Pensions Committee

Please note this meeting will be held remotely.

Thursday, 30th June, 2022 - 2.00 p.m.

9./

AGENDA

APOLOGIES FOR ABSENCE

DECLARATIONS OF INTEREST - In terms of Section 5 of the Code of
Conduct, members of the Committee are asked to declare any interest in
particular items on the agenda and the nature of the interest(s) at this stage.

MEMBERSHIP OF THE COMMITTEE -

Councillor Colin Davidson (Labour)

Councillor Dave Dempsey (Conservative) (Convener)
Councillor Sean Dillon (Liberal Democrat)

Councillor Stefan Hoggan-Radu (SNP)

Councillor Lynn Mowatt (SNP)

Councillor Sarah Neal (SNP)

Councillor Nicola Patrick (SNP)

Councillor Gordon Pryde (Labour) (Depute Convener)
Councillor Jonny Tepp (Liberal Democrat)

MINUTES -

(@) Superannuation Fund and Pensions Committee meeting on 29th March,
2022.

(b) Fife Pension Fund comments arising from the meeting on 29th March,
2022.

UPDATE ON 2021/22 AUDIT PLAN AND 2021/22 ISSUED AUDIT
REPORTS - Report by the Service Manager - Audit & Risk Management
Services.

ANNUAL AUDIT REPORT 2021/22—- Report by the Service Manager - Audit
and Risk Management Services.

PENSION FUND ANNUAL GOVERNANCