Shetland
Charitable Trust

General Manager: Dr Ann Black
22-24 North Road
Lerwick
Shetland
ZE1 ONQ

Telephone; 01595 744994

Fax: 013595 744999
mail@shetlandcharitabletrust.co.uk
www.shetlandcharitabletrust.co.uk

If calling please ask for
Mary Anderson
Direct Dial: 01595 744992

Our Ref EMA/TA1/1 Date: 28 October 2009
Your Ref:

Dear Sir/Madam

You are invited to the following meeting:
Special Shetland Charitahle Trust

St Catherine’s Suite, Shetland Hotel, Lerwick
Tuesday 3 November 2009 at 11.30am

Apologies for absence should be notified to Lynne Geddes on 01595 744592, or to Jenna
Johnson on 01595 744544,

This meeting will be followed by a presentation by Alan Chesney (Environmentalist) and
Tony Windle (Construction Engineer) of Morrison Construction. Members of the press are
invited to stay for the presentation.

Soup and sandwiches will be served at 12.30pm.

Please note the venue and the time for this meeting

Yours faithfully

(signed) Dr Ann Black
General Manager

AGENDA

(@}  Hold circular calling the meeting as read.
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(b)  Apologies for absence, if any.
(c) Declarations of Interest.

The following item contains confidential information

For Information
1. Land Adjacent to Sullom Voe Terminal (copy to follow).

The remaining items are to be taken in public

For Decision

2. Annual Report and Accounts for the Year to 31 March 2009. Report enclosed.
3. District Heating Scheme — Monitoring Report 2009. Report enclosed.

For Information

4. Viking Energy Limited — Project Update. Report enclosed.

5. Governance Review Group — Verbal Update.
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Shetland
Charitable Trust

Scottish Charity Number: SC027025

2

REPORT
To:  Shetland Charitable Trust 3 November 2009
From: Financial Controller Report: CT0911081

Shetland Charitable Trust
Annual Report and Accounts for the year to 31 March 2009

1.

Introduction

1.1

The Annual Report and Accounts for the year to 31 March 2009,
which follow as Appendix A, are prepared in accordance with the
Charities and Trustee I[nvestment (Scotland) Act 2005 and the
Charities Accounts (Scotland) Regulations 20086.

Commentary

2.1

2.2

2.3

2.4

2.5

Appendix B contains my summary of the accounts. The first page
shows a balance sheet as at 31 March 2009 with the year before as
a comparison. The managed funds show a significant fall in the
year.

The next sheet shows the financial movements for the year. The
first section, headed up “fund managers” shows the effect of the
negative sentiments in the world's markets as net losses of £40.7
million. 2008/09 will be remembered as the year of the “credit
crunch”. There was one, relatively small, piece of good news. The
change to passive management of the equity investments led to an
overall reduction in fund managers’ fees to one third of the level of
the year before.

The local investments did well, returning £4.0 million on a portfolio of
about £25 million. They consist of SLAP’s |easing and property
portfolio, the land at Sullom Voe Terminal and the District Heating

_infrastructure.

Charitable expenditure crept up, mainly due to one-offs such as a
contribution to the CATS scanner fund, fire protection works at the
care homes and potential tax to pay on the Christmas grants. Once
these one-offs have been completed and the results of the current
savings review are implemented, charitable expenditure should fall.

The new donations to the Trust were the proceeds of the sale of
islesburgh Community Centre and Isiesburgh House; the donated
assets of the Garrison Theatre; and just over £3 million on the wind
up of SICCT 1976.
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2.6 As always, the Trust's financial position is dominated by the
stockmarket returns. 2008/09 was a poor year on the world's
markets, and 2007/08 was also a negative year. However, 6 March
2009 was a low point, with the improvemenis seen in the rest of
March carrying on after the year end. The gains between 1 April
2009 and 9 October 2009 are over £30 million.

3. Recommendation
3.1 Trustees are asked to:-
a) approve the Annual Report and Accounts for the year to 31
March 2009;
b) authorise the Chairman and Vice Chairman to sign the
Accounts; and
C) authorise the Chairman to sign the Letter of Representation to
the auditors, attached as Appendix C.
Reference: JPG/EMA/TAZ Report Number CT0911081-F
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APPENDIX A

Shetland Charitable Trust

Trustees’ report and consolidated
financial statements
Charity number SC027025
31 March 2009
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Shetland Charitable Trust

Trustees’ report and consolidated financial statements
31 March 2009

Chair’s introduction

The year ended with the share matket, which is our biggest single area of investment, at a low ebb, Conversely, the
bond market has held up well and our lecal investments, notably Shetland Leasing and Property Limited, are
eamming improving profits.

The uncerfain investment outlook, with no consensus among forecasters about the likely trends, has caused us to
begin a review with the biggest bodies funded by the Trust to seck reductions in future spending. The anticipated
savings, together with a likely reduction in the cost of the Christmas Grant Scheme, should take a large step towards
bringing spending closer to the sustainable level. The review will ultimately cover every part of the Trust’s
spending.

Another working group is reviewing the governance of the Trust, particularly the composition of the Trustee body,
to meet a request from the Office of the Scoftish Charities Regulator and to ensure compliance with the Scottish
Charities Act, This group is expected to report during the coming year.

The Trust continues to examine the possibility of investing, in partnership with Scottish and Southern Energy, in a
larpe wind farm in central Shetland. The financial estimates regarding this prospect continue to be positive, but can
only be finally arrived at once a consent to build has been achieved. The consent application will be submitted early
in the new financial year. The costs to the determination of the application are expected to be contained within the
original budget estimaie,

Afier a period of more than 18 months without a General Manager, Ann Black tock up the post in Fanuary 2009 and
is making an energetic start. We look forward to her contribution and to the activities of the Trust being examined
by a fresh eye. During the interregnum our staff, led by Jeff Goddard doubling as Aciing General Manager as well
as Fiancial Controller, coped willingly and efficiently with all that was demanded of them. I extend our gratitude
and thanks to them all.

WH Manson

Chair

Shetland Charitable Trust
3 November 2009



Shetland Charitable Trust

Trustees® report and consolidated financial statements

Trustees’ Report

Section 1: Reference and Administrative Detaiis
Name Shetland Charitable Trust

Scoitish Charlty Number  SC027023
Address 23-24 North Road, Lerwick, Shetland, ZE1 ONQ

Trustees

William Henry Manson, Mangaster, Suflom — Chair

James Herculeson Henry, 17 Murrayston Lerwick — Vice Chair
Leslie Angus, 12 Lovers Loan, Lerwick

Laura Flovence Baisley, 2 Effstigarth Herra Mid Yell

James Budge, Bigion Farm, Bigton

Alexander Jamieson Cluness, § Twageos Road, Lerwick
Alastair Thomas James Cooper, Linga, Mossbank

Adam Thomas Doull, Islesburgh, Sullom

Allison George Leslie Duncan, 1 Hillock, Dunrossness
Elizabeth Laureen Fullerton, Vatdur, Bridge Esd, Buma
Florence Barbara Grains, Hoove, Whiteness

Tris Fean Hawkins, 48 Sycamore Avenue, Scalloway

Robert Simpson Hendetson, Maraberg, Cullivos, Yell

Andrew James Hughson, Brunthamarsland House, Girlsta
Caroline Helen Janette Miller, Heogan, Bressay

Richard Chadsey Nickerson, Ringan, Bigton

Valerie Margaret Lillias Wicolson, Midgarth, Twagoes Road, Lerwick
Frank Andrew Roberison, Columbus, Selivoe, Bridges of Walls
Gary Robinson, 17 Burnside, Lerwick

Joseph Gilbert Simpson, Brucefield, Symbister, Whalsay

John Hamilion Scott, Keldabister Banks, Bressay

Cecil Laing Smith, 1 Westerloch Crescent, Lerwick

Jonathon Wimey Garriock Wills, Sundside, Bressay

Allan Sinclair Wishart, Seafield Lodge, Lower Sound, Lerwick (resigned 5 August 2009)

Chief Executive Morgan Goodlad (resigned 31 December 2008)
General Manager Ann Black (appointed 1 JTanuary 2009)
Financial Controller Jeff Goddard
Ranlkers Bank of Scotland

117 Commercial Strest

Lerwick

ZE1 ODL
Auditors KPMGLLP

37 Albyn Place

Aberdeen

AB1G 1JB

31 March 2009
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Trustees” report and consolidated financial statements
31 March 2009

Trustees’ Report econtinued)

Solicitors

Invesiment
Managers

Custodian
And
Investment
Monitor

Invesiment
Consuléant

Turcan Connell
Princes Exchange
1 Earl Grey Street
Edinburgh

EH3 9EE

Insight Investinent Management ((Flobal) Limited
33 Old Broad Street,

London,
EC2N 1HZ

Record Currency Management Limited Barclays Global Investors Limited
Morgan Honse Murray House

Madeira Walk Royal Mint Court

Windsor London

Berkshire SL4 1EP BC3N 41

The Northemmn Trost Company
50 Bank Street

Canary Wharf

London

El14 SNT

Hymans Robertson LLP
20 Waterloo Street
Glasgow

G26DB



Shetland Charitable Tiust
Trustees’ report and consolidated financial statements
31 March 2009

Trustees’ Report (contlntied)

Section 2: Structure, Governance and Management

Governing Document

The Shetland Islande Council Charitable Trust was established by a Deed of Trust on 10 September 1997, and
rogistered in the Books of Council and Session on 24 September 1997. It replaced an earlier trust, which was also
called Shetland Islands Council Charitable Trust (established 1976) now known as SICCT 1976 (Scottish
Registered Charity SC016192), The Trust Deed appoints Trustees, states the charitable purposes-of the Trust and
also sets out the powers of the Trustees, This Trust has since been re-named Shetland Charitable Trust.

Charjtable Status

Charitable status was originally conferred on the Trust by H M Inspector of Taxes, based on the terms of the Trust
Deed. Granting of tax reliefs is now the responsibility of HM Revenue and Customs (in succession to the Inland
Revenue), and charitable status confers exemption from payment of most faxes. Regulation of charities in Scotland
is now the responsibility of the Office of the Scottish Charity Regulator (OSCR), created on 24 April 2006. The
registered charity number is SC027025. Both these regulators require to be satisfied as to the Trust’s charitable
activities and, with regard 10 OSCR, public benefit generated.

Trustees — Appointment, Induction and Training

Following the resignation of Allan Wishart on 5 August 2009, the Trust has twenty-three Trustees, namely, twenty-
one of the Councillors of Shetland Islands Couneil as individuals, the Lord Lientenant of Shetland and the Head
Teacher of the Anderson High School. All are appointed as Trustees ex officiis. The Trust Deed indicates which
individuals are deemed to appropriately represent the interests of the beneficiaries of the Trust, by viriue of their
positions within the community. A list of names and addresses of Trusiees can be found on page 2.

Trustee training is provided as appropriate. New Trustees receive induction training. From thme to time, Trustees
receive reports on their roles and responsibilities, in line with developing guidance from OSCR.

Management and Administration

The Trust is managed and administered by a team of nine directly employed staff. The General Manager’s role is to
enswre that the charitable activitles carried out by the Trust are carried out in fintherance of is purposes, value for
money and complement the needs and aspirations of the community, all in accordance with the Trust Deed and the
law. The Finanelal Controller is responsible for the effective management of the Trust’s liquid resources, This
includes ensuring that charitsble status is retained and putting in place effective investment policies. Some
specialist services are purchased from Shetland Islands Council, and other providers, under various service level
aprecments.

The Trust’s procedures are governed by a set of Administrative Regulations. This public document has been
updated fo reflect the changes in administration, and is available on request from the Trust’s office.

Complemeniary Services

Shetland Charitable Trust is an independent and unique organisation. Although il aligns itself with the work
undertaken by Shefland Islands Couneil under its statutory obligations, there is no financial relationship between the
two parties {except contractually in connection with some specific joint projects). The Trust attempts to complement
the work of Shetland Islands Council by remaining aware of the overall direction, strategy and service needs
required for this community. To that end, the two bodies have historically shared a Chief Executive, which has
helped to ensure that the Council and the Trust complement each other’s work and retain a common strategic
dircction. That position changed when the current Chief Executive resigned on 31 December 2008, and the post
was deleted.



Shetland Charitable Trust

Trustees’ report and consolidated financial statements
31 March 2009

Trustees"Report (continued)

Subsidiary Companies
The activities of the three wholly owned subsidiary companies of the Trust are reviewed in Section 5. The Trust as
the only member nominates all the directors as follows:

Shetland Leasing James Henry — Chair (appoiuted 26 March 2009)
& Property William Manson — Chair (resigned 26 March 2009)
Developments William Manson — Vice Chair (appointed 26 March 2009)
Limited James Henry — Vice Chair (resigned 26 March 2009)
(SLAP) Alexander Cluness

Allison Duncan

Iris Hawking

Caroline Miller

Allan Wishart (resigned 5 August 2009)
Robert Henderson {appointed 22 September 2009)
Adam Doull {appointed 22 September 2009)

The same directors were appointed fo serve on the board of SLAP*s subsidiary company, SLAP (Trading) Limited.
Shetland Heat Energy  Gary Robinson — Chair

& Power Limited Richard Nickerson — Vice Chalr
(SHEAY) James Henty
Allison Duncan

Allan Wishart (resigned 5 Angust 2009)
Robert Henderson (appeinted 22 September 2009)

C. T, Shetland (T.M.)  Florence Grains

Limited Iris Hawkins
William Manson
James Henry
Viking Enerpy Limited

The Trust owns 90% of the issued share capital of Viking Energy Limited, and the activities of that ¢company are
discussed in Section 5. The Trust has nominated directors as follows:

William Manson — Chair

Alastair Cooper

Allan Wishart (resigned 5 August 2009)
Caroline Miller {appoinied 22 September 2009)

Risk Managenent

A Working Group of Trusiees was set up in July 2006 to review the adequacy of the Trust’s risk management
amranpements. Over time, Trustees consider that the risks which require to be actively managed have moved from
being of a strategic nature, fo being more operational in nature. That is not to say that the Trust does not face
significant strategic risks, but the Trustoes feel that the steps taken fo mitigate against those risks are sultable and
reasonable.

Trustees yanked their risks in order of severity of impact and frequency of accurrence. Priority is given to tackling
the issues which have a high likelihood of occurring and a major impact on service delivery should they oceur. The
Working Group identified 33 potential risks, which may impact on the business of the Trust. An Action Plan was
drawn up and progress reports are prepared fo ensure that Trustees remain confident that systems are in place to
mitigate against the risks identified.

A further Working Group of Trustees met in the summer of 2008 to perform a second in depth review of the
adequacy of the Trust’s risk management arrangements.

Disclosure of information to anditors

The Trustegs who held offfee at the date of approval of this Trustees® report confirm that, so far as they are each
aware, there is no relevant andit informaijon of which the Trust’s auditors are unaware; and each Trustee has faken
all steps that hefshe ought to have taken ss n Trustee to make himselfherself aware of any rclevant audit
information and to establish that the Trust’s anditors ave aware of that information.



Shetland Charitable Trust
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Trustees' Report (condinued)
Section 3: Objectives and Activities

Objects of Trust (extracted from the Trust Deed)

The Trustees shall hold the Trust Fund at their sole discretion to make grants or loans with or without jnterest out of
the income or capital of the Trust Fund for any purpose which in the opinion of the Trustees are solely in the
interests of the area administered by the local or other governmental authority for the time being of the Shetland
Islands or of the inhabitants of the said area (hereinafter referred to as “the community™) and provided that any such
grant or loan is for charitable purposes: declaring that without prejudice to the generality of the foregoing such
grants or loans may be made for the following purpeses:

() In carrying out developments on or in connection with the said arca calculated to promote the welfars of the
community;

(b) in encouraging and assisting the holding of meetings of members of the community for purposes of recreation,
instruction ot education;

(c) in improving, maintaining and encouraging the improvement and maintenance of means of communication in
the said area, and in particular by (i) building or improving or maintaining potts, harbours, piers, roads, bridges
and aerodromes; (i) hiring or chartering or purchasing and operating any boat, ship, vessel, aeroplane or any
kind of land, sea or air vehicle; (iii) laying or maintaining telephone and telegraph wires or cables, whether on
land or under the sca; and (iv} installing and operating stations for wireless and television;

(d) in promoting directly or indirectly the development of any industry or industries among the community for its
benefit in any manner in which the Trustees consider desirable;

(6) in promoting directly or indirectly the development of agriculture among the community for its benefit;
(f) in encouraging the education of the community by such means as the Trustees may consider desirable;
(g) in improving the medical service to the community by such means as the Trustees may consider desirable;

(b) in the preservation and improvement of the gaid area in the manner which in the opinion of the Trustees is most
conducive to promoting the said area for the benefit of the community and of the Nation;

(i) in the founding, endowing and equipping of schools, colleges, institutions, laboratories, experimental station,
libraries, sporis centres, welfare centres or technical education centres for the community;

() in encouraging the study and practice of any useful branch of human knowiedge by the provision of buildings,
equipment or otherwise as the Trustees may consider desirable;

(k) in the doing of all such other things as are incidental to any of the foregoing purposes:

declaring further that no act of the Trustees shall be deemed to be ultra vires by reason only that individuals or
bodies who do not form pait of the community may or will benefit indirectly by such act.

Priorxities
In their corporate plan, Trusiees have identified a number of priorities, which link to the objects, Priority will be
given to supporting projects and activities which:

contribute to a balanced provision of public services within Shetland [al! objects]

snpport services to people in need fobject (a), (g), (1]

support services for the elderly /abject (a),(i)]

support services for children and young people fobject (a), (), (0, ()]

contribute fo mainteining and developing Shetland’s environment [object (@), (]}

contribute to diversifying Shetland’s economic base fobject (@), (), (d), (i}

contribute to the removal of the sc-catled “dependency culture” fobject (@), (B), (c). (d), (. (0. ()]
support employment in rural areas fobject (c), (d).( e} (). (N

g8 = ot R N

The Trust's corporate plan ia a public document and is available from the Trust’s offices.
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31 March 2009

Trustees’ Report (eontinued)

Shetland Islands Council

In furtherance of its charitable aciivities narrated in the Trust Deed, the Trust endeavours to “top up” public
services, in line with the community’s needs, which are complementary to those provided by national and local
faxation.

The Trust wishes te ensure that the charitable activitics it carries out are appropriate and complementary to those
activities carried out by Shetland Islands Council. This is done through dialogue with the Chief Executive, the
Coungcil’s Head of Finance and our Service Co-ordinators (ses below),

Rather than employ people who are experts in particular fields, the Trust seeks advice from senior tnanagess in the
Council as to what activities it might carry out for the public benefit of the inhabitants of Shetland. These managers
are referred to as Service Co-ordinators and their role is to determine:

+  the strategic service framework within which any bid for funding from the Trust should be considered;

+  an appropriate level and standard of service fo be provided and express that in a Service Statement or Service -
Level Agreement {as appropriate);

+  the appropriate cost at which to buy that service with due regard to comparable information and funding from
other sources; and

e an appropriate monitering and evaluation framework to ensure that services are being delivered to the required
standard. .

This ensures that the two organisations follow the same strategic direction and avoids any duplication of effort in
assessing if profects or activities are suitable for fimding. The Service Co-ordinators provide professional advice,
with the final decision fo support 4 project or activity, lying with the Trustees,

Grant Making Policy

At the moment, the Trust could be described as a strategic funding body as, in the main, it provides funding for
other organisations to carry out activities on its behalf and only undertakes a small amount of “direct” activity in the
Shetland community. The Trust can only give grants where a benefit to the Shetland community is cleatly
demonsirable.

Funded Bodies - Performance Monitoring

The Trust has moved away from the idea of “deficit” funding the ronning costs of organisations to being more
specific about the activities which they are providing in the community for the grant assistance provided. This
change is reflecled in the application process, which requires the organisations to give details of what activities they
provide in the community, who they benefit and what difference they make fo life in Shetland, The Trust's staff
monitor the actual performance of the funded bodies against those described in the relevant application form, and
report exceptions to Trostees, Trustees have received presentations from all of the fiunded bodies who have received
funding of £50,000 or more over the last four years, and it is proposed o repeat this over the next four years. These
processes are significant steps towards an overall performance monitoring process which will enable Trustees and
beneficiarics (the Shetland community} to assess the gverall contribution to the Shetland community of activities
funded by and directly provided by the Trust.
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Trustees’ Report (continyed)

Financial Objectives

Trustees agreed in 2002 to move the Trust’s financial planning onto a triennial basis (from the annual basis used
previously), in an aitempt to smooth out the effect of fluctuations in the Trost's income (principally derived from
the world’s markets). Significant reductions were made in charitable and administrative expenditure in the three
year period to 31 March 2006. The three year period to 31 March 2009 was largely spent in consolidating the
financial position of the Trust.

Turning to the current three year period ending on 31 March 2012, Trustees have agreed that expenditure needs to
be reduced by a further £1 million pa to comply with the Trust’s long term strategy of ‘self sustainability’, ie only
spending the (average) growth in the fund after inflation, and so preserving the real value of the capital sum.

Trustees were very concerned following the terrible falls in the world®s stock markets in the autumn of 2008, but
decided not to disturb the current three year financial objectives described above.

Budgets

Each year the Trustees adopt a budget for the incoming financial year. Details of the initial budget approved by
‘Trustees are given in column 1 of the tables on pages 10 and 11, Some variations are approved during the year, and
these are shown in Column 2 of ithe tables. The Trmstees usually debate the annual budget in public. Most
charitable disbursements are also considered in public. The main exceptions are prants to specific individuals,
where the names and addresses are kept confidential, in order to preserve the privacy and dignity of the graniees,

Minutes

The public minntes of all meetings of the Trustees, together with the relevant reporis, may be inspected during
offiee hours, ai the Trusi’s office at 22-24 Norih Road, Lerwick. The public minutes are also available
clectronically through the trust’s wehsite, www sheflandcharitabletrnst.co.uk.

Section 4: Achievements and Performance

Service Plan
Trustees have approved a Service Plan, which sets out a description of what the Trust does for the people in this
community, to help to improve their quality of life. The Service Plan is presented as three elements, as follows:

» looking after the Trust, by protecting the assets and keeping proper accounis (this is mostly achieved by Trustee
monitoring and the operation of an appropriate systom of Internal Controls);

+ investing funds wissly, fo earn money but also to maintain the Trust’s capital value {investment performance
for the year is reviewed in Section 5);

¢ providing funding for additional setvices to the poople of Shetland, beyond thai which you would normally
expect to receive from statutory agencies (sce below).

During the year to 31 March 2009, the ‘Trust provided grant assistance to the following organisations towards the
cost of providing a range of social, leisure, cultural, heritage and environmental aciivities:

s  Citizens Advice Burean s Shetland Arts

s COPELid s Shetland Befriending Scheme

+  Couple Counselling Shetland o  Shetland Churches Couneil Trust

+  Disability Shetland *  Festivals: Fiddle and Accordion

s  Festivals: Folk Festival »  Shetland Couneil of Social Service (now called
Voluntary Action Shetland)

s Shetland Link-up s  Shetland Recreational Trust

«  Shetland Amenity Trust e  Shetland Youth Information Service

»  Shetland Ast Therapy e  The Swan

The Trust has agreed a change to the funding arrangements for these organisations whereby, in future, it will ensble
organisations which it funds to hold small reserves, for unforeseen items and to help with cash flow issues, rather
than them having to return all unspent balances to the Trust, This change took effect from 1 April 2007,
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Trustees’ Report (continued)

Daring the year, the Trust worked with the organisations funded to develop a system of service performance
reporting, Trustees considered a progress report on service performance in December 2008, which set out, in detail,
how the Trust’s money makes a difference to people and communities, In the main, Trustees were satisfied that
most organisations were performing satisfactorily ageinst their stated targets, and there were no significent areas of
concern, The Trust also supports a4 range of charitable projects and schemes, as set out below:

»  Christmas Grant to Pensioners and Disabled Housecholds +  Employment of Disabled
s  Development Grant Aid Scheme +  Equalisation of Residential Care Charges
¢ Community Support Grant Aid Scheme s Shetland Field Studies Service
s Arns Grant Aid Scheme s« Lpcal Charitable Organisations
Sheltered Housing Heating ¢ Social Assistance Grants
+  Senior Citizen’s Clubs ¢  Bus Services Elderly and Disabled

The Trust has held a dialogue with HM Revenne and Customs over the Christmas Grants, The Trust has modified
the Scheme from 2009 and onwards to betier target the grants fowards those in financial need. The Trustees intend
o minimise in negotiation with HM Revenue and Custorns the possible extent of any tax bill eventually levied,

Qver the years the Trust has invested in a range of community facilities and equipment and has in place a planned
maintenance programme to ensure that the buildings, equipment and other asscts are well maintained and in good
condifion. The facilities and assets include:

s leisure centres in Unst, Yell, Brae, Aith, Whalsay, Scalloway and Sandwick
« the Clickimin Complex in Lerwick

s  rural care centres in Unat, Yell, Whalsay, Brae, Walls and Levenwick

+  the Gamrison Theatre in Lerwick

+ the New Musenm and Archives in Lerwick

s  Murket House, the Voluntary Resource Cenire in Lerwick

« Varlous offices and other buildings for local charities

e The Swan, heritape sailing vessel

Trustees made a number of one-off contrihutions during the year. Trusiees had previously agreed to a contribution
of up to £600,000 fowards the CAT Scanner Appeal, a fund-raising appeal crganised by a number of local
volunteers. The balance (£194,505) of this grant has been paid out. Work is continuing on a programme of
upgrading the Fire Safoty arrangements in the six rural cate homes owned by the Trust. Final instalments were paid
in respect of the construction of Market House and the New Museum and Archives.

‘The detail of how much money is spent on these charitable programmes is shown in tabular format on pages 10 and
11. The tables show five columns, the criginal budget, changes to the budget agreed by Trustees during the year,
actual spend during the year and any variances at the year ead.

Financial Performance ]

In 2008/09, Trustees set a three year financial policy for the years up to 31 March 2012, This policy requires
Trustees to reduce expenditure by £1 million per annum by 31 March 2012. This policy was set before the
spectacular falls in share values last auturnn. The markets showed some recovery by 31 March 2009 from the low
point at the beginning of that month. The recovery has continued in the enrrent financial year, but is still below
where the Trust needs to be if the long term strategy of self-susiainability is to be met, Trustess are contitming to
take a three year view and have not changed the target for savings. It remains to be seen what recovery the markets
make over this peried.

Details of the activities and performance of the Trust’s subsidiary companies are provided in Section § of this
report. In summary, SLAP and SHEAP have performed well in 2008/09 and have gensrated profits for the Shetland
Charitable Trusi group ahead of expectations. The rentals from the land at the Sullom Vos terminal also made a
useful contribution, if below expectation for the year.
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Trustees’ Report (continued)

The Trust continnes to review its own management and administration costs. Thess have fallen from over £900,000
in 2002/03 to around £600,000 in 2008/09, The introduction of service level agreements with the Shetland Islands
Council for the provision of agreed, specific, expert work, as negotiated by the Trust’s independent management,
instead of the previous system of aceepting Council recharges is a key contributor to this fall. The Trust staffing has
reduced from 11 in 2005/06 to eight in 2007/08, but has now risen to nine with the appointment of a new General
Manager, Salary costs have risen slightly as a consequence of this appointment.

Charitable Expenditure

Year fo 31 March 2009

Original Vire/ Current Actual  Variance

budget enhance budget spend
£ £ £ £ £

Charitable Organisations
Shetland Amenity Trust 1,056,209 - 1,036,299 1,056,300 1);
Shetland Arts Development Agency 754,513 15000 769,513 769,514 0
Shetland Field Studies Servico 35,097 - 35,007 27,199 7,898
Shetland Recreational Trust 2,925,004 166,900 3,031,904 3,031,904 -
Shetland Youth Information Service 183,840 - 183,840 183,340 -
COPE Limited 145,034 - 145,034 145,034 -
Citizens Advice Bureau 130,015 15,135 145,150 145,150 -
Voluntary Services Resource Contre 152,631 - 152,631 152,631 -
Shetland Churches Couneil Trust - 53,660 53,569 53,669 -
SCSS — Children’s Befriending Scheme 54,571 - 54,571 54,571 -
SCS8S — New Shetlander 1,566 - 1,566 1,566 -
Disability Shetland Recreation Club 12,933 - 12,933 12,933 -
Women’s Royal Voluntary Service 54,515 - 54,513 54,515 -
The Swan Trust 47,900 - 47,900 47,500 -
Shetland Link Up 47,669 - 47,669 47,669 -
Sheiland Link Up — Art Therapy 25,555 - 23,555 25,555 -
Relate Shetland 12,600 - 12,000 12,000 -
Cost of Change (Trusts) - 50,000 50,000 25244 24,756
Sub total: Charitable Organisations 5,639,142 - 240,704 5,879,846 5,847,194 32,652

Original Vire/  Current Aciual Variance

budget enhanee bhudget spend
£ £ £ £ £

Projects
Independence at Home Scheme - 74,466 74,466 24,003 45473
Community Alaim Scheme 97,000 23,865 120,865 119,956 909
Christmas Grant Scheme 1,125,500 - 1,125,500 1,655,096  (525,596)
Equalisation of Charges 3,129,656 - 3,129,656 3,128,556 -
Communify Development Grants 21,836 (4,051) 17,733 17,785 -
Community Support Grants 63,060 6,159 69,219 69,219 -
Festival Granis 28,800 - 28,800 28,800 -
Artz Grant Scheme 40,575 (2,108) 38,467 21,687 16,780
Social Assistance Grants 53,060 2,000 55,060 32874 22,186
Senior Citizens Chabs 24 480 - 24,480 21,292 3,188
Buses for Elderly and Disabled 49,000 - 49,000 48,000 1,000
Logal Chariiable Organisations 10,600 - 10,000 9,860 140
Sheltered Housing Heating 25,500 - 25,500 25,500 -
Employment of Disabled 10,850 - 10,850 7,197 3,653
Springfield Running costs 2,000 - 2,000 2,853 (853)

Contingancy 20,000 (20,000) - - -
Charitable Gilt — Caravan - - - 7,888 (7,838)

Sub fotal: Projects 4,701,317 80,331 4,781,648 5,222,656 (441,008}
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Trustees’ Report (continued)
Original Vire/  Corrent Actual Variance
budget enhance budget spend
£ £ £ £ £
Property Advice and Malntenance
Shetland Amenity Trust 277,130 - 277,130 277,130 -
Shetland Arts (including Weisdale Mill) 63,000 - 63,000 45445 17,535
Shetland Recreational Trust 605,712 - 605,712 605,712 -
Market House 8,000 - 8,000 25,433 (17,433}
Swan Trust 20,500 - 20,500 20,500 -
Rural Care Homes Fire Safety - 450,000 450,000 251,766 198,234
Rural Care Homes Building Mgt Systems - 7,000 7,000 10,862 (3,862)
Springfield Chalet 1,500 - 1,500 1,113 387
Maintenance 22-24 North Road 22,000 - 22,000 8,195 13,804
Confingency 25,000 - 25,000 409 24,591
Sub total: Property Advice & Maintenance 1,022,842 457,000 1,479,842 1,246,566 233,276
Totat of Programme 11,363,301 778,035 12,141,336 12,316,416 (175,080)
Capital Expenditure Projects (slippage from
Previous years)
CATS Scanner - - - 194,505 -
Market House - - - 9,829 B
New Museum and Archives - - - 81,613 -
- - 285,949 -
Less: Charitable grants repaid - - (92,031)
Overall total _ 12,510,334

Section 5: Financial Review

Growth and Unrestrieted Funds

The 1976 TFrust’s main source of capital in its early days was from quarterly paymenis made to it under the terms of
a legal agreement between the then Zetland County Council, and the operators of the Sullom Voe Oil Terminal,
This agresment was popularly known as the Disturbance Agreement, and the surns paid to the Trust were generally
known as the Disturbance Receipts. Disturbance Recejpts confinyed to form a significant proportion of new funds
for the existing Trast uniil the agreement ended in August 2000. Over the years, the Disturbance Receipis
amounted to just over £81 million. The Trust now relies chiefly on funds generated by investments on the world’s
Stock Exchanges. In 2008/09, around £4 million income was derived from investments in Shetland, valued at
arcund £25 million, in SLAP, the land at Sullom Voe Terminal and the District Heating Scheme infrastrzctura,

The Trust does not distingnish between revenue and capital (income or expenditure) in its Trust Deed, and all of the
Trust’s fimds are ‘unrestricted’ (see below). These two things together mean that although the general funds are
shown as being in deficit in the staiutory accounts, there are no practical consequences flowing from this.

Reserves Policy

The aim of the Trustees is to invest the reserves of the Trust to generate income to support charitable expenditure
and to maintain the real value of the reserves in the long term. The current value (as at 31 March 2009) of the
Trust’s reserves that are invested to generate income (ie not the ‘Donated Properties’) is aronnd £170 million, which
covers expenditure for around 15 years.

Trustees will seek to conirol risk through proper diversification and will fake advice, as appropriate, in determining
the mix of asset {ypes in its investments.

None of the Trust’s funds are for restricted purposes. Trustses are free to defermine how to apply their Unrestricted
Reserves in a manner consistent with the Trust objectives and in line with its Budget Sirategy.

Invesiment Performance
The Trust's capital has been invested by the Trustees in three main areas:
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Trustees’ Report feontinued)

e Shares and other securities quoted on the world’s Stock Exchanges
s Cash on deposit

e«  Subsidiary comp an'}es

Stock £3

As at 31 March 2009, four fund managers managed the Trust’s Stock Exchanges portfolio. Barclays Global
Investors manage around £92 million invested in equities (shares), Insight Investment manage around £50 miltion in
bonds and commercial property, aud Record Currency Management manage around £2 million in currency.

‘This review covers the year to 31 March 2009, which contained the extraordinary downturn in the markets in the
autarmn of 2008, Trustees reviewed the investment strategy and decided to sit tight and not crystallise paper losses,
Fortunately the Trust had built up cash reserves before the worst of the falls, which has avoided the need for
precipitate reaction. A low point was reached at the beginning of March 2009. Since then around half the losses
have been recovered. There are mixed signals on the short to medium term economie prospects, and Trustess and
their advisers will review matters regularly. The markets were down in 2008/09 and the Trust expsrienced a
negative return of 19%.

Representatives from the Trust’s fund managers visit Shetland yearly in May and report to a meeting of the
Trustees. In addition, a Trustes, normally the Chairman, accompeanies the Financial Controller on moniforing visits.
These take place yearly in November.

A separate firm, Notthern Trost, is retained by the Trust to provide custody services, performance appraisal and
analysis of the fund managers’ handling of the portfolio. A representative of this company visits Shetland at least
once a year, and reports to the Trustees at the May meeling attended by the fund managers.

The Trust uses Hymans Robertson as Investment Consultants. Hymans Robettson provide data and advice o help
Trustees on strategic investment stratepy (asset allocation) decisions, and on Fund Manager selection.

Cash on Deposit

The Trust has entered into a Secvice Lovel Agreement with Shetland Islands Council whereby the Trust has access
to the money markets at a level which it may not have been able to achieve on its own. Swrplus cash has achieved at
least base rate by this mechanism.

Subsidiary Companies

Shetland Leasing and Property Developments Limited (SLAP) is a wholly owned subsidiary of the Trust,
purchasing, developing and letting various properties throughout Shefland. SLAP gift aids its profits to the Trust.
The Board has agreed a gift aid payment of just over £4.25 million to Shetland Charitable Trust in the financial year
2008/09, This mechanism means that neither body pays tax on thess profits.

The Board of SLAP has decided, with the agresment of the Trust, that SLAP should concentrate on its core
activities of leasing and property development. Disinvestment from direct investment in local businesses is
effectively complete. The property portfolio is valued at over £15 million and it generated renial income of over
£2.5 miltion in 2008/09. The Directors believe that this represents a very satisfactory ‘commercial’ rate of return.

SLAP (Trading) Limited is a wholly owned subsidiary of SLAP and was formed to undertake hire purchase and
loan finance. A decision was taken in 2002 not to underteke any new hire purchese agreements, and with the
existing agreements coming to an end, the company has become dormant, and is expected to be wound up shortly.

Shetland Heat Fnergy and Power Limited, a wholly owned subsidiary of the Trusi, was set up to operate the
Lerwick District Healing Scheme, After two start-up years which were loss-making (partly due to difficulties at the
Council’s incinerator, the principal source of heat for the scheme). The company has made profits, before the
various returns to the Tmst, for the eighth successive year. Invesiments in the District Heating Scheme
Infrasiruciure made by the Trust since 1 April 2002 can be regarded as fully ‘commercial’. A gift ald payment of
£254,901 was made to the Trust in the financial year 2008/09. SHEAP has almost 1,000 customers receiving heat.
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Trustees’ Report (continued)

C. T. Shefland (T. M.) Limited does not frade. The purpose of the company is to register and own ceriification
trademarks, for example, the knitwear trademark known as the Shetland Lady.

Viking Energy Limited has entered into a 50:50 parinership with SSE Viking Ltd., a subsidiary of Scottish and
Southern Energy ple. The partnership is a legal entity in its own right and is called Viking Energy Partnership,
VEP, VEP has been investigating the technical, environmental and financial possibilities/consequences of
developing a large windfarm in central Shetland, VEP lodged an application in May 2009 with the Scottish
Government Energy Consents Unit for & 150 turbine (540MW) windfarm, The Trustees have set a budget of up to
£3 million for this exploratory, investigative phase.

Trustees are not committed to go ahead with construction and operation of the windfarm, and will face firrther
important decisions should consent be granted.

Decisions abont [nvestments

When the Trustees make decisions about investing the Trust’s capital, the law requires them to seek appropriafe
advice and act as reasonably prudently as commercial investors would. An investor is concemed with various
criteria when investing money; these include rate of return (dividends / income / rent / interest earned), capiial
growth, and just how safe the money is. It is easier to take hard decisions when the investments are on a Stock
Exchange, but less so when they involve local concerns, Investment, wherever if is made, involves using Trust
funds wisely so as to produce income and to increase the value of those funds. To do this properly the Trust has to
act commercially. K oannot “act charifably” towards its invesiments. Trustees reviewed their long term investment
strategy in 2008,

Curyent Financial Position

As described in Section 3 above, the Trust agreed in 2002 that in future Trustees would update its financial policy
and set new budgpot sirategies on a triennial basis. Trustess have set a financial policy for the three years 2009/10 to
2011/12, of savings of at least £1 million per annum over that period.

Section 6: Plans For The Future

Trustees

Afler 2 meeting in November 2008 with Office of the Scottish Charities Regulator (OSCR), Trustees have been
asked to review the governance arrangements of the Trost. OSCR had concerns that the cwrrent siraciure and
arrangements made it difficult to evidence independence and compliance with section 66 of the 20035 Act.

Trustees were asked {0 submit an action plan to OSCR by 1 July 2009, and ii was agreed af the Trustees’ mesting on
19 February 2002 to esiablish 2 Governance Review Group, The Governance Review Group has worked hard to
prepare proposals to present to the full board of Trustees on the futare governance of the Trust, Given the complex
nature of this task, it has taken longer than initialty anticipated to undertake this work, though draft proposals have
now been drawn up. This work is ongoing and OSCR is being kept informed on progress,

Financial Position

The three year plan covers the period unsil 31 March 2012, and expenditure needs to reduce by af least £1 million
per annum by then if Trustess are to achieve their objective of financial self-sustainability. A Review Group has
been set up to Jook at all the activities the Trust funds. The group has already identified areas where expenditure
can be reduced with minimal impact on services.

Funded Bodies

Trustees are likely to cxamine the performance monitoring process that the Trust currently uses and seek to develop
it further. It has proved usefyl in the past for Trustess fo receive presentations on activities and issues from the
funded bodies, and Trustees may wish to repeat this process. A working proup has been appointed to undertake a
review of the bodies funded by the Trust, with a view to identifying possible savings.

Investment Strategy and Fund Manager Performanee
‘Trustees reviewed Invesiment Sirategy in 2008, and instructed officers to implement various changes over a two
year perfod. Fund Manager performance is reviewed by Trustees annually in May.

WH Manson 3 November 2009
Chair
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Statement of trustees’ responsibilities in respect of the Trustees’ report and the
financial statements

Under charify law, the trustees are responsible for preparing the Trustoes’ Annual Report and the financial
statements for each financial vear which show a true and fair view of the state of affairs of the group and the charity
and of the group’s excess of income over expenditure for that period.

In preparing these financial stafements, generally accepted accounting practice entails that the trustees:
s+ gelect suitable accounting policies and then apply thein consistently;
e+ make judgements and estimates that are reasonable and prudent;

e » state whether the recommendations of the Statement of Recommended Practice have been followed,
subject to any material depariures disclosed and explained in the financial statements;

s+ state whether the financial statements comply with the Trust Deed, subject to any material departures
disclosed and explained in the financial statements;

s « propare the financial statements on the going concern basis unless it is inappropriate fo presume that the
group and the charity will continue its activities.

The trastees are required fo act in accordancs with the Trust Deed of the charity, within the framework of trust law.
They are responsible for keeping proper accounting records, sfficient to discloge at any time, with reasonable
accuracy, the financial position of the charity at that time. They have general responsibility for taking such steps as
arc reasonably open to them to safeguard the assets of the group and to prevent and detect frand and other
irregularities,

The trustees are responsible for the maintenance and integrity of the financial and other information included on the
charity’s website, Legislation in the UK governing the preparation and dissemination of financial statements may
differ from legislation in other jurisdictions,
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hcprac

37 Albyn Place
Ahsrdeen
AB101JB
United Kingdom

Independent audifors’ report to the trustees of Shetland Charitable Trust

‘We have audited the group and charity financial statements (“the financial staterments”) of Shetland Charitable Trust
for the year ended 31 March 2009 which comprise the Consolidated and Timst statement of financial activities, the
Consolidated and Trust balance shests, the Consolidated cash flow siatement, and the related notes, These financial
statements have been prepared under the accounting policies set out therein.

This repott is made solely to the charity’s trustees as a body, In accordanee with Section 44 (1) (¢) of the Charities and
Trustee Investment (Scotland) Act 2005 and regulation 10 of the Charities Accounts (Scetlatid) Regulations 2006, Our
audit work has been undertaken so that we might state to the charity’s trustees those matters we are required fo siate to
them in an auditor’s report and for no other purpose. To the fullest extent pegmitted by law, we do not accept or
agsume responsibility 1o auyone other than the charity and its trustees as a body, foroniaudit work, for this report, or
for the opinions we have formed. <

Respeciive responsibilifies of trustees and auditors N
The trustees’ respongibilities for the preparation of the finaneial stateﬁaems in accordance w1trﬁ\a pyli -able law and UK
Accounting Standards {UK. Generally Accepied Accountmg Practme) are sct out in the Statqeme t of Trustees®
Responsibilities on page 14, ~

We have becn appointed as anditors under section 44(1)(c) of the Eh ities. and Trustce Investment (Scotland) Act 2005
and report in accordsmce with the regulations made under that seq‘hg\ef that Act. Our responsibility is to andit the
financial statements i accordance with relevant legal and regulatary reguirements and Internafional Standards on
Auditing (UK and Treland). 7 g \\ N

We repart to you our opinion as o whether fhe ﬁnanclai ‘giaternents give g ,Q'ue and fair view and are properly

prepared in accordance with the Charities and® Tngstec “Investmént. (Scotland) Act 2005 and regulation 8 of the
Charities Accounts (Scotland) Regulations 2006.% We also feportato yairif, in cur opinicn, the Trustees” Annual
Report is not consistent with the financial statementsi if }he charity hagnot kept proper accounting records, or if we
have nof received atl the 1nforﬂ:|a,t10'ﬂ}m and’ explananons wee require for our andit.

We read the Trustees® A al Report d"conmder the slmphcatlons for our report if we become aware of any
apparent misstatements \,n;l it.

Basis of andit opinfon %
We condueted our audit in gpcordj;nce Wwith Iﬁtcmatlonal Standards on Auditing {UK and Treland) issued by the
Auditing Practices Board. An gudit’includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in ﬂ}a,ﬂnanalal\statemegts It also includes an assessment of the significant estimates and judgements made
by the t}gsé/es fn the prepar\éh\on of th_s financial statements, and of whether the accounting policies are appropriate to
the g(rpup *sand the charity’s clreumstancgs, consistently applied and adequately disclosed.

We la'rihecl and performed oup audit 50 as to obtain all the information and explenations which we considered
necess x(ﬂ:}ﬁr to provide 1 s with sufficient evidence to give reasonable assurance that the financial statements are
fice from mate) sstatemqntrwhether caused by fraud or olher irregularify or error. In forming our opinion, we also
evaluated the va glcquacy pf the presentation of information in the financial statements,

Opinior
In our opinion the ?n@el al stafements;

e pive a true and fair view, in accordance with UK Generally Accepted Accountmg Practice, of the sfate of the
group’s and the charity’s affairs as at 31 March 2009 and of the group’s incoming resources and application of
resources for the year then ended; and

* have been properly prepared in accordance with the Charities and Trustes Investment (Scotland) Act 2005 and
regwdation 8 of the Charities Accounts (Scotland) Regulations 2006.

KPMGILLFP 2009
Chariered Accountanis

Registered Auditor

Eligible fo act as an auditor in terms of section 25 of the Companies Act 1989
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Consolidated statement of financial activities
Jfor the year ended 31 March 2009

Note
Incoming resourees
Incoming resources from generated funds
Voluntary income 2
Activities for genetating funds — trading subsidiaries
Investment income

Other incoming resoutrees

Rental income
Other income

Total incoming resources

Resources expended

Cost of generating funds

Expenditure of trading subsidiaries 7
Investment management cosis

Bad debt provision

Chariiable activities 3

Goveruanca costs 3
Total resources expended

Net {outgoing) incoming resoutces before other
recognised gains and losses

Other recognisced gains and losses

Losses on managed fund investments

Revaluation of tangible fixed assets

Actuarial {losses) geins in defined benefit pension
scheme

Net movement in funds

Fund balances bronght forward

Fund balances carvied forward

Shetland Charitable Trust
Trustees’ report and consolidated financial statements

31 March 2009
Unrestricted funds
General  Bxpendable 2009 2008
funds endowment Total Total
£000 £000 £000 £000
8,153 - 8,153 -
4,029 - 4,029 2451
4,360 - 4,360 8,684
1,337 - 1,337 1,644
268 - 268 390
18,147 - 18,147 13,169
(1,330 - (1,330) {980)
(386) (366) (1,216)
- . - (621)
(13,019 {1,266) (14,285) (13,311)
(74) - (74) (69)
(14,809) (1.266)  (16,075) (16,197
3,338 (1,266) 2,072 (3,028)
. (44,721)  (44,721)  (24,532)
- - - 26
(429) - (429) 232
2,909 (45,987) (43,078) (27,302)
{19,125) 238,631 219,506 246,808
(16,216) 192,044 176,428 219,506

All funds are unrestricted income funds, The incoming resources and resuliing net movement in funds 2l arose
from continning operations. All gains and losses recognised in the year are included above.
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Trust statement of financial activities
Jor the year ended 31 March 2009

Unrestricted funds
General Expenddable 2009 2008
funds endowment Total Total
Note £000 £000 £000 £000
Incoming resonrces
Incoming resources from generated funds
Voluntary Income 2 8,153 - 8,153 -
Investment income 4,360 4,360 8,684
Gift ald payment from subsidiary undertakings 7 4,508 - 4,508 3,098
Other incoming resources
Rental income 1,337 - 1,337 1,644
Other income 268 - 268 390
Tofal incoming resources 18,626 - 18,626 13,816
Resources expended
Cost of generating jands
Investment management costs (386} - (386) (1,216)
Provision (made) Teleased against equity investment - (303) (303) 588
Bad debt provision - - - (621}
Chariiable aetivities 3 (13,019 {1,266) (14,285) (13,311}
Governance cosis 3 74) - (74 {69}
Other resonrces expended
Interest payable on loan from subsidiary (1,529) - (1,529) (2,157)
Total resources expended (15,008) (1,569) (16,577) (16,786)
Net incoming (oulgping) resources before other
recognised gains and losses 3,618 (1,369) 2,049 (2,970}
Other recopnised gains and losses
Losses on managed fund invesiments - (44,721) (44,721) {24,532)
Actnarial (losses) gains in defined benefit pension
scheme (429) - (429 232
Net movement in funds 3,189 (46,250) (43,101) 27,270)
Total funds brought forward 15 219,408 219,423 246,693
Fund balances carried forward 3,204 173,118 176,322 219,423
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Consolidated balance sheet
at 31 March 2009

Fixed assets

Tangible assels

Investments:
Investments
Programme-related investments

Tatal fixed asseis
Current assets
Stocks

Debtors

Investments
Cash at bank and in hand

Toial current assefs

Creditors: amounis falling due within one year

WNet current assets (Qiabilities)

Toinl assets less current Habilities

Provisions for Habilities and charges

DNet asaets exclwding pension liability

Pension liability

Net assets including pension liability

Represented by:
Expendable endowment
Unresiricied income funds:
General funds
Trading funds
Revaloation reserve

Untestricted income finds excluding pension

liability
Pension reserve

Total unrestricted income funds

Total charity funds

Note

=2

‘o

10

i2

15

13

14
14

14

Shetland Charitable Trust

Trustees® report and consolidated financial statements

2000
£000 £000
17,653
143,045
6,789
149,834
177,487
26
1,872
12
7,073
8,983
(7,814)
1,169
178,656
(1,466)
177,190
(762)
176,428
192,644
5,597
(9,883)
26
(15,454)
(762)
(16,216)
176,428

31 March 2009
2008 .
£00¢ £000
23,015
193,605
7,152
200,157
223,172
40
2,203
K]
6,268
9,114
(10,878)
(1,764)
221,408
(1578)
219,830
(324)
219,506
238,631
(6,244)
{12,583)
26
(18,801)
(324)
{19,125)
219,506

These financial statements were approved by the frustees on 3 November 2009 and were signed on their behalf by:

‘WH Manson
Chairman

JH Henry
Viee-Chairman
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Trust balance sheet
at 31 March 2009

Fixed assets

Tangible assets

Investments;
Investments
Programme-related invesiments

Total fixed assots

Current agsets

Debiors

Investments

Cash at bank and in hand

Total current asscis

Creditors: amounts falling due within one year

Net corrent asseds

Total assets less eurrent liabilities

Nofe

~ Oy

H/

Crediters: amounts falling due outwith one year 11

Net assets excluding pension liability

Pension lability

Net assefs including pension liability

Represented by:

Expendable endovanent

Unrestricted income funds
General fonds

Pension reserve

Total unrestricted income fimds

15
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£000

143,045
52,266

1,348
9

5,305

6,662

(1,598)

2009

£000

12,209

195,311

207,520

5,064

212,584

(35,500%

177,084

(762)

176,322

173,118

3,966
762

3,204

176,322

31 narch 2009
2008
£000 £000
11,742
193,005
52,888
245,893
257,635
2,059
3
2,642
4,704
(4,592)
112
257,747
(38,000)
219747
(324)
219,423
216,408
339
(324)
15
219,423

These financial statements were approved by the trustees on 3 November 2009 and were signed on their behalf by:

‘WH Manson
Chairman

JH Henry
Vieg-Chairman
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Consolidated cash flow statement

Jor the year ended 31 March 2009
2002 2008

2000 £000 £000 £000

Net cash outilow fram operating aciivities (3,956) {10,071}

Returns on investmient and servicing of finance
Tnvestment income and intercst recsived 4,390 8,400

Capital expenditure and financial investment

Purchase of managed fands investments (274,558) (267,680)
Parchase of langible fixed asseis (5,021) (504}
Sale of managed funds investments 283,975 265,199
Sale of tangible fixed asscts - - 263
Loans repaid 26 (1,217)

Net cash inflow (outflew) from capital expenditare and

financisl investinent 4,722 (3.939)
Management of Tigrid resourees
Net movement on in cash flows attributable to managed fund

investments {9,417) 2481
Funds (deposited) withdrmawn from short term deposit (net) 5,066 3,716

Increase in ¢ash in the year . 805 587




Notes to the consolidated cash flow statemeni

Jor the year ended 31 Mareh 2009

Reconciliation of net Incoming {ouigelng) resowrces fo net
cash outflow from operating activities

Net incoming (outgoing) resources .

Investment income and interest receivable

Depreciation written off and impairment of tangible fixed asssis
Movement in pension liability

Decrease (Increase) in stock

Donated assets receivable

Decrease (increase) in debtors

Increase {decrease) in creditors

(Decrease) increase in provisions

Net cash ontdow from operating activites

Reconciliafion of net cash flow to movement in net funds

Increasein cash in the yenr
Cash outflow (inflow) from increase (decrease) in liquid resources

Change in net funds resulting from cash flows
Net funds at the start of the year

Net funds at the end of the year

Net funds eomprise:

Cash in hand held by investment managers
Temporary deposits

Cash at bank and in hand

Shetland Charitable Trust
Trustees’ repori and consolidated financial statemenis

31 March 2009
29 2008
£000 £000
2,072 {3,028)
(4,360) (8,684)
1,266 1,256
9 13
14 (16}
(973) -
931 (350)
{3,064) 520
149 218
(3,956) (10,071)
805 587
(5,066) (3.716)
(4,261) (3,129)
13,057 16,186
8,796 13,057
1,711 6,786
12 3
1,073 6,268
8,796 13,057
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Notes

(forning part of the financlal staterenis)

1

Accounting policies

The following accounting policies have been applied consistently in dealing with items which are considered
material in relation to the Trust’s financial statements, The amendment to FRS 17 ‘Retirement benefits’ has
been adopted in these financial statements for the first time and the disclosures it requires have been
presented for both the current and comparative period. The amendment to FRS 17 also requires that quoted
securities are valued at their current bid-price rather than their mid-market value. No adjustment has heen
applied to the comparative figures as the Trustees considered the effect of this change not to be materfal to
the financial stafements,

Basis of preparation

The financial statements have been prepaced under the historical cost accounting rules, as modified by the
revalnation of investments and in accordance with applicable accounting standards and the provisions of the
Trust Deed, the Charities and Trustee Invesiment (Scotland) Act 2003, the Charities Accounts (Scotland)
Regulations 2006 and the Statement of Recommended Practice “Accounting and Repotrting by Charities”
issued in March 2005.

Basis of consolidation

These financial statements consolidate the assets and libilities of the charity and its wholly-owned
subsidiaries, Shetland Leasing and Property Developmenis Limited and Shetland Heat Energy and Power
Limited, on a line by line basis. The income and expenditure of thess subsidiaries are also consolidated on a
line by line basis where appropriate, with sufficient information being provided in note 6 to these financial
statements to ensore that the non-consolidated results of the Trust and its subsidiaries are transparent,

The results of the Trust’s other subsidiary undertakings are not consolidated as the Trustees consider them to
be iminaterial in agpregste to the Trust itself. :

In accordance with FRS 21 Events afler the balance sheet date, gifi aid paymenis are accounted for in the
year paymenis are actually made.

Fund necounting

All funds of the Trust are unrestricted, to be used in accordance with the charitable ohjectives of the Trust at
the discretion of the trusiees. The expendable endowment represents the long-term investment funds of the
Trust, The unrestricted income funds include the Trust’s general funds, which represent the annual operating
funds of the Trust, and the trading fonds.

The trading funds represent the accurmulated results of Shetland Leasing and Property Developments Limited
and Shetland Heat Energy and Power Limited adjusted to remove interest payable by the Trust to those
companies and gift aid payments made fo the Trust by those companies.

Incoming resouvces

Activittes for generating finds

Turnover in Sheiland Heat Energy and Power Limited represents the amounts (excluding value added tax)
derived from the supply of steam and hot water heating systems and arises entirely in the United Kingdom.

Turnover in Shefland Leasing and Property Development Limited comprises rental income fiom the leasing
of investment propertics, the Ieasing of an acroplane and the chartering of a vessel and arises entirely in the
United Kingdom, Rental income from the operating lease of investment properties is recognised on &
straight line basis over the period of the lease, Certain of the group’s property developmenis and lease
agreements provide for a notional rate of interest io be charged on development costs for the purposs of
calculating the rental due. Such notional interest is not reflected in these financial siatements, but will
effectively be credited to the statement of financial activities over the lives of the relevant assets as a
componeint of rental income,
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Notes (continued)

1

Accounting policies {continued)

Rental income included within aceruals and deferred income in the balance sheet is credited to incoming
resources aver the period of the leass to which it relates.

Investment income
Dividends are inclnded within incoming resources when they are receivable. Loan interest is included in the
statement of financial activities on an accrals basis,

Donated assets

Tangible fixed assets donated to the Trust are accounted for as incoming resources within the expendable
endowment at valuation or cost. The assets are depreciated jn accordance with the Trust’s depreciation
policy,

Resources expended

Charitable expenditure is recognised when it is payable. The Trust has given commitments to certain
charitable bodies to provide ongoing revenue funding and to finance various capital projects. In view of the
long-term nature of these commitments which are subject to review, combined with the uncertainty as to the
amounts involved, these commitments are acconnted for only when irreversible decisions on funding are
communicated to the eharitable bodies.

Suppori costs are directly attributable to the Trust’s charitable activities and are recorded within the
“charitable activities” section of resources expended in the statement of financial activities.

Cost of generating funds
The cost of generaiing funds represents fand managers’ fees.

Governance costs
Governance costs comprise the costs assaciated with the Trust’s compliance with charity regulation and
good practice and include related professional fees,

Grants

Capital based granis received by the Trust’s subsidiary undertakings are included within aceruals and
deferred income in the balance sheet and credited to activities for generating funds over the estimated wsefunl
econamic fives of the assets to which they relate.

Tnvestments

Managed funds invesiments are stated at market value. Realised and unrealised gains and losses arising on
these investments are taken to the expendable endowment and are included within other recognised gains and
losses in the statement of finaucial activities. Where investments are transferred between investment
managers, an amount equal to the unrealised gains or losses on the investments as at the time of transfer is
taken to the expendahls endowment,

Investments in subsidiary undertakings are stated ai cost less provisions. Any provisions made against these
investments are charged to the expendable endowment,

Tangible fived assets and depreciation

All expenditure incurred on tangible fixed assets is capitalised irrespective of its value (ie there is no
minimum level above which assets purchased are capitalised). Tangible fixed assets are capitalised at cost,
with the exception of investient properties.

Depreciation is charged to the expendable endowment to write off the cost or valuation less the estimated
residual value of fangible fixed assets by equal instalments over their estimated useful economic lives as
follows:

Buildings - 7 to 10 years
Fixtures and fittings - 3to Jyears

Plast and machinery - 10 years

Vessel and aircraft - 10 years or 20 years
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Notes (continued)

1

Accovnting policies (continued)

The aszet value of the Sullom Voe site is being depreciated over its estimated remaining economie life of ten
years commencing 1 April 2003, and the district heating scheme infrastrocture is depreciated over a period of
30 years commeneing on § April 2004, The depreciation is charged to the expendabls endowment. No
depreciation is provided in respeet of frechold land.

Where the recoverable amount of a tangible fixed asset is found to be below s net book value, the asset is
written down to its recoverable amount and the loss on impairment is charged to the relevant resources
expended category in the staterent of financial activities.

Investnent properiies

In accordance with Statement of Standard Accounting Practice No. 19 Iyvestment properties (including
properties hield under leases with mose than 20 years’ unexpired lease term) are not depreciated or amortised
but are revalued annvally and the aggregate surplus or deficit is transferred to a revaluation reserve. Where a
deficit arising on revaluation is expected to be permanent, the deficit is charged fo resources expended in the
period of revaluation. Reversals of deficite previously treated as permanent are credited to net incoming
resources 1o the extent that the carrying value remains below cost.

Taxation

The Trust is recognised by HM Revenue & Customs ag a charity for the purposes of Section 505{1) Income
and Corporation Taxes Act 1988 and from capital gains tax by virtue of Section 145 Capital Gains Tax Act
1979, 1t is exempt from corporation tax on its charitable aslivities.

The charge or credit for taxation is based on the resulis of the consolidated subsidiary companies for the year
and takes into account taxation deferred because of timing differences between the treatment of certain items
for taxation and accounting purposes. The charge or credit is taken to expendifure of trading subsidiaries
within the statement of financial activities, Deferred tax is recognised, without discounting, in respect of all
timing differences befween the freatment of certain items for taxation and accounting purposes which have'
arizen but not reversed by the balance sheet date, except as otherwise required by FRS 19.

Pension costs

The Trust participates in the Local Government Fension Scheme administered by Shetland Islands Couneil,
This scheme provides benefits based on final pensionable pay. The asgets of the scheme are held separately
from those of the Trust in an independently adminisiered fund.

The pension scheme assets are measured using mavket values, For quoted securities the mid-market price is
taken as market value. The pension scheme liabilities are measured using s projected wnit method and
discounted at the current rate of refurn on a high quality corporate bond of equivalent term and eurrency to
the linbility. The pension scheme surplas (to the extent that it is recoverable) or deficit is recognised in full.
Current service costs are recorded within resources expended. The net return obtained on scheme assets is
recorded as investment income, Actnarial pains and losses ave recognised immediately in other recognised
gains and losses within the statement of financial activities.

Stack
Stocks are valued at the lower of cost and nef realisable value.

Cush and lyuid resources 7
Cash, for the purposs of the cash flow statement, comprises cash in hand and deposits repayable on demand,
less overdrafls payable on dernand.

Liguid resources are current asset investments which are disposable without curtalling or disrupting the
business and are either readily convertible into known amounts of cash at or close to their carrying values or
traded in an active market. Liquid resources comprise term deposits of less than one year.
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Notes (continued)
2 Incoming resources from generated funds — voluntary income
Group Charity Group Charity
2009 2009 2008 2008
£000 £000 £000 £000
Gifts and donations 7,180 7,180 - -
Value of donated fixed assets (ses nots 5) 973 273 - -
8,153 8,153 - -

Cost of activities in furtherance of the charity’s objects

Charitable expenditure
The groep’s charitable expenditure, which mainly comprises grants payable in respect of the year, is
summarised below;

2009 2008
General fimds £000 £000
Payments to chariiable organisations 5,847 5,722
Project expenditure 5,223 4,763
Property advice and maintenance 1,247 1,190
Capita! expenditure projecis 286 -
Charitable Grants Repaid 92) -
Total chariteble grants 12,511 11,675
Support costs 508 415
Talal charitable experditure — general funds 13,019 12,090
Txpendable endowment
Depresiation —see nofe 4 1,266 1,221
Totsl resources expended on charitable activities 14,285 13,311

Included within project expendiiure are the Trust’s Christmas grants fo pensioners and Social Assistance
granis, both of which are payable to individuals, Al other grants ars payable fo organisations. Further
details of the group’s charitable expenditure are included in Section 4 of the Trustees” Report,

Support costs

Support costs for the year of £508,000 (2008: £415,000) principally represent administration expenses and
are all deemed to be atiributable to the group’s charitable activities, Included within administration expenses

is £256,000 (2008: £258,000) in respect of staff costs (see note 3).

Gavernance costs

Governance costs fotalling £74,000 (2008: £69,000} comprise the costs associated with the Trust’s
compliance with charity regulation and good practice. They include £30,000 (2008: £30,000) representing
an appropriate apportionment of salary costs together with trustees’ expenses (see note 3) and audit fees of
£30,000 (2008: £25,000).



Notes (continued)

3.

Cost of activities in furtherance of the charity’s objects (continued)

Allocation of staff and support costs, including trustees’ allowance and expenses
(see note 4)
Other costs
External auditors® remuneration:
Audit of these financial statemenis
Audit of subsidiary undertakings (excluded from charitable governance costs)
Other services: taxation in relation to subsidiary underiakings

Total gevernance cosés

Staff numbers and cosis

Shetland Charitable Trust
Trustees’ report and consolidated financial statements

31 March 2002
Group and charity

Total Total
2009 2008
£ £
30 1
14 14
30 25
32 36
15 16
74 69

The group had an average of nine employees during the year (2008: nine). The aperegate payroll costs of

these employees was as follows:

‘Wages and salaries’
Social security costs
Pension costs

2003 2008
£000 £000
1n 206
17 i6
28 36
256 258

One employse (2008: one employee) received emoluments totalling between £60,000 and £69,999.
Retirement benefifs are accruing to this member of staff under a defined benefit pension scheme. No other
employeces received emoluments totalling in cxcess of £60,000 in either the current or previcus financial

year,

Two trustees, the chair and the vice-chair, received frustees” allowances totalling £7,500 (2008: £7,500) from
the group during the year. Expenses tofalling £1,837 (2008: £1,433) were reimbursed o 13 trustees {2008:

17 trustees) duiing the year.
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Notes (continued)
5 Fangible fixed asseis
Group District
' Landand  heafing scheme Imvestment  Vessel and
hulldings infrastructure  properties aireraft Other Total
Cost or valuation £000 £000 £000 £000 £000 £000
At beginning of year 24,461 14,968 10402 865 513 51,209
Additions 973 760 1,920 2,341 5,094
At end of year 25,434 15,728 12,322 R4S 2,854 57,203
Depreciation
At beginning of year 16,503 11,184 - 254 253 28,194
Charge for yeat 1,084 182 34 56 1,356
At end of year 17,587 11,366 - 288 309 29,550
Net baok value
At31 March 2009 7,847 4,362 12,322 517 2,545 27,653
At 31 March 2008 7,958 3,784 10,402 611 260 23,015

Land and buildings primarily consist of the site at Sullom Vo, plus the six rural care homes, previously
operated by Shetland Welfare Trust, and donated to the Trust in 2007. The rural care homes have been
previously funded by the Trust and the capital grant condifions applied to funding to Shetland Welfare Trust
required any building owned by Shetland Welfare Trust to be transferred to the Trust when Shetland Welfars
Trost ceased to operate (effectively 1 April 2006). These are speciglised buildings in rural locations in
Shetland without comparators, which means that it is not possible to cstablish a meaningful valuation for
them in their present use. The trustees therefore capitalised them at original cost, in line with the Trust’s
accounting policy for tangible fixed assets, which they believed to be a reasonable indieation of their value at
the date they were donated. The buildings continue to be used as cars homes, in firtherance of the Trust’s
charitable objects, and as such are not held for investment purposes.

The land and buildings addition for the year was the Garrison Theatrs. Ownership of this building passed to
the Trust on the winding up of the Isleshurgh Trast. This building continues to be used as a theatrs, in
furtherance of the Trust's charitable objects, and as such is not held for investment purposes,

The investment properties were valued on an open markst value for existing use basis as at 31 March 2008
by professionally qualified valuers, These valuations were undertaken in accordance with the Royal
Tustitution of Chartered Surveyors Appraisal and Valuation Maoual Practice Statements.

The ret book value of other tangible fixed assets is analysed as follows:

2009 2008
£000 £000
Plant and machinery, fixtures and fifiings held by Shetland
Heat Energy and Power Limited 291 258
Assets under construction held by Shetland Leasing and
Property Development Limited 2,254 2
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Notes (continued)

5

Tangible fixed assets (continued)

Charity

Cost
At beginning of year
Additions

Atend of year

Bepreciation
At begiming of year
Charge for year

At end of year

Vet book value
At 31 March 2009

At 31 March 2008

Managed funds

Group and Charity

Listed investments:

British Government securities
Other UK fixed interest
Overseas fixed interest

UK equilies
Overseas equities
Property units

Total investmenis

Cash on deposit and in hand

Shetland Charitable Trust
Trusiees’ report and consolidated financial statements

31 March 2009

District

heating

scheme

Land and Donated infra-
buildings Assets structure Total
£000 £000 £000 £000
16,275 8,186 14,968 39,425
- 973 760 1,733
16,275 9,159 15,728 41,162
14,865 1,638 11,184 27,687
170 014 182 1,266
15,035 2,552 11,366 28,953
1,240 6,607 4,362 12,209
1,410 6,548 3,784 11,742
2009 2009 2008 2008
Market Cost Market Cost

Value Value
£000 £000 £000 £000
25,615 26,252 27,174 26,564
17,654 20,001 14,898 15,713
2,619 2,639 4807 3,828
45,388 48,982 46,879 46,108
44,914 61,964 90,865 101,007
46,384 59,514 41,193 41,977
4,122 5,887 7463 5,887
95,420 127,365 139,526 148,871
141,308 176,347 185,405 194,976
1,737 1,711 6,600 6,786
143,045 178,058 193,005 201,762
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Notes (continued)

6

Managed funds (continued)

Recorclliation of mavket value of investiments

Mavket value at beginning of year
Investments purchased

Investments sold

Tosses on managed fund investments

Movement in investment managers® cash balances

Marlket value at end of year

Shetland Charitable Trust
Trustees’ report and consolidated financial statements

31 March 2009

2009 2608
£000 £000
193,005 214,962
274,558 267,680
(283,975) (265,199)
(35,468) (24,532)
(5,075) 04
143,045 193,005

As at 31 Match 2009, the Trust’s funds cther than programme-related investments are managed by Insight
Investment Management, Barclays Global Investors, Capital International and Record Currency Management
Limited. The split of the portfolio between the investment managers is as follows:

Insight Investment Management
Barclays Global Investors
Capital Tnternational

Record Currency Management

Programme-xelated investments

Equity - see below
Loaus - see note 8

2009 2009 2008 2008
Market Cost Market Cost
valre value
£000 £000 £000 £000
49,563 52,354 52,712 50,547
01,637 121,817 - -
50 50 132,781 148,702
1,795 3.837 2,512 2,512
143,045 178,058 193,005 201,761
Group Charity

2009 2008 2009 2008
£000 £000 £000 £000
5,490 5,527 50,976 51,279
1,299 1,625 1,290 1,609
6,789 7,152 52,266 52,888
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7

Programme-related investments (continued)
Equity - Group

Cost
At beginning of year
Disposals

Cost at end of year

Provisions

At beginning of year
Provided in year
Disposals

Provisions at end of year

Net baok valne
At 31 March 2009

At 31 March 2008

Equity - Charity

Cost
At begiuning of year

Provisions
At beginning of year
Increase in yoar

Atend of year

Net book value
At 31 March 2009

At 31 March 2008

Shetland Charitable Trust
Trustees’ report and consolidated financial statements
31 March 2009

Shares in
subsidiary Unlisted
undertakings Investments Total
£000 £000 £000
6,252 1,126 7,378
(251) {500} (751)
6,001 626 6,627
750 1,101 1,851
36 - 36
(251) (500) (751)
535 601 1,136
5,466 23 5,491
5,502 25 5,527
Shares in subsidiary
undertakings
£000
70,501
70,501
19,222
303
19,525
20,576
51,279
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Notes (continued)

7

Programme-related investments (continied)

The group’s investments in subsidiary undertakings include its shaveholdings in the following subsidiaries,
the results of which are not included in these consolidated financial statemenis:

Name Nature of business % owned  Direct/indivect

ownership
SLAP (Trading) Limited Leasing and hire purchase 100 Indirest
Viking Energy Limited Non-trading 90 Direct

SLAP (Trading} Limited and Viking Energy Limited have not been consolidated as the Trustees consider
them to be immaterial in aggregate to the Trust itself. The shares in SLAP (Trading) Limited are directly
owned by Shetland Leasing and Property Developments Limited.

The following is a summary of the audited accounts of SLAP (Trading) Limited.

Year end (Loss) profitfor  Aggregate capital

date the financial year and reserves

£000 £000

SLAP (Trading) Linited 31 March 2009 ) 5464

Viking Encrgy Limited did niot trade as at 31 March 2009 and only commenced activities in Augnst 2009,

As stated in note 1, these consolidated financial statements include the results of the charity’s wholly owned
trading subsidiaries, Shetland TLeasing and Property Developments Limited (SLAP) and Shetland Heat
Energy and Power Limited (SHEAP), The trading results of these companies are suromarised below:

2009 2008 2002 2008

SLAP SHEAP Total Total

£000 £60¢ £000 £000

TFurnover 2477 1,394 3871 2,088
Cost of sales {t52) {601) (753) (598}
Gross profit (loss) 2,325 793 3118 1,490
Administration expenses {163 (526) (889) {454
Gift aid payment to Shetland Charitable Trust {4,253) (255) {4,508) {3,098)
Other operating income 102 ] 108 105
Operating (loss) profit {1,989) 18 (1,571 {1,957)
Reversal of investment property vatuation deficit 288
Gain on disposal of investment properties -
¥nterest regeivable and similar income 1,565 15 1,580 2415
Interest payable and similar charges -
Profit (loss) on ordinary activities before taxation (424) 33 (391) 746
Tax on profit {loss) on ordinary activities 121 ) 112 (217)

Proiit (loss) on ordinary activities after taxation

being profit (Toss) for the financial year (303) 24 (279) 529
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7 Programme-yelnted investments (continued)

Sheiland Charitable Trust
Trustees’ report and consolidated financial statements
31 March 2009

The expenditure of the companies, as recorded in the consolidated statement of financisl activities, is

analysed as follows:

Cost of sales

Administration expenses

Reversal of investment property valuation deficit
Tax charge (credit) on profit on ordinary activities

2009 2008
Total Tatal
£000 £000
753 598
689 454
- (286)
(112) 214
1,330 980

Included within the companies® profit (loss) for the year is a total of £4,507,4%4 (2008: £3, 097,911 ') paid to
the Trust by way of gift aid which has been eliminated within the consolidated statement of financial

aotivitics,

The assets and liabilifies of the subsidiaries were:

Tangible fixed assets

Cumnent assets

Current liabilities

Creditors greater than one year

Total net assets

Cailed up share capital
Profit and loss account
Revaluation reserve

Total reserves

2009 2009 2009 2008
SLAP  SHEAP Total Total
£000 £000 £000 £000
20,643 201 20,934 16,798
37,164 708 37872 42,448
(5,802) (341) (6,143} (6,087)
{1,530 (52) £1,582) {1,799)
50,475 606 51,081 51,360
70,000 500 70,500 70,500
(19,551 106 (15,445) (19,166)
26 - 26 26
50475 506 51,081 31,360

_— ===

Further details of the subsidiary companies and of their tax charge {credit) for the year are included in their
financial statoments, copiss of which may be obtained from Companies House, 37 Castle Terrace,

Edinburgh.

8 Programme-related investments —~ Loans

Group

Agzricultural Ten Yeer Loan Schome
Agricunitural Bridging Loan Scheme
Provisions for doubtful debts

Locsl loans granted by Shetland Leasing and Properly
Developments Limited {net of provisions)

2009 2008
£000 £000
1,361 1,669
- i7
) &N
1,290 1,609
9 16
1,299 1,625
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Shetland Charitable Trust
Trustees’ report and consolidated financial statements
31 March 2009

Programme-related investments — Loans {continued)

Charity

Agrieultural Ten Year Loan Scheme
Agriculiural Bridging Loan Scheme
Provisions for doubtful debts

Debtors

Trade debtors
Amounts owing from subsidiary undertaking
Prepryments and acerned income
Other debtors:
Loat repayments dus
VAT recoverable
Tax recoverable
Sundry debtors

Creditors: amounts falling dae within one year

Trade creditors

Rents in advance

Amounts owed to SICCT 1976

Amount owed to subsidiary underiakings
Other tax and social security

(Other credifors and aconals

Creditors: amounts falling due affer more than one year

Charity

Loan from subsidiary undertaking

2008 2008

£000 £000

1,361 1,669

- 17
B Q)

1,290 1,609

Group Charity
2009 2008 2009 2008
£000 £000 £000 £000
478 763 - .
-. - 42 22
1,282 1,688 1,218 1,686
15 a0 15 30
26 21 5 21
71 30 68 300
1,872 2,803 1,348 2,059
Grounp Charity

2009 2003 2009 2008
£000 £000 £000 £000
92 9 - -
74 63 - -

- 2,903 - 2,903
5,450 5450 - -
499 308 478 “
1,706 2,063 1,120 1,689
7,814 10,878 1,598 4,592
2009 2008

£000 £000

35,500 38,000

The lean of £35,5000,000 (2008: £38,000,000) from Shetland Leasing and Propery Developments
Limited represents an unsecured loan which is repayable between 2009 and 2012, It bears interest at a rate

of 0.25% over base rate.
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i2 Provisions for liabilities and charges
Deferred
Group {axation
£000
At beginning of year 1,578
Credit for the year (114)
Charge relating to a prior year 2
At end of year 1,466

The deferred 1ax liability arising within the Trust’s subsidiary companiss at the year end of £1,466,000
(2008: £1,5780,000) is analysed as follows:

2009 2008

£000 £000

Aeccelerated capital allowances 324 342

Other timing differences: Gift aid 1,072 1,184

Other timing differences 70 52

1,466 1,578

13  Iixpendable endowment

Group Charity

Total Total

£000 £000

Atbeginning of year 238,631 219,468

Incoming resources - -
Outgping resources (1,266} (1,569)
Losses in the year {44,721} (44,721)

Atend of year 192,644 173,118
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14  Unresiricted income fands
- General Trading Revalnation Pension Total
Group funds fonds reserve reserve unvestricted
£000 £000 £000 £000  income funds
£000
At beginning of year (6,244) (12,583 26 (@324 (19,125)
Net movement in funds 647 2,700 - (438) 2,909
Atend of year ' (5,597) {9,883) 26 (762 (16,216)
General Pension Total
furids reserve unrestricted
£G00 £000 ineome fondsy
£000
Charity
At beginning of year 339 {3249) 15
Net incoming resources hefore other
recognised gains and losses 3,618 - 31,618
Actuarial Josses - (429) (429)
‘Transfer to (from) pension reserve 9 ()] -
At cnd of year 3,066 {762) 3,204

15

The deficit balance on the trading funds of £9,883,000 (2008: £12,583,000) represents the accumulated
tesults of Shetland Leasing and Property Developments Limited and Shetland Heat Energy and Power
Limited, adjusted to remove the interest payable by the charity to those companies, and also the net gift aid
payments made to the charity by those companies. The deficit balance ou the consolidated general funds
excluding pension reserve of £5,597,000 (2008: £6,244,000) represents the balance on the Trust’s own
general funds adjusted for those interest and gift aid payments. The balance on the Trust’s own nnresirlcted
funds at the year end, excluding pension deficit of £762,000 (2008: £324,000) was a swrplus of £3,966,000
(2008: £339,000).

Pension scheme

The Trust participates in the Shetland ¥slands Council Pension Fund which provides benefits based on final
pensionzble pay. The assets of the scheme are held separately from those of the Trust. The information
disclosed below is in respect of the Trust’s share of the assets and liabilities throughout the periods shown,

The latest full actuarial valuation was cartied out at 31 March 2008 and was updated for FRS 17 purposes to
31 March 2009 by a qualified independent actuary.

2009 2008

£000 £000
Present valwe of funded defined benefit obligations (1,514) 1,457
Eair valua of plan assets 866 1,254

(648) (203)
Present value of unfunded defined benefit obligations (114) (121)
Net (liability) (762) {324)
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15

Pension scheme (continued)

Movements in present value of defined benefit obligation:

At 1 April

Current service cost
Iuterest cost

Actuarial losses / (gaing)
Contiibutions by membetrs
Benefits paid

At31 March

Movements in fair value of plan assets:

At April

Bxpecied retumn on plan assets
Actuarial gains / {losses)
Contributions by employer
Coniributions by members
Benefiis paid

At 31 March

Expense recognised in the statement of financial activiites:

Current servics cost
Interest on defined benefit pension plan obligation
Expected return on defined benefit pension plan assets

Total

The expense is recognisced in the following line iiems in the statement of financial activities:

Chariiable retivities — support costs

Shetland Charitable Trust
Ttustees’ seport and consolidated financial statements

2009
£000

1,578
48
110
(89)

“0

20069
£000

(48)
(110)
03

(63)

31 March 2009

2008
£000

1,846
101
(427
20
(26)

1,578

2008
£000

1,303
100
(195)

20
(26)

1,254

- 'The total amount recognised in the other recognised gains and losses section of the statement of financial

activities is a loss £429,000 (2008: gain of £232,000).
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Notes (continued)

15 Penskon scheme (continued)

The fair value of the plan assets and the return on those assets were as follows:

Equities
Corporate bonds
Property

Cash

Actnal return on plan assets

Shetland Charitable Trust
Trustees’ report and consolidated financial statements

2009
Fair value
£000

684
78
52
52

866

(322}

31 March 2009

2008
Bair value
£000

(95}

‘The expected rates of refurn on plan assets are determined by reference to the historical actual returns on fhe
Fund as provided by the administering authority and index returns where necessary,

Principal actuarial assumptions (expressed as weighted averages) at the year end wers as follows:

Discount rate

EBxpected rate of refurn on plan assets
Puturs salary increages

Inflation / pension increase rate

In valuing the liabilities of the pension fund at 31 March 2009, montality assumptions have been made as
indicated below. The assumptions relating to longevity underlying the pension liabilities at the balanee sheet
date are based on standard actuarial mortality tables and include an allowance for fature improvements in
longevity. The assumptions are equivalent to expecting a 65-year old to live for a number of years as

follows;
Current pensioner aged 65: 20.7 years (male), 23,8 years (femmale).
Future refiree upon reaching 65: 22.0 years (male), 25.0 years (female).

History of plans
The history of the plans for the current and prior periods is as follows:
Balance sheet
2009 2008 2007
£000 £000 £000
Present value of scheme labilities (1,628) (1,578) (1,346)
Fair value of scheme assets 866 1,254 1,303
(Dreficit) / surplus (762) (324) (543)

2000
£000

(1,851)
1,151

(700}

2005
£0600

(1,439)
1,253

(186}




Shetland Charitabls Trust
Trustees’ report and consolidated financial statements

31 March 2005
Notes (continued)
15 Pension scheme (continued)
Experience adjusfinents
2009 2008 2007 2006 2005
£000/% £000/% £000/% £000/% £000/%
Experience adjustments on scheme
liabilities [as a percentage of {86) /9.6 3/02 (35/{1.% (27931 (15) (2)/(0.1)
scheme liahilities]
Experience adjustments on scheme
assels [as a percentage of scheme
assels] (518) 7 (59.8) (195)/{15.6) 12709 149/ 12.% 32/26

16

‘The Trust expects to contribute approximately £54,000 to its defined benefit plans in the next financial year
to 31 March 2010.

Related parties

In the normal course of business, some of the Trustees of the Trust naturally are appointed as direclors or as
frustess of other organisations and charitable bodies within the Shetland Islands, including those which the
Trust may from {ime (o time transact with, either through routing business or in the provision of charitable
grants. These relationships are not considered to be related party transactions as in no instance is the level of
muiual trostees such as to provide direct or indirect conirol, or to place the Trustees in 2 position where they
are able to provide influence over the financial and operating policies of the other organisations.

The Trustees of the Trust are also the trustees of SICCT 1976, as a body, SICCT 1976 was the forerunner
organisation 1o the Trust, however, all charitable activity has essentially transferred to the Trust and the
trustees of SICCT 1976 have applied to the Office of the Scottish Charity Regulator for consent to transfer
the remaining assets of SICCT 1976 to the Trust and to wind up SICCT 1976 as at 31 March 2009, Consent
was granted on 29 Awgust 2009, As at 31 March 2009, SICCT 1976 has no activities, assets or liabilities.
The Trust received payment of £3.023 million (2008: £13,000) from SICCT 1976 during the year, with an
amount owing to SICCT 1976 at 31 March 2009 of £nil (2008 £2.903 million).

As disclosed in Note 6, the Trust does not consolidate the astivities of SLAP (Trading) Limited within these
financial statements as the trasteos do not consider the results material to that of the Trust. SLAP (Trading)
Limited is & wholly-owned subsidiary of the Trust’s subsidiary undertaking Shetland Leasing and Property
Development Limited, which is consolidated within these financial statements. 'WH Manson, JH Henry, AJ
Cluness, AGL Duncan, CHT Miller, IF Hawking and AS Wishart are also direciors of SLAP (Trading)
Limited. At the year end Shetland Leasing and Property Development Limited owed SLAP (Trading)
Limited a total amount of £5,450,000 (2008: £5,450,000). This includes a loan of £5,450,000 (2008
£3,450,000) which bears no interest and is repayable in {hree instalments, commencing in March 2010, The
loan is, however, tepayable on demand, and given the intention of the directors of SLAP (Trading) Limited
to consider the winding up of the company, the loan has been classified as payable within one year as the
company is likely to seek repayment as part of this process. This balance is shown within ereditors due
within one year within the consolidated financial statements of the Trust.
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SHETLAND CHARITABLE TRUST

Summary of the Movements on the Revenue and Capital Accounts for the Year Ended 31 March 2008

Fund Managers
Dividends and [nterest
Capital Movements
Fees

Local Investments

Ag. Loan Interest
SLAP/SHEAP Profits
Rents, Less Depreciation
Interest on SLAP loans

TOTAL INVESTMENT RETURNS

Expenditure

Charitable

Administration

Movement in Pension Liability

TOTAL EXPENDITURE
DEFICIT FOR THE YEAR
OPENING NET ASSETS
Donated Properties

New Donations
Depreciation on Donated Properties

MOVEMENT ON DONATED PROPERTIES

CLOSING NET ASSETS

2008/09 2008/09
£ million £ million

4.4
-44.7
-0.4

-40.7
0.1
4,1
1.3
-1.5

4.0

-36.7
-12.5
0.8
-0.4

-13.5

-50.2

219.4
8
-0.9

7.1

176.3

Page 2

2007/08
£ million

8.7
-24.5
-1.2

0.1
4.0
1.6
-2.2

-12.1
-0.5
0.2

0.0
-0.8

2007/08
£ million

-17.0

3.5
-13.5

-12.4
-25.9

246.1

219.4

Appendix B



APPENDIX C

KPMG LLP Tel +44 [0) 1224 581000
37 Atbyn Place Fax +44 [0) 1224 590909
Aberdesn AB10 1.B DX 551780 Aberdeen 20
United Kingdorn ’

Private & confidential

The Trustees

Shetland Charitable Trust

22-24 North Road Curref  djw/km/207

Lerwick

Shetland Contact David Watt

ZE1 O0NQ 0141 300 5695

23 October 2009 D RA FT

Dear Sits

Shetland Charitable Trust
Audit: Year ended 31 March 2009

International Standard on Auditing 260 (ISA 260) Cormmunication of audit matters with those
charged with governance requires aunditors to communicate makters relating to the audit of {he
accounis 1o those charged with governance of a body in sufficient Hme to enable appropriate
aclion.

ISA 260 requires us to highlight:

s the integrity and objcctivity of the audil engagement lead and audit staff;

¢  the nature and scope of the audit, including any Jimitations, and the form of reports
expected to be made;

s expected modifications to the audit report;
*  the representation letter that we are requesting the Trustees lo sign;
s unadjusted misstatements (other than those which are clearly trifling);

+  material weaknesses in the accounting and internal control systerus identified during the
audit;

s views about the qualitative aspects of accounting practices and financial reporting; and
+  matters specitically required by other auditing sfandards to be communicated and any other
maifer relevaat to the audit.

