliers

Openness and transparency

As part of our audit work on financial sustainability
(see pages 7 - 13) we have considered how the
Council have reviewed the potential implications of
the Scottish Government’s Medium-Term Financial
Strategy for its own finances, including long-term
planning.

We have reviewed the arrangement for financial
assessment of those requiring care and assessed
whether they were subject to a significant backlog.

We obtained a detailed breakdown of expenditure by
supplier and performed and performed an analysis to
identify if there were any risks of dependency on key
suppliers.

We have considered the Council’s approach to
openness and transparency as part of our audit work
on governance and transparency (see pages 23 -
25).

The Council revised its MTFP in August 2018, with the
Scottish Government's Medium-Term Financial Strategy
being considered as a 'key factor' within that plan. The
assumptions used in the plan - in terms of funding uplifts
and cost increases - are consistent with the Scottish
Government MTFS.

The Council is in the process of amending its performance
reporting framework to better align with national
indicators and to demonstrate contribution to outcomes,
particularly in relation to the Shetland Partnership Plan.

No areas of risk identified from our audit work. The
Council has confirmed that there is no backlog in the
financial assessment of those requiring care and no
Council officers act as financial guardians.

No specific risks of key supplier dependency have been
identified. While Shetland Islands Council has a number of
key suppliers, these are public bodies providing services
to the Council and their functions would be assumed by
another public body if they ceased to exist.

We are satisfied that the relationship with ferry and air
operators does not present a risk, with sufficient
contingency planning in place and alternative options
available to deliver services in the event of supplier
failure.

The Council has a good attitude to openness and
transparency. However, there is room for improvement
and the Council needs to ensure its approach to openness
and transparency keeps pace with public and regulatory
expectations. The Council should review its approach to
openness and transparency, considering wider
expectations, developing an action plan in conjunction
with wider stakeholders to ensure that the Council is
always striving for more.
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Purpose of our report and responsibility statement
Our report is designed to help you meet your governance duties

What we don’t report
This report has been prepared

Our report is designed to help the Council As you will be aware, our audit is not designed :
discharge their governance duties. to identify_all matters that may be relevant to \f/?é EEng?ourgcglcfesp? body, and
Our report includes the results of our work on the Council. responsibility to you alone for
the following: Also, there will be further information you its contents.
need to discharge your governance

. Financial sustainability: responsibilities, such as matters r_eported on We acce_p_t no dUt_Y’ -
. Financial management" by management or by other specialist responsibility or liability to any

! advisers. other parties, since this report

Governance and transparency; and

has not been prepared, and is
Value for money.

not intended, for any other
purpose.

for and on behalf of Deloitte LLP
Glasgow

We welcome the opportunity to discuss our report 20 June 2019
with you and receive your feedback.




Action plan
Recommendations for improvement

The Council needs to review its MTFP given
the significant of the anticipated
underestimation of the funding gap to
2023/24. The funding gap identified in the
Financial MTFP should be linked to planned savings
Sustainability from the BTP and SRP, demonstrating how
the BTP and SRP will enable the Council to
close the funding gap in the medium term.

The Council recognises the challenges it faces.
We will update its medium- and longer-term
financial planning assumptions over the
summer of 2019 and will present the refreshed Executive

MTFP and LTFP in the autumn. Where possible, Manager - 31 March 2020 High
likely savings determined through the initial Finance

scoping of service redesign and business

transformation activities will be built into the

(See page 8 for details.) Council’s planning assumptions.

The Council has recently allocated a budget to
establish a Programme Management Office
function within the Corporate Services
directorate to facilitate progress of SRP and

The Council needs to consider the resourcing
of transformational change (including the

officers responsible for transformation) as it Director -

g/nanq/a/ . moves from planning for change to BTP projects. The PM.O .W'” use a _mlxture of Corporate 31 March 2020 High
ustainability implementing change secondments from existing Council teams and Services
) new appointments and graduate project
(See page 9 for details.) officers on fixed term contracts to help address
) the capacity constraints the Council is facing in
this area.
The Council needs to improve its approach to )
capital planning, through: identification of the The Council presented its Property and Asset Executive
current asset base; quantifying what the Management Strategy (PAMS) in June 2019 Manager -
Council considers to be an affordable asset which set out future plans for the Council’s Assets,
Financial base; anticipated additional assets to be property estate. Following feedback from Procurgm_enF &
S ; . acquired in the medium to longer term to elected members, an updated PAMS will be Commissioning 31 March 2021 High
ustainability - . . S -
meet demographic and other changes; assets presented in September, and will align with the
which the Council anticipates disposing; plans MTFP and LTFP and planned changes arising Executive
required to bridge this asset funding gap. from service redesign and business Manager -
transformation activities. Finance
(See page 11 for details.)
Financial monitoring reports should include The Council is keen to present financial
information outlining amendments to the information in an accessible and open way, not
Financial budget, why the amendments were just to el_ected Members but the wider . Executive .
Management necessary and why they were not foreseen community. We welcome the opportunity to Manager - 31 December 2019 High
when the budget was agreed. help improve the format and content of Finance
financial monitoring reports in order to
(See page 15 for details.) enhance transparency and accountability.
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Action plan (continued)
Recommendations for improvement (continued)

Financial
Management

Governance &
Transparency

Governance &
Transparency

For each capital project planned, the Council
needs to clearly outline the due dates for
projects and their original budgeted cost, with an
annual report outlining any changes to the
planned due date and budgeted cost,
documenting which projects have been
completed and at what cost. This will enable the
Council to monitor whether it is delivering capital
projects on time and on budget.

(See page 17 for details.)

The Council needs to carry out a skills gap
analysis as part of the annual self assessment of
Committees and the Council, work in conjunction
with Members to develop training plans for them,
assess the effectiveness of all training provided
and track and report attendance at training by
Members.

(See page 22 for details.)

The Council needs to have annual self-
assessments of governance arrangements,
Committee and Council performance. The Council
should develop a self assessment programme
and assign a specific officer with responsibility
for ensuring the Council has adequate self
assessment arrangements in place.

The results of these reviews should be made
publicly available through the publication of an
Annual Self-Evaluation Report.

(See page 22 for details.)

The Council welcomes the opportunity to
improve transparency and accountability.
An annual update report will be prepared by
the end of the 2019/20 financial year.

Attendance at all development events is
logged. Feedback will now be requested
from formal and informal Member
development events. Members are
currently participating in the Improvement
Service CPD Framework. PDPs and a
refreshed Member Development
Programme will be prepared once
completed.

Training need for Members formed part of
the Committee and Governance review
reported to Members on 11 June 2019. A
more in depth analysis leading to a training
plan is underway.

The Council considered an initial
Governance review report as part of the
review of its Code of Corporate Governance
in June 2019. An updated report is
promised for September 2019, and annually
thereafter.

Executive
Manager -
Assets,
Procurement &
Commissioning

Executive
Manager -
Finance

Executive
Manager -
Executive
Services

Executive
Manager -
Governance &
Law

31 March 2020 High
31 March 2020 High
31 December 2019 High
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Action plan (continued)
Recommendations for improvement (continued)

Governance &
Transparency

Value for Money

As with a number of councils across Scotland, the
Council is not meeting its obligations under the
Community Empowerment Act. The Council needs to
develop and document its community empowerment
arrangements, provide training to Members and officers
on what empowerment means, and work to develop
community capacity.

(See page 25 for details.)

Performance information across the Council (including
the Partnership Plan) needs to be improved with all
indicators having targets or narrative to explain
performance. The Council should report on an annual
basis on the indicators it intends to monitor in the
coming year, the targets for each quarter, and the
performance for the corresponding period in the
previous year.

Changes to target dates should be clearly explained and
challenged by Councillors. If progress is reported on a
% basis, measurable targets should be included and
reported against.

The indicators reported should be linked to the Council's
priorities and outcomes for communities. The narrative
provided alongside performance indicators needs to be
more detailed to enable an observer to understand
specifically why performance has or has not met target,
whether that was within or outwith Council control, and
what specifically will be done to address areas of
underperformance.

(See page 32 for details.)

This work will be co-ordinated in
tandem with work to identify skills
gaps (as recommended on page 41)

_ b 0= Executive

and be incorporated into a training Manager -

programme in partnership with Executive

Workforce Development. Services

The delivery of learning sets in key 31 March 2020
policy areas, including the Executive

Community Empowerment Act, is an Manager -

action contained with the Shetland Community

Community Learning and Planning &

Development Plan. Development

Work to develop locality plans, as
required under the Act, is in hand.

A performance Framework for
Shetland has been developed and is
being presented to the Council, the
NHS and 1JB for approval; in
June/July 20109.

The Framework incorporates the

commissioning cycle and is designed pjrector -
to be used for joint commissioning, Corporate
performance management and Services
reporting for the Shetland

Partnership. The Framework will be

fully implemented by 31 March 2020

with 2019/20 a transition year

during which time the Framework

will continue to evolve informed by

practice.

31 March 2020

High

High
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Action plan (continued)
Recommendations for improvement (continued)

In its budget, the Council should identify savings which
will need be achieved in the year, allocated appropriately The Council opted against using ‘savings

across Directorates. These savings should reduce the lines’ to enable balanced budgets to be
. . overall Directorate budget (as opposed to being separate setin 2019/20. The Council will include  Executive
Financial N L . o .
-, ... 'savings lines’ in the budget) and be separately disclosed all efficiencies or savings targets Manager -
Sustainability . - o . . . .
in the narrative to enable monitoring of progress against  expected to be realised through service  Finance
savings in the year. redesign or business transformation
activities in the next budget-setting cycle.
(See page 7 for details.)
The Council will update its medium- and
longer-term financial planning
The Council's MTFP should make reference to the key assumptions over the summer of 2019
principles of public service reform - prevention, and will present the refreshed MTFP and Executive
Financial performance, partnership and people - and how these key LTFP to Council in the autumn. The M
S - . ., X i . o anager -
Sustainability principles are reflected in the Council's financial planning. refreshed MTFP will reflect the principles Finance
and assumptions contained in the the
(See page 37 for details.) National Performance Framework and the
Scottish Government’s own Medium-Term
Financial Strategy.
The Council should include the impact that decisions will
have on the Council's position against the in-year draw on The Council is keen to present financial
reserves, the funding gap identified in the MTFP and the information in an accessible and open
approach adopted in the LTFP in the 'Finance implications' way. The Council acknowledges that Executive
Financial section of reports, so that it is clear to everyone who is reports requiring decisions could be Manager -
Sustainability making the decision the longer-term financial impact that = clearer in this area, and will seek to set -, E
S . ) ; S Lo inance
decisions are expected to have, rather than simply out the likely financial implications on a
understanding the impact in the short term. short, medium and longer-term basis in
the relevant section.
(See page 10 for details.)
Financial monitoring reports should present information on
actual expenditure in each quarter, in addition to the The Council is keen to present financial
forecast outturn as at the end of each quarter. Narrative  information in an accessible and open
in the reports should provide explanations for why way. During committee, elected Executive
Financial variances have occurred, not just what they consist of. members have the opportunity to ask M
) X ) . X k anager -
Management The finance function needs to become more involved in questions about performance in the Finance

forecasting to understand and scrutinise how the forecast quarter, however the Council
expenditure will be incurred and whether this is realistic. = acknowledges that further insight in the

narrative of reports could be useful.
(See page 15 for details.)

31 March 2020

30 September
2019

31 December
2019

31 December
2019

Medium

Medium

Medium

Medium
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Action plan (continued)
Recommendations for improvement (continued)

Financial
Management

Financial
Management

Governance &
Transparency

Governance &
Transparency

The Council’s budget should include analysis of
how the budget links in quantitative terms to the
priorities set out in the Council's Corporate Plan.
The budget should also include information of the
outcomes the Council expects to be progressed
(and to what extent) by the budget.

(See page 17 for details.)

The Council should carry out a review of the
finance structure, to assess whether changes in
the finance structure and model could result in
improvements in financial management.

(See page 17 for details.)

The Council should set clear 'due dates' for when
delivery plans for the Shetland Partnership Plan
will be available and outline how progress will be
monitored once these are available.

(See page 32 for details.)

The Council should carry out a review of how open
and transparent it is, seeking the views of the
wider community. The Council should carry out
regular stakeholder or citizen surveys and seek
views on how open and transparent it is through
these and through its own staff survey.

(See page 23 for details.)

The Council is keen to present financial
information in an accessible and open way, not
just to elected members but the wider
community. The Council will aim to address this
recommendation during the next budget cycle
as it sets the 2020/21 budget.

The Council will consider the feasibility and
advantages and disadvantages of moving to a
different structure for the finance team.

The Delivery Plans have been drafted and will
be presented for approval by the Council on 2
July 2019.

The new Performance Framework for Shetland
will be used to monitor and report on progress.

One of the four priorities in Shetland’s
Partnership Plan is Participation. This priority is
led by the Director of Corporate Services
supported by Community Planning and
Development.

HR are leading on the continuing development
of action plans to take forward issues from
previous Viewpoint Surveys and will repeat the
survey to ensure comparisons over time.

Executive
Manager -
Finance

Executive
Manager -
Finance

Chief Executive

Director -
Corporate
Services

31 March 2020

31 March 2020

31 March 2020

31 March 2021

Medium

Medium

Medium

Medium
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Action plan (continued)
Recommendations for improvement (continued)

Governance &
Transparency

Governance &
Transparency

The Council should review whether the style of
reports used and is appropriate. Covering reports
should identify the key matters being considered
and the implications of decisions. Officers signing
off the report should challenge the content before
submitting it for reporting.

(See page 24 for details.)

The Council needs to take steps to actively
communicate with the community on an ongoing
basis. Improvements could be made through the
use of webcasting meetings or hosting meetings in
alternative locations on occasion. The Council
should consider publishing a quarterly or annual
newsletter, sent to all households, outlining key
decisions, Council performance and how the public
can engage with the Council.

The Council should also consider utilising
technology or traditional surveys to improve
community involvement in the financial planning
process: a number of councils across Scotland now
allow the public to 'create your own' budget online,
with the findings from this considered when
developing the budget.

The Council should carry out regular stakeholder or
citizen surveys, which will enable the Council to
monitor changing expectations and respond to
perceived or actual weaknesses. When reporting on
stakeholder surveys, the Council should include
historical information or trend analysis, targets and
clear linkage to Council priorities or performance
measures.

(See page 25 for details.)

Executive
Manager -
A review of report writing has been Human
completed resulting in training being Resources
delivered in June 2019 which will inform 31 December 2019 Medium
further work developing Council Guidance  Executive
for Report Writing and Presenting. Manager -
Governance &
Law

The Council is committed to enabling public

scrutiny through virtual attendance by

audio or webcasting meetings. This is an

ambition which is linked to the recent

decision in June 2019 to move the Council

debating chamber to a new location at St Director —

Ringan’s Church. Corporate 31 March 2021
Services

One of the four priorities in Shetland’s
Partnership Plan is Participation. This
priority is led by the Director of Corporate
Services supported by Community Planning
and Development.

Medium
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Action plan (continued)
Recommendations for improvement (continued)

Governance &
Transparency

Value for Money

Financial
Sustainability

The Council's should provide summary reports on the
external support provided to organisations and the
outcomes achieved through that support to the relevant
service committee on an annual basis. The Council should
include compliance with FtPP as a standard item in the
annual internal audit plan until sufficient assurance is
received that the Council is complying with the Code.

(See page 26 for details.)

The Council should review LGBF information against what it
considers to be 'priority' areas and include narrative on
which indicators are considered to be the most important
and relevant by the Council. The report should outline the
general performance of the Council and include trend
analysis, including specific narrative on how the Council
plans to address areas of poor performance or whether it
accepts poor performance in specific areas.

(See page 31 for details.)

The Council’s Annual Investment Plan should cover what
level of reserves the Council currently has, what it aims to
have, what it expects to use reserves for, how the level and
use of reserves will be monitored and remedial actions
which will be taken if reserves fall below a certain level or
are not used appropriately.

On an annual basis, the Council needs to consider the
nature, extent and timing of plans to use earmarked
reserves to ensure that they remain valid, appropriate and
reasonable.

(See page 7 for details.)

Reports will be presented to
Development Committee and
Policy and Resources
Committee.

Issues of procurement and Best
Value form part of the 2019/20
Internal Audit Plan and the
Council will discuss with Internal
Audit whether the provision of
support to external
organisations can form part of
these audits.

LGBF information is considered
and reports are prepared for
discussion at committee. LGBF
will also be discussed by CMT
going forward to ensure key
issues identified are prioritised
and built into work programmes.

The Council presented its
2019/20 Annual Investment and
Treasury Strategy to committee
in March 2019. The Council has
been transitioning to a revised
investment strategy since
January 2019. Once complete,
the Annual Investment and
Treasury Strategy will be
reviewed to ensure it addresses
the points raised in this
recommendation and to reflect
best practice.

Director -
Development

. 31 March 2020
Director —

Corporate
Services

Director -
Corporate
Services

31 March 2020

Executive
Manager -
Finance

31 March 2020

Medium

Medium

Low
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Action plan (continued)

Follow-up 2017/18 action plan

We have followed up the recommendations made in our 2017/18 annual report in relation to the wider scope areas and are pleased to note that 6 of the
total 16 recommendations made have been fully implemented (2 recommendations are not yet due). The following recommendations are due and have
either not been implemented or are only partially implemented. We will continue to monitor these as part of our audit work and provide an update in
our Annual Report to the Committee in September 2019.

Financial
Sustainability

Value for
Money

Additional work needs to be done
to determine the feasibility of the
Council savings target of 3.4%
across the board and how these
savings will be delivered. Business
Transformation and Service
Redesign projects need to include
clear targets and milestones
against which to measure
performance. In addition, progress
on these projects and against
savings targets in general should
be clearly reported to Members as
part of the quarterly monitoring
reports.

The Council should consider its
priority areas compared with its
areas of poor performance in the
LGBF and compare what is being
carried out locally with what is
being done at other Councils which
sit at the higher end of the scale.
The Council has far greater
resources available to it than other
Councils nationally, and should
have the ability to carry out the
necessary changes to improve
performance in the areas which are
historically poor performing.

Management has confirmed

the Business Transformation

and Service Redesign

programmes will continue to

be reported regularly to

monitor and measure Executive
performance. Members had Manager -
been asked where focus and Finance
priorities should be in the

medium term and

management will continue to

work with members to

deliver these projects.

LGBF data is reported to the
Council and functional
Committees. One of the
priority areas in the Service
Redesign Programme is the
consideration of "outliers"

where the Council's LGBF [C)gfcg‘r’;t;
data is at odds with similar P
Services

Council's data this includes
fully understanding the data
and whether the service
outcomes being delivered
explain the difference in
Shetland's data.

31/3/19 High

31/3/19 High

Partially implemented: This will be followed up as part
of our updated recommendation on page 40.

Updated management response:

The Council has not applied an 'across the board'
savings target in 2019/20, instead identifying
Directorate-specific targets and applying budget
changes accordingly. The Council intends to track
progress against milestones set in the Business
Transformation Programme and Service Redesign
projects under a refreshed Performance and
Management Reporting Framework.

Partially implemented: This will be followed up as part
of our updated recommendation on page 46.

Updated management response:

The latest LGBF performance information (considering
2017/18 performance) was reported to the relevant
service committees in March 2019. The Council intends
to use this data to inform service development and
redesign projects.
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Action

plan (continued)

Follow-up 2017/18 action plan (continued)

Governance &
Transparency

Financial
Management

There is a need to improve integration of the I1JB
budget, rather than viewing it as two separate
budgets from the Council and NHS. Steps also
need to be taken to close the funding gap at the
1JB.

Given the lessons learned in the previous number

of years, the Council (in conjunction with the NHS)
should consider reviewing the Integration Scheme
to ensure it is fit for purpose.

Separately, the Council also needs to consider
whether its internal mechanisms for identifying
disputes at an early stage and implementing
appropriate remedies are sufficient. We have also
found that there is scope for the governance
arrangements between the Council and IJB to be
improved to ensure that the respective roles and
responsibilities are clear.

The Council should adopt a priority-based
approach to budget setting, whereby resources are
focused on the Council's priority areas. Applying a
4.5% savings target across the board (a ‘salami
slice’ approach) is difficult to put into practice and
not achievable in the long term, is vague in how
savings will actually be achieved and does not
protect priority areas.

The Council should carry out self-evaluation on
completion of projects, to confirm whether the
project achieved its stated aims, delivered value
for money, and how it performed against budget
(in terms of cost and time).

As highlighted in 'Best Value' audits conducted at
other councils, the Council needs to demonstrate
how its actions actually make a difference to the
lives of residents - the Council should ensure such
a section is included on any post-completion
evaluation of projects.

Work has commenced
on a self-evaluation of
the 1JB’s governance
framework and
production of a Code of
Corporate Governance.
This evaluation will
consider the
recommendations made,
including the need for a
review of the
Integration Scheme and
its supporting
governance and
reporting arrangements.

Executive
Manager -

and Law

Management recognise

the difficulty with the

‘salami slice’ approach

and promotes that a

more selective approach

in line with Council

priorities is the way Director -
forward. Evaluation on  Corporate
completion of projects is Services
an integral part of the

Building Better Business

Cases methodology

being applied to the

Service Redesign

programme.

Governance

31/3/19 High

31/3/19 High

Partially implemented: An initial review of
governance and the Code of Corporate
Governance was presented to the Council in
June 2019.

Updated management response:

The Council will be involved in the self-
evaluation of the I1JB's governance
framework, which is expected to be
completed by mid 2019/20. During this
process, the Council will work with the 1JB
and NHS to consider the appropriateness of
the Integration Scheme, practical steps
which can be taken to develop an
integrated approach to the 1JB budget and
the mechanisms in place in the Integration
Scheme for dispute resolution.

Updated target date:

27/11/2019

Partially implemented: This will be followed
up as part of our updated recommendation
on page 43.

Updated management response:
Specific savings targets were included in
the 2018/19 budget but none were
identified in 2019/20. The Council accepts
for 2020/21 that the savings targets on a
Directorate level should be disclosed in the
budget. The Council accepts the need to
better align the budgeted expenditure to
anticipated outcomes and will work towards
this in 2019/20. The Council will carry out
self-evaluation on completion of Business
Transformation and Service Redesign
projects. None were fully completed in
2018/19 and therefore no self-evaluations
were carried out.
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Action

plan (continued)

Follow-up 2017/18 action plan (continued)

Financial
Management

Governance &
Transparency

The Council should reconsider its reporting

calendar for reporting to Committee and
Council, narrowing the gap between the

time the monitoring reports are prepared
and when they are presented to Members.

We also recommend that the Council
consider reporting on a more risk-based
approach, with higher risk areas being
reported more regularly and lower risk
areas less frequently.

As the Council is currently refreshing the

Council Plan, we recommend that it is made

clear within the Council Plan how the

strategic priorities and plans of the Council
align with and help achieve the priorities in
the Partnership Plan. Further, it is important

that comprehensive delivery plans are

developed in the near future to ensure that

the aims of the Partnership Plan are
achieved. These delivery plans need to
include measurable milestones to allow
monitoring of performance.

Work is due to commence on the

reporting calendar for 2019/20.

This will take account of the
recommendations made in relation Director -
to performance and financial Corporate
reporting timescales, alongside the Services
needs of other business and

reporting requirements and

timescales.

The Shetland Partnership is
commencing the development of
delivery plans. The Partnership is
also developing the governance
structure to ensure the plans are
monitored against the milestones
for changing individual and
community outcomes. The
Council's Corporate Plan halfway

. . . Director -
review is being reported to the
- . Corporate
Council in September. Directorate .
Services

Performance reports now refer to
both the Corporate Plan
performance and the Directorate's
links to the partnership plan. This
will be made clearer in the revised
Directorate plans developed as
part of the budget preparation
process between September 2018-
February 2019.

31/3/19 Medium

31/3/19 Medium

Partially implemented: This will be
followed up as part of our updated
recommendation on governance
arrangements on page 41.

Updated management response:

The Council reviewed its reporting
calendar for 2019/20, reducing the
number of meetings. Further
improvements to performance reporting
will be addressed through the
Performance and Management Reporting
Framework.

Updated target date:

31/3/2020

Not implemented: This will be followed
up as part of our updated
recommendation on page 44.

Updated management response:

The Council is working with the Shetland
Partnership to develop comprehensive
delivery plans, using the same format as
the Shetland Partnership Plan. It is
intended that progress reports will be
publicly available and made readily
accessible to the community.

49



Action plan (continued)

Follow-up 2017/18 action plan (continued)

The Council should consider
rationalising its Committee structure to
ensure that there are enough
Committees to provide effective
governance and scrutiny, but no more
than that as additional Committees
require additional Member and
management time and detract from
time which can be spent elsewhere. As
part of this rationalisation, the Council
should consider if the responsibilities of
any Committees can be merged to
reduce the number of Committees
whilst maintaining the overall
responsibilities, given that this will
reduce the administrative time in
preparing papers for and attending
differing Committees without the loss
of any scrutiny.

Governance &
Transparency

Performance monitoring reports should
give more qualitative descriptions,
which highlight and draw out what the
challenges are. Further, although
performance reports are generally
sufficiently detailed, they should
include comparative information by
benchmarking to other Councils.

Governance &
Transparency

Work has commenced on a
self-evaluation of the
Council's governance
framework. This evaluation
will consider the
recommendations made,
recognising the need to
reduce Member and
management time at
meetings, but will balance
this with the overall need
to ensure the decision-
making framework
supports sound and
effective corporate
governance.

Benchmarking data is
already reported as part of
Performance reports- APSE
reports, LGBF, audit
reports. Performance
Management is a key
strand in the Business
Transformation Programme
and this issues will be
picked up by targeted work
during the next 6 months.

Executive
Manager -
Governance
and Law

31/3/19 Medium

Director -
Corporate
Services

31/3/19 Medium

Not implemented.

Updated management response:

It was agreed with Members that this would form
part of its annual Governance and Mid-Term Review.
This did not accept the need to decrease the nhumber
of Committees but recognised that a reduction in
number is anticipated as a result of the
externalisation of responsibility for the provision of a
College and Tertiary Education Services committee.
The Council begun a self-evaluation of its
governance framework in March 2019. This
specifically considered the recommendations made in
the external audit action plan. The Council is
committed to:

1) a review of the role and remit of the Policy and
Resources committee, and

undertake a further review of its constitution to
deal with changes which emerge from the
current review of ward boundaries.

Updated target dates:

1) 27/11/2019

2) 31/3/2022

Partially implemented: This will be followed up as
part of our updated recommendation on performance
information on page 42.

2)

Updated management response:

The Council has addressed this recommendation
through a revised performance management
framework, being developed through the
Performance Management and Reporting workstream
of the Business Transformation Programme. A new
Draft Performance Framework has been developed.
Performance monitoring reports in 2019/20 will be
based on the revised framework.
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