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Introductions d\uon SCOTLAND

The only constant
IS change.

Heraclitus
535 BC - 475 BC




Introductions d\um SCOTLAND

These slides are based on a review of the
unaudited annual report and accounts and
draft annual audit reports where available.

Any views expressed are those of the
presenter and not the official views of the TSU
or Audit Scotland.




Areas to cover d—\UDIT SCOTLAND

1) Quick overview of issues
2) The annual report and accounts
3) Look ahead




Overview

Governance landscape

Pension Committee M Pensions Board

L 4

L 4

external

Advisory Sub

Panels? committees?
_ Audit I_& Actuaries &
interna custodians

4 reps appointed by
employers

4 reps appointed by unions

Other attendees at
discretion of chair

The
Pensions
Regulator
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Knowledge Skills
and capacity?

Skills and knowledge
framework

TPR Tool kit
Nominated officer
responsible?

Accounts
Regulations 2014
responsibilities?




Overview
Governance — Accounts regulations 2014

Audit Committee or Pension Committee?

d\u DIT SCOTLAND
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Consider the Assess the Approve annual
findings of an efficiency and governance
annual review of effectiveness of statement for
the system of iInternal audit (from Inclusion in the

internal control time to time) accounts



Overview
Governance - Management commentary

lllustration from an annual report - Fund Governance from 1 April

Decision Supporting Audit &
Making Compliance Scrutiny

Scottish Borders
Council

Pension Fund
Committe

Pension Board
Audit & Risk

Committee
Investment &

Performance
Sub-Committee

Scheme Emplover Scottish Borders
Scottish Borders and Trade Bnizn Councillors and
Councillors . Non-Executive
Representatives i e
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Overview
Administration landscape
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Flexible drawdown

Data quality

Lifetime allowance (2016) L
Auto Computerisation

: . enrolment
Liberation fraud

Digital delivery

Opt outs? Data security

Severance _
National fraud

initiative

Administration of
police and fire to
SPPA

Capacity and key
Heywood’s ‘Altair’ person dependency?
administration system
widely used



Overview

Investment landscape

Macro economic:

Quantitative easing
& low interest rates

China’s economic
slowdown

Geo-political risks including:

Greek debt

Ukraine conflict

War in Syria
Referendum on Europe?

Balancing risk and return

Many funds
‘overweight in
equities”?

Move towards
infrastructure and
alternatives?

Implications of
negative cash
flows?

Need for different
strategies for
different employers?
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Is the LGPS paying too
much?

Consultation down
south about:

« CIVs
« Active / passive
management
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Funding & contributions landscape ¢

Scottish LGPS funding positon compares Contribution stability for most
favourably to that for England and Wales employers

New employer cost cap relating to benefits
accrued under the 2015 Scheme

Employer contributions in relation to current
service to be limited

A
Increased cost could mean changes to employee
=  contributions for example

/N
[ A ~
[ N
/\ \/\x / e National valuation currently
7 I'|II|'I L
W

being co-ordinated by GAD
on behalf of Scottish
Ministers?

TIME 10

M= D

v




Overview
Funding position 31/3/2014

120

@—\UDIT SCOTLAND

110 ~

100 ~ H

90 | : H H H H . '

80 - | i i i i | | i i i

70 - | i i i i | | i i i

60 | : H H H H : : H H H

50 - i H H H H H i H H H

Funding position 31/3/2014

40 | : i i i i i : i i i

30 A | i i i i | | i i i

20 : H H H H : : H H H

10 - | i i i i | | i i i

11



Overview
Funding position 31/3/2014
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Overview
Funding position 31/3/2014
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Areas to cover d—\UDIT SCOTLAND

1) Quick overview of issues
2) The annual report and accounts
3) Look ahead
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Areas to cover d—\UDIT SCOTLAND

1) Quick overview of issues

2) The annual report and accounts
« Management commentary and AGS
« Accounts —some comparative graphs
« Other issues

3) Look ahead
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Annual report and accounts

: : AUDIT SCOTLAND
Pension regulations O

PENSIONS
The Local Government Pension Scheme Amendment (Scotland)
Regulations 2010
| — - |

“Pension fund annual report

31A.—(1) An administering authority must, in relation to each year beginning on

Ist April 2010 and each subsequent year, prepare a document (“the pension fund annual
report”) which contains—

(a) a report about the management and financial performance during the year of each
of the pension funds maintained by the authority;

(b) a report explaining the authority’s investment policy for each of those tfunds and
reviewing the performance during the year of the investments of each fund;

(c) a report of the arrangements made during the year for the administration of each of 16
thoge fiindg-




Annual report and accounts

Pensions regulations — annual report
@ment and financial perfo@
Investment policy and performance
Administration arrangements
Outstanding borrowing
Statement by Actuary

@e compliance statement (*can be linked)

Accounts

Gé—\UDIT SCOTLAND

Administration strategy performance (discretionary)

Funding strategy statement*

Statement of investment principles*

Other material? 17



Annual report and accounts

Accounts regulations 2014 (e ST A

SCOTTISH STATUTORY INSTRUMENTS

2014 No. 200
LOCAL GOVERNMENT

The Local Authority Accounts (Scotland) Regulations 2014

Requires:
« Management commentary
« Annual Governance Statement

18




Annual report and accounts

-\U DIT SCOTLAND
Governance Statements @

The auditor is required to report by exception if in their opinion:

The AGS does not comply with The GCS does not comply
Delivering Good Governance In with guidance from the
Local Government Scottish Ministers
CIPFA Mi;ba
\ delivering good LOCAL GOVERNMENT PENSION SCHEME [SCOTLAND)
"-,_ govemance CIRCULAR SPNILG No. 3/2011

Auditors also have a responsibility to identify any information

that is materlally mcorrect or inconsistent with thelr knowledge
. 19




Annual report and accounts
Governance statements

What we found — approach AGS & GCS

« 8 out of 11 funds did separate AGS and GCS

« 1 fund did a combined statement — GCS part of AGS
« 1 fund did not include an AGS

e 1 fund did not include a GCS

d—\UDIT SCOTLAND

What we found — content of AGS

« AGS sometimes that of the authority with no tailoring for
pension specific arrangements.

20



Annual report and accounts
Statutory guidance on MC

@\UDIT SCOTLAND

A.
T:0131 244 1896 The Scottish
E: hazel.black@scotland.gsi.gov.uk Government

Local Government Finance Circular 5/2015
http://mvoww.gov.scot/Topics/Government/local-government/17999/11203
By e-mail:
Directors of Finance of Scottish Local Authorities
Copy Audit Scotland

COSLA

Our ref: A10843741
11 May 2015

Dear Director of Finance,

THE LOCAL AUTHORITY ACCOUNTS (SCOTLAND) REGULATIONS 2014 -
MANAGEMENT COMMENTARY

Applies Companies Act requirements in relation to the strategic report
(as modified )




Annual report and accounts

. . AUDIT SCOTLAND
Management commentary - What's required? 0

The management commentary must include :
» a description of the authority’s strategy
« a description of the authority’s business model

« areview of the authority’s business which is a balanced and comprehensive
analysis of:

» the development and performance of the business during the year

« the position of the authority’s business at the end of the year, consistent
with the size and complexity of the business

« adescription of the principal risks and uncertainties facing the authority

« the main trends and factors likely to affect future development,
performance and position of the authority

» references to, and additional explanations of, amounts included in the
authority’s annual accounts. 22



Annual report and accounts
Management commentary — KPIs?

@\UDIT SCOTLAND

£ Financial key performance indicators — must be included

Non-financial performance indicators - include as management
¥ consider relevant

- o the extent necessary for an understanding of the authority’s
business.

23



Annual report and accounts
MC & Annual report - auditor responsibilities

d\uon SCOTLAND
Auditors read the annual report for consistency

 with the financial statements; and
» the knowledge of auditor

Material misstatements or inconsistencies are considered in relation
to our opinion.

24



Annual report and accounts

MC & annual report - auditor responsibilities

INTERNATIONAL STANDARD ON AUDITING
(UK AND IRELAND) 720

d—\UDIT SCOTLAND

SECTION B — THE AUDITOR’S STATUTORY REPORTING RESPONSIBILITY IN
RELATION TO DIRECTORS’ REPORTS

4. The auditor 1s not required to verify, or report on, the completeness of the information in
the directors’ report. If, however, the auditor becomes aware that information that 1s
required by law or regulations to be in the directors’ report has been omitted the auditor
communicates the matter to those charged with governance. This communication
includes situations where the required information 1s presented separately from the
directors’ report without appropriate cross references.

25



Annual report and accounts
Management commentary

What we found — approach

Approach varied from:
e 2 page summaries on funding, investment and administration

d—\UDIT SCOTLAND

to:
* re-badged annual reports ie the whole annual report is the MC

One fund made no reference to MC
One or two included a foreword by the convenor as well as MC

Provision for signatories — not in always included

26



Annual report and accounts

<‘és\uon SCOTLAND
Management commentary

What we found — look and feel

Some very professional looking annual reports

Some good use of
« of tables and diagrams
« signposting and hyperlinks — internal and to PF website and
reports

27



Annual report and accounts

d—\UDIT SCOTLAND
Management Commentary

What we found — content

« Some set out the purpose of the PF

« One fund highlighted that teachers were not included

* But no mention of unfunded retirement benefits

* Investment performance and funding position covered well

» Deficit recovery periods and employer contribution rates could
perhaps be more prominent?

« Good coverage of administration - stats and satisfaction

« Coverage of administration cost less good — budget actual, unit
COSts?

 New scheme and governance arrangements covered quite well

 Employer cost cap generally not covered

28



Areas to cover d—\UDIT SCOTLAND

1) Quick overview of issues

2) The annual report and accounts
« Management commentary and AGS
« Accounts —some comparative graphs
« Other issues

3) Look ahead
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Accounts - Net liability / asset
Funding basis & accounting basis compared

d—\UDIT SCOTLAND

B Funding Position 31/3/2008 %

m Funding Position 31/3/2011 % = Funding position 31/3/2014 %
M 2011/12 Net Assets as a proportion of IAS 19 liability %

B 2012/13 Net Assets as a proportion of 1AS19 Liability %
m 2013/14 Net Assets as a proportion of IAS19 Liability %

m 2014/15 Net Assets as a proportion of 1AS19 Liability %

120 +

100

80 -

60 -

40 -

20 -

Lothian Highland North East Dumfries & Orkney Strathclyde Fife Falkirk Tayside Scottish Shetland 3
Galloway Islands Fund 1 Borders



Accounts
Membership 2013-14 & 2014-15

d\UDIT SCOTLAND

100000
90000
80000
70000
60000
m 2013/14 Total contributors
50000
m 2014/15 Total contributors
40000
20000 M 2013/14 Total pensioners
20000 m 2014/15 Total pensioners
10000 m 2013/14 Deferred pensioners - Total
0 W 2014/15 Deferred pensioners - Total




Accounts
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Net return on investments 2014-15
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Accounts — Net assets
Year on year iIncreases

d—\UDIT SCOTLAND

B %age increase in net assets 2010-11

25% —
B %age increase in net assets 2011-12
W %age increase in net assets 2012-13

20% B %age increase in net assets 2013-14 .

M %age increase in net assets 2014-15

15% -

5% -

Orkney Falkirk Highland  Tayside  Shetland  Scottish Lothian  North East Fife Strathclyde Dumfries &
Islands Borders Galloway 33

0% -



Accounts

Net ac

25,000

ditions from dealing with members
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20,000

15,000 -

10,000 -

5,000 -

0

-5,000

-10,000

-15,000

-20,000

2014/15 FA: Net additions from dealings with members £000

-25,000

-30,000
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Accounts — Admin and Oversight cost per
member (active, pensioner & deferred)

0.08
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0.07 ~

0.06 -

0.05 -

0.04

0.03 -

0.02

0.01 4

2014-15 Admin & Oversight costs £000/ 2014/15 Total members
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Accounts
Relative size of funds — Net assets

050

@-\UDIT SCOTLAND

045

0.40 -

0.35 ~1

0.30

0.25 +

0.20

0.15 +

2014-15 Closing net assets as % of Scotland total

0.10 + H

& o 36



Accounts - Investment management
expenses as a proportion of net assets

0%
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Areas to cover d—\UDIT SCOTLAND

1) Quick overview of issues

2) The annual report and accounts
« Management commentary and AGS
« Accounts — some comparative graphs
« Other issues

3) Look ahead
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Areas to cover

1) Quick overview of issues
2) The annual report and accounts
« Management commentary and AGS
« Accounts — some comparative graphs
 Other issues
* Investment management expenses
« Key management personnel
 Other audit issues arising
3) Look ahead
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Accounts

i d\uow SCOTLAND
Scheme management cost guidance

CIPFA\ eesne, Good practice guidance
eheme mansgerment cosis | Management cost

* [nvestment
« Administration
« QOversight & governance

Also requires grossing up of
Investment management
COSts.

40




Accounts
Scheme management cost

What we found —

« 6 funds did not comply with the guidance and kept the
Administration / Investment expenses split

« 5 went with ‘Management cost’ and identified the 3 elements
including ‘Governance and oversight’ in the notes

* Not all funds had fully identified or grossed up investment
management expenses on the face of the fund account

* Prior year adjustments not made in some cases

d—\UDIT SCOTLAND
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Accounts
Key management personnel

Approach in fund accounts 2012-13 2013-14 2014-15
No. of funds No. of funds | No. of funds

Key management personnel disclosed

@-\UDIT SCOTLAND

Reader referred to council accounts 2 2 2

No reference made in related parties note 5 4 4

42



Accounts

Other audit issues arising

d—\UDIT SCOTLAND

What auditors found?

Private Equity valuation— updates for 31/3/2015 actual
Impairment losses for outstanding debt in respect of termination agreement
Accruals for strain on the fund

Internal Audit

Risk management

Loans fund balances / bank arrangements

Migration / computerisation of data and admin back logs in one of the
smaller funds

Management accounts - reporting to committee

Website arrangements

43



Areas to cover d—\UDIT SCOTLAND

1) Quick overview of issues

2) The annual report and accounts
« Management commentary and AGS
« Accounts — some comparative graphs
« Other issues

3) Look ahead
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Look ahead d—\UDIT SCOTLAND

What’s likely to come up?

Governance and administration

« Administration of new scheme

« QOperation of Boards

« The Pension Regulator reporting
 Internal audit arrangements

« Admin cost and recharges to PF?

Accounts
« 2015-16 Code of Practice on Local Authority Accounting — not too much to
worry about
« 2016-17 Code of Practice on Local Authority Accounting - ITC
- New Pensions SORP 2015
- Interesting proposals on investment management expenses!

- Removal of exemption on FV disclosures? *
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Tim Bridle

Technical Adviser (LG)
Audit Scotland
Edinburgh

EH2 4LH

tbridle @audit-
scotland.qgov.uk

Tel: 0131 625 1793
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