We therefore wish fo highlight the following matfers:

* following your approval, we intend o issuc an unqualified opinion on the financial
statements of the Trust for the year ended 31 March 2000,

KPMG LLP, a UK Lrmuted fiabliry partnarship, is a susidiary of KPMG
Eusepe LLP end @ mambet Tem of the KPRAG aotwork of mdependent Pegistered i Enpland No QC301 540
member lims affikated wilh £PMG Intematianzl, 2 Svass I i daffica: 8 Sallshury Stuare, | ondon ECAY 8BA




KPMG LLFP

Shetland Charitable Trust

Andit: Year ended 31 Morch 2000
23 Ociober 2009

»  confirmation of our independence to act as your auditors is provided in appendix one to
this letter;

s a copy of the representation letter which we require you to approve and sign has been
provided in appendix two;

s there are no unadjusted audit differences, as management have processed all adjustments
identified as a result of our audit; '

s there were no material adjustments required to the draft financial statements provided for
audil; and

& 7o material weaknesses in the accounting and interrial control systems were identified
during the audit which could adversely affect the ability to record, process, summarise and
report financial and other relevant daia so as 1o resuli in a material misstatement in the
financial statements,

There are no issues which require to be brought to your aitention regarding the appropriateness
of the accounting policies or accounting estimates and judgements, the timing of transactions,
lhe existence of any material unusual transactions or the potential effect on the financial
statements of any uncertainties.

Following discussion with YIM Revenue and Customs over the tax treatment of the Christmas
bonns scheme, an agreement has been reached to pay additional tax in respect of this maiier,
albeit that the level of setilement has not been finalised. An estimate of the likely seitlement
value of £477,841 was processed in the financial statements Lo reflect this lability. It is noted
that revised arrangemenis have been agreed to ensure that future grants are better targeted to
those in financial need as a means of minimising tax exposures.

The Trusices” report includes reference to the ongoing discussions with the Office of the
Scotiish Charity Regulalor reparding the Trust’s pgovernance arrangsments and the
establishment of a governance review group to evalvate options for the future governance of the
Trusl. In our view il is importamt [rom a repulatory perspective that OSCR’s concerns are
addressed, inchuding the relationship of the Trust (o Shetland Islands Council.

This leiter includes only those matters of governance interest that have come to our atlention as
a resull of our andit. An audit of the financial statemeénts is not designed to identify all matters
that may be relevant to those charged with governance. The letter has been prepared for the use

of the Trustees of the Shetland Charitable Trust and no responsibility to any third party is
accepted.

Finally, we would like (0 express our thanks to members of staff for the help and assisiance
received during the andit of this year’s financial statements.

Yours faithfully

KPMG LLP

diwflm/207 2
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Shedland Charitable Trust

Auwdit: Year ended 31 March 2000
23 October 2009

Appendix one — Confirmation of independence

Professional ethical standards require us to communicate to you in writing at least annuaily all
significant facts and matiers, including those related to the provision of non-audit services and
the safeguards put in place that, in our professional judgement, may reasonably be thought to
bear on KPMG LLP’s independence and the objectivity of David Watt and the audit team. This
statement is intended to comply with this requirement.

We have considered the fees paid to us by the Trust and its related entities for professional
services provided by us during the reporting period. We are satisfied that our general procedures
support our independence and objectivity,

General procedures fo safegnard independence and objectivity

KPMG LLP is committed to being and being secn to be independent. As part of our cthics and
independence policies, all KPMG LLP Audit Directors and staff annually confirm their
compliance with oot Eihics and Independence Manual including in particular that they have no
prohibited shareholdings. Our Ethics and Independence Manual is fully consistent with the
requirements of the APB Eihical Standards. As a resuit we have underlying safeguards in place
to maintain independence through:

»  Tnstilling professional values
s  Communications

» Internal accounlabilily

» Risk management

s [Independent reviews.

Please inform us if you would like to discuss any of these aspects of our procedures in more
cetail.

There are no other matiers that, in our professional judgement, bear on cur independence which
necd to be disclosed to the Trostees.

Confirmation of audit independence

We confirm that as of 23 October 2009, in our professional judgment, KPMG LLP is
independent within the meaning of regulatory and professional requirements and the objectivity
of the Audit Director and audit staff is not impaircd,

This report is intended solely for the information of the Trustees and should not be used for any
olher purposcs.

KPMGLLP

k207 3



KPMG LLP

Shetland Charitable Trust

Audie: Year ended 31 March 2009
23 October 2009

Appendix two — Management representation letter of Shetland Charitable Truost
KPMG LLP

37 Albyn Place

Aberdeen

AB10 1JB

United Kingdom

3 November 2009

Dear Sirs

This represcntation letier is provided in connection with your audit of the group and charity
tinancial statemenis (“the financial statements”) of the Shetland Charitable Trust (“the
Charity™), for the purpose of expressing an opinion as fo wheiher these financial staiements give
a true ang fair view of the group and charity’s financial position of the Shettand Charitable Trust
and of the {inancial performance of the group in accordance with UK Generally Accepted
Accounting Practice. These financial statements comprise the consolidated and {rust balance
sheefs as at 31 March 2009, and the consolidated and trust statements of financial activitics, and
the conselidated cash flow statcment for the year then ended, and a summary of significant
accounting policies and other explanatory notes,

We acknowledge as Trustees of the Charity our responsibilities under the Charities and Trustes
Investment (Scotland) Act 2005 and regulations thercunder for preparing financial statements
which give a truc and fair view of the group and charity.

We also acknowledge as Truslees our responsibilities under Charities and Trustee Investment
{Scotland) Act 2005 and regulations thereunder for making accurate representations to you and
for ensuting that there is no relevant audit information that you are unaware of.

The Trustees approve the financial statements.

The Trusiees understand that auditing standards require you 1o oblain representations from
dircctors on matiers that are material (o your opinion. The Trustees understand that omissions
or missfatemenis of items are material if they could, individually or colleciively, influence the
economic decisions of users taken on the basis of the financial statements. Maleriality depends
on the size and nature of the omission or misstatement judged in the surrounding circumstances.
The size or nature of the ifern, or a combination of both, could be the determining factor.

The Trustees have made appropriate inquiries of officers and stall of the Charity with the
relevant knowledge and expericnce,  Accordingly, the Trustees confirm, to the besi of their
knowledge and belief, the following representations:

1. The financial statements referred to above, which have been prepared on a going concern
basis, give a true and fair view in accordance with UK Generally Accepled Accounting
Practice.

2. All the accounting records have heen made available to you for the purpose of your andit,
and the full effect of all the fransactions undertaken by the Charity have been properly
reflected and recorded in the accounting records in accordance with agreements, including
side agreemcnts, amendments and oral agreements. All other records and related
information, including minutes of all management and Trustees’ meetings and, when

djw/km/207 4
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Shetland Charitable Trust

Andit: Year ended 31 Mareh 2009
23 October 2009

applicable, summaries of actions of meetings held after period end for which minutes have
nol yet been prepared, have been made available fo you.

3. The Trustees are not aware of any known actual or possible non-compliance with laws and
regulations that could have a material effect on the ability of the Charity to conduct its
business and therefore on the results and financial position to be disclosed in the financial
statements for the year ended 31 March 2009,

4, The Trustees:

(a) understand that the term “fraud” includes misstatements resulting from fraudulent
financial reporfing and misstatements resulting from misappropriation of assets.
Missiafemenis resulting from fraudulent financial reporting inveolve intentional
misstatements including omissions of amounts or disclosures in the financial
staiemenls fo deceive financial statement wsers. Misstatements resulting from
misappropriation of assets involve the theft of an entity’s assets, often accompanied
by false or mislcading records or documents in order to conceal the fact that the assefs
are missing or have been pledged without proper authorisation,

(b) acknowledges responsibility for the design and implementation of internal contro} to
prevent and delect fraud and error,

(c) has disclosed to you its knowledge of fraud or suspecicd fraud affecting (he Charity
involying:

- management and those charged with governance;
- employees who have significant roles in internal confrol; or
- others where the fraud could have a material effect on the financial statements,

(d) has disclosed to you its knowledge of any allegations of fraud, or suspected fraud,
affecting the financial statements communicated by employees, former employees,
analysts, regulators or others.

(c) has disclosed to you the results of ils assessment of (he risk that the financial
statements may be materially misstated as a result of fraud.

5. The Truslees confirm the completeness of the information provided to you regarding the
identificalion of related parties and regarding transactions with such parties that arc material
to the financial statements. The identity of, and balances and transactions with, related
parties have been properly recorded and when appropriate, adequately disclosed in the notes
to the financial statcruents, The Trustees are nof aware of any other such matiers required to
be disclosed in the financial stalements, whether under FRS 8 Related party disclosures or
other requircments. Included in Appendix A to this leticr arce the definitions of both a
related party and a related parly fransaciion as the Trusices understand them and as defined
in FRS &.

6. Preseotation and disclosure of the fair value measurements of material assets, liabilities and
camponents of equity are in accordance with UK Generally Accepted Accounting Practice.
The amounis disclosed represent the Trustees® best cstimate of fair value of asscts and
liabilities required to be disclosed by these standards. The measurement methods and
significant assumptions used in delermining fair value have been applied on a consistent
basis, are reasonable and such assumptions appropriately reflect the Trustees® intent and

djw/kin/207 5



7.

9.

10.

11

KPMG LLP

Shetland Charitable Trust

Aundit: Year ended 31 March 2009
23 Ociober 2009

ability to carry out specific courses of action on behalf of the Charity where relevant to the
fair value measurements or disclosures.

The Trusiees have recorded or disclosed, as appropriate, all labilities, both actual and
contingent, and has disclosed in the notes to the financial statements ali guarantees given to
third parties.

The estimated financial effect of pending or threatened litigation and claims against the
Charity has been properly recorded and/or disclosed in the financial statements, Except as
disclosed in the notes to the financial statements, the Trustees are not aware of any
additional claims that have been or are expected to be received.

Bxceept as disclosed in the financial statements or notes thereto there are no:

{(2) other gain or loss contingencies or other 1iabilities thai are required to be recognised
ot disclosed in the financial statements, including liabilities or contingencies atrising
from environmental matters resulting from illegal or possibly illegal acts, or possible
violations of human rights legislation; or

{b) other environmental matters that may have a maierial impact on the finanecial
staiements.

The Trustees confirm that:

a) the financial statements disclose all of the key risk factors, assumptions made and
uncertainiies surrounding the Charity’s abilily to continue as a going concern as
required 1o provide a true and fair view.

b} any uncertainiies disclosed are not considered o be material and therefore do not cast
significant doubt on the ability of the Charity to continue as a going concern,

On the basis of the process cstablished by the Trustees and having made appropriate
enquiries, the Trustees are satisfied that the actuarial assumptions underlying the valuation
of pension scheme liabilities are consistent with its knowledge of the business. The
Trustees further confirm that:

(a) all significant rctircment benefits, including any arrangements that are slatulory,
coniractual or implicit in the employer's actions; arise in the UK and the Republic of
Ircland or overseas; are funded or unfunded; and are approved or unapproved, have
been identified and properly accounted for; and

(b) all settlements and curtailments have been identified and properly accounted for,

The Charity’s participation in the Shetland Istands Council Pension Fund has been accounted
for in the group and charify financial statcments, There are no other schemes of any
significance.

This letier was tabled and agreed at the meeling of the Trustees on 3 November 2009
Yours faithfolly

WH Manson
Chair, on behalf of the Trusices

djwkm/207
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Appendix A io the Management Representation Letter of the Shetland Charitable Trust

Definitions

A. Two or more parties are related parties when at any time durihg the financial period:
(i} One party has either direct or indirect control of the other party; or
{ii) the parties are subject to common control from the same source; or

(iii) one parly has influence over the financial and operating policies of the ather party to an
extent that that other party might be inhibited from pursuing at all times ifs own separate
interests; or

(iv} the parlies, in entering a transaction, are subject to influence from the same source to such
an extenl thal one of the parties to the iransaction has subordinated its own separale
infcrests,

B. Tor the avoidance of doubt, the following are related partics of the reporting entity:

() ifs uliimate and intermediate parent undertakings, subsidiary undertakings, and fellow
subsidiary undertakings;
(ii) its associates and joint venlures;

(iif) the investor or venturer in respect of which the reparting entity is an associate or a joint
veniure;

(iv) trustees] of the reporfing entity and the trustees of ifs ultimate and intermediate parent
underiakings; and

(v) pension funds for the benefit of employees of the reporting entity or of any entity thai is a
related pariy of the reparting entity.

C. The [cHowing are presumed fo be related parties of the reporting entity unless it can be
demonstrated that neither party has influenced the financial and operating policies of the
other in such a way as to inhibit the pursuit of separate interests:

() the key management of the reporting entify and the key management of ils parent
underiaking or undertakings;

(ii) a person owning or able o exercise control over 20 par cent or more of the voting rights of
the reporting enlity, whether directly or through nominees;

(iii) each person acling in concert in such a way as lo be able to exercise control or influence
over the reporting entity; and
(iv) an eatity managing or managed by the reporting entity under a management coniract.

I>. Additionally, because of their relationship with certain parties that are, or are presumed fo
be, related parties of the reporting entity, the following are also presumed lo be related
parties of the reporting entity:

(i) members of the close FTamily of any individual falling under parties mentioned above in A to
C; and

(ii) partnerships, companies, trusts or other entities in which any individual or member of the
close family in a to C above has a controlling inferest.

? Trusiees include shadow trustess, which are dafined in companiss legislation as persons in accordence with whose
directions or instructions the rustees of the Trust are accustomed to act.

diwfem/207 7






Shetland
Charitable Trust

REPORT
To:  Shetland Charitable Trust 3 November 2009
From: Financial Controller Report: CT0911080

DISTRICT HEATING SCHEME — MONITORING REPORT, 2009

1.

Introduction

1.1

1.2

1.3

The District Heating Scheme continues to be successful, both in the
engineering sense and as an investment. There are two purposes
for this report.

The first purpose of this report is to convey financial and other data
to Trustees to enable Trustees to monitor the project. The principal
period of interest will be that since the last monitoring report a year
ago (min ref CT 60/08). The main new source of information now
available is the annual accounts of Shetland Heat Energy and Power
Limited ('SHEAP’) for the year ended 31 March 2009. These show a
profit of £307,161 before returns to the Trust. They are summarised
in Appendix A.

The second purpose of this report is to report the outcomes of the
updated 2009 Business Plan for SHEAP. The Business Plan is the
key tool whereby the Directors balance the need to generate
sufficient profits to justify the Trust's investment against an aim to
keep the tariffs below those for the alternatives, for the benefit of the
Shetland economy.

Background

2.1

2.2

The Trust has invested directly into the District Heating Scheme
infrastructure (boilers, pipes, pumping stations etc). The Trust owns
the operating company, SHEAP. SHEAP purchases the heat
produced by the Shetland Islands Council’'s Energy Recovery Plant
(the incinerator). The ERP and the District Heating Scheme together
are key elements of Shetland’'s Waste Management Strategy.

Construction of the Scheme's infrastructure began in 1997, with the
first customer connected in 1998. The Scheme continued to grow
and Trustees noted (min. ref. 115/01) that the £8.5 million (net of
grants) spent by the Trust on District Heating Scheme infrastructure
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up to 31 March 2002 should be valued at £nil on a commercial
investment basis. At this point Trustees decided that further
investment would only take place if returns at a commercial rate
were in prospect. Trustees have invested a further £5.2 million in the
Scheme up until 31 March 2009 on a fully commercial investment
basis. £350,000 of this has been used to finance the construction of
a large hot water tank that is used to store heat to be released at
periods of peak demand (and so saving on oil costs). £250,000 has
been used to finance a second large peak ioad boiler. The rest has
been used to extend the network and connect customers, with
SHEAP now having over 950 customers, about 100 of which are
business customers.

2.3  The pace of invesiment has slowed as the Scheme is now close to
capacity, unless a major new source of heat can be found. The
investment budget currently in place for this year is £450,000, and
Trustees have agreed £350,000 for 2010/11 with indicative sums of
£100,000 included in the Trust’s Financial Plan for future years.

3. Current Position and 2008/09 Accounts

3.1 Over the years SHEAP has turned initial losses into profits as

follows:

Period Actual Target
15months to 31 March 1999 Loss £(66,452) n/a
Year ended 31 March 2000 Loss £(122,975) n/a
Year ended 31 March 2001 Loss £(120,869) n/a
Year ended 31 March 2002 Profit £47,313 n/a
Year ended 31 March 2003 Profit * £61,331 0
Year ended 31 March 2004 Profit * £107,361 0
Year ended 31 March 2005 Profit * £122,3856 £44,000
Year ended 31 March 2006 Profit * £148,242 £112,000
Year ended 31 March 2007 Profit * £219,429 £193,000
Year ended 31 March 2008 Profit * £225,982 £261,000
Year ended 31 March 2009 Profit * £307,161 £296,000

* Before distributions to the Trust

These figures are shown after taking into account the payment to the
Council for the heat. This payment was £177,281 in 2008/09, up
from £99,921 in 2007/08.

3.2 The trend shown in the table above is pleasing. Losses become
profits and then grow to over £300,000.
3.3 | am satisfied that the Trust's investments since 1 April 2002 remain

fully commercial. The key comparison is the level of profits against
the ‘target’ of returning the Trust's capital plus 5% pa over thirty
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years. This return (capital plus 5% - real} from a secure, utility
investment meets the ‘commercial’ investment test, in my opinion.
The 2008/09 profit of £307,161 is slightly above the target of
£296,000 for that year, and the overall profits since 2002 remain well
above target.

The last two years have seen tremendous movements in the price of
oil, from $40 a barrel up to above $140 a barrel at the peak and back
down to the current level of around $70 a barrel. SHEAP burns oil at
peak times and when the incinerator is serviced. However, the
higher price of oil has meant that tariffs have been increased, but
still remain very competitive compared to oil or electric heating.

Future Prospects and 2009 Business plan

4.1

4.2

4.3

4.4

The Scheme is not far away from capacity, i.e. it cannot support
many more customers without another source of heat.

The Scheme covers much of Lerwick, with the main areas not
served at present being partts of Twageos, the Esplanade area, the
old North Road/Staney Hill area (which would need a pumping
station) and Upper Sound (here there is already a pumping station
at Quoys). Further expansion of the Scheme would require a
second significant source of heat. Staff at SHEAP and the Board
are exploring possibilities, but meantime it looks likely that this year
2009/10 and next year 2010/11 will be quiet years for the Scheme,
at least in terms of expansion.

Several scenarios were examined in the 2008 Business Plan, but
the central one assumed that no significant new source of heat will
be introduced in the next few years and this model has been
updated to give the revised 2009 Business Plan. This means
concentrating on connecting up customers who had applied before
the cut off of 31 March 2007. The 2009 Business Plan has been
adopted by the SHEAP Board.

Trustees have agreed to set three year investment budgets for the
scheme. The current year (2009/10) investment budget for District
Heating Scheme infrastructure is £450,000, with £350,000 agreed
for 2010/11. The projections in the 2009 Business Plan have been
prepared assuming that Trustees agree a new budget for the third
year (2011/12), and shows that profits can be expected at a level
above the necessary target to provide a commercial return on the
Trust's investment of £300,000. | will be recommending that
Trustees agree to the request on that basis. The investment funds
over the three years will be used to replace coolers at the Energy
Recovery Plant and to progress connections to those on the waiting
list. Unless a new source of heat becomes available, it is expected
that investment will fall off to £100,000 pa from 2012/13 onwards.
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5.

5.1

5.2

5.3

The financial projections in the 2009 Business Plan contain two
scenarios, examining the effect of variations in the future price of oil.
These show that if il prices increase, the Board will need to set the
tariff charged at higher levels to maintain the return to the Charitable
Trust. The aimis to keep the tariff in the range of 20%-30% cheaper
than other means of heating (oil, storage heaters). The SHEAP
Board agreed an increase in tariffs with effect from 1 October 20089.

Possible Developments Outwith Lerwick

The SHEAP Board and associated officers have followed progress
elsewhere on small (20 — 100 unit) combined heating and power
(‘CHP’) area schemes. For example, a CHP scheme in Oban is
based on burning waste wood chips generated from the local
sawmills, and heats 90 houses. There is also a scheme in Wick,
which in conjunction with the local distillery, is fuelled by forestry
waste and currently heats around 260 houses.

There are various potential targets in Shetland for such an area
scheme. As well as the larger settlements such as Scalloway and
Brae, there are a number of areas that have social housing near to
some or all of a leisure centre, a school and a village hall. Officers
believe that such a scheme would potentially be commercially
viable, particularly if new social housing was planned to be built
nearby. A scheme in Mid Yell heating the school, leisure centre,
nursery and possibie future care centre is looking very promising
and is being currently investigated by the SIC with SHEAP providing
technical assistance.

There are a number of possibilities at present and SHEAP is
following up on several of them. Reports to Trustees may follow.

Conclusions

6.1

6.2

6.3

SHEAP has turned loss into profits, and expects to return significant
amounts to the Trust over the lifetime of the scheme (30 years plus).

Additional investment in District Heating Scheme infrastructure
presents the Trustees, in my judgement, with the opportunity to make
a further low risk, good return, local investment. | will recommend
that the investment budget for the third year covered by the updated
2009 business plan (2011/12) is set at £300,000, on a commercial
investment basis.

. The District Heafing Scheme is performing as a successful

commercial investment for Shetland Charitable Trust. In addition,
increasing payments are being made to Shetland Islands Council for
the purchase of heat. The payment was over £177,000 for 2008/09.
The District Heating Scheme (as part of the wider Waste to Energy
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Scheme) has benefits to Shetland that cannot be quantified precisely
in financial terms. However, Appendix B contains estimates of the
wider benefits of the Scheme, prepared by the Manager of SHEAP.

7. Financial Implications

7.1  Successful investment on a commercial basis generates funds for
future charitable disbursements. If this can be done within Shetland,
then other benefits will flow to the community.

7.2 HMRC and the Scottish Charities Office have accepted that the
Trust can continue to invest in the District Heating Scheme
infrastructure and SHEAP on a commercial basis. The Office of the
Scottish Charity Regulator (OSCR) have indicated that they will
have no issues with investments deemed as "qualifying” by HMRC.

8. Recommendations
8.1 | recommend that Trustees note the progress that SHEAP has made.
8.2 | recommend that the Trustees agree an investment budget of

£300,000 for the acquisition of District Heating Scheme
infrastructure in 2011/12.

Reference: JPG/IS1 Report Number CT0911080-F
Date: 20 October 2009
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SHEAP Summary Accounts 2008/09

Appendix A

2008/09 2007/08 Variance

£000 £000 £000

Turnover 1,394 1,028 366
Fuel and Heat -601 -486 -115
SIC Compensation 0 34 -34
Gross Profit 793 576 217
Employee Costs -196 -156 -40
Operating Costs -234 -142 -92
Depreciation -56 -52 -4
Costs -486 -350 -136
Operating Profit For SCT Group 307 226 81
Rental of Infrastructure -20 -20 0
06/07 Gift Aid Payment to SCT -255 -235 -20
Reported Profit/{Loss) for the year 32 -29 61







APPENDIX B

ANNUAL DISTRICT HEATING BENEFITS

TO THE SHETLAND ECONOMY
(as at 2009)

About £1,000,000 pa income from sales stays in Shetland
This is still increasing each year with new customers but will level off after 2011 unless
a new heat source is developed

Savings on fuel bills around £1,000,000pa
{(at oil price of $80 a barrel)
About 62% of heat sales are to non domestic properties
including Council, Trust and Health Board

This will increase with oil price and more customers.
Some businesses will also save on the climate change levy

Without the scheme the net income and savings currently totalling around £2,000,000+ per
annum would mostly have gone on oil and electricity and most would left the Shetland economy.
plus
Large capital savings for new build such as the
proposed high school (£X00,000) as a result of
smaller and much simpler plant rooms
plus

Savings in maintenance costs (£X00,000)
Especially for large users such as the Shetland Recreational Trust
and Shetland Heaith Board

WORKS CREATED
About £300,000 new connections {75% local input)
Plumbing internals £300,000 per annum or more
This will decrease after 2011 unless new heat sources are developed

OTHER POTENTIAL BENEFITS

Stable energy prices ensures commercial confidence
Potential income to industrial waste heat producers and other renewables once the
infrastructure and customer base has been developed

NOTE
These figures do not take into account benefits of the
Waste to Energy Plant in landfill reduction and jobs.

Also there are significant environmental benefits
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Charitable Trust Scottish Charity Number SC027025
REPORT
To:  Shetland Charitable Trust . 3 November 2009
From: Financial Controller Report: CT0911083

Viking Energy Limited — Project Update

1. Introduction
1.1 This report presented to keep Trustees updated on the activities of
Viking Energy Limited.
2. Present Position
2.1 A report by the Viking Energy Limited Project Manager is attached
as Appendix A.
3. Financial Implications
3.1 There are no financial implications arising directly from this report.
4. Recommendation
4.1 This report is for noting.
Reference: EMA/IS4 Report Number CT0911083-f
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Appendix A

The Gutters’ Hut

North Ness Business Park
Lerwick

Shetland

- Y
viking energy
Harnessing Shetland’s natural resources Tel: 01595 744930

Fax: 01595 744920
E-mail: info@vikingenergy.co.uk

Date: October 2009

Our Ref:
Your Ref:

Viking Energy- Project Update
Shetland Charitable Trust -Tuesday 3™ November 2009

Planning

. An application for consent under Section 36 ofthe Electricity Act was
submitted to the Scottish Government on 20 May 2009.

. Shetland Islands Council (SIC) is expected to make a recommendation to

Scottish Ministers to help inform their decision. That recommendation could
include the possibility of recommending the application for approval,
recommending it for approval but with suggested conditions or lodging an
objection to the application.

. Following the application a significant volume of information has been
received from consultees and dialogue has started to try and identify solutions.
. It has been agreed with the Energy Consents Unit and SIC that Viking Energy

will produce an “Addendum” document setting out changes to the project that
should address some of the issues. It is expected that this will be ready in
early 2010.

. The Addendum will be subject to a full consultation process by the public and
all other consultees after its submission.

. In consequence, the earliest SIC is likely to be able to consider its
recommendation to Scottish Ministers on the windfarm is now expected to be
Spring 2010.

. Following receipt of SIC’s planning recommendation, Scottish Ministers will
weigh that up in conjunction with all the other available information including
taking a view on wider national economic and energy supply issues before
reaching a decision. It is still expected that a planning decision can be made in
the latter part 0 2010.

. Alternatively, an objection by the Council would trigger a Public Inquiry or
Scottish Ministers may call one where they feel material objections have not
been adequately addressed. In those cases planning timescales and an
eventual decision date become open-ended.



Transmission Connection

. This is a separate process which is the responsibility of National Grid and
Scoitish Hydro Electric Transmission Ltd (SHETL).

. SHETL has designed a connection to Shetland and this is now the subject of
detailed, on-going contractual negotiations.

. SHETL has submitted planning applications in respect of its proposals. An

apptlication for the AC/DC convertor station to be located in Upper Kergord
will shortly be considered by SIC.

. The critical charges for using the connection remain uncertain. National Grid
is launching a consultation shortly to try to address this.
. The preferred connection design for Shetland is currently a single circuit with

an overall capacity of 600MW. As well as a continuing effort to clarify
transmission charges, we are also pushing for clarification on how the cost of
spare capacity on the connection will be spread.

. There has been a successfill application for EU funding to develop a *node” on
the proposed interconnector. The node is effectively a socket into which
marine energy projects in the Pentland Firth and offshore windfarms in the
Moray Firth might be able to connect at some point in the future. The
proposed Shetland connection could therefore underpin a much wider strategic
electricity export network in the North of Scotland.

Investment Decision

. The Viking project team is committed to a position where it will not put
unacceptable financial risks before Trustees for an investment decision.
. Any investment decision by the Trustees will have pre-conditions:
0 Planning consent for the windfarm and the interconnector needs fo be
n place.
o Transmission charges need to be definitive before any recommendation
can be made to Trustees to sanction any investment in the project.
0 Fixed price contracts are needed to buy and build the wind farm.
0 Power Purchase contracts must be agreed to underpin the long term
commercial value of the project’s renewable electricity.
0 Financial terms including acceptable debt/equity ratios, interest rates

and capital repayment terms need to be in place. Financial terms will
also need to take account of project phasing and the Trust’s ability to
meet its ongoing annmial commitments.

. It is still expected that the required reports and presentations to Trustees will
be made in the latter part 02010 to allow a fully informed investment
decision to be made at that time. (Assuming no Public Inquiry).

. It should be noted that there is currently nothing to suggest that the project
shouldn’t be capable of generating substantial financial returns fo Shetland’s
community funds and there is nothing to suggest that this is not an opportunity
that should be explored to its fullest.

Viking Energy
Project Manager
October 2009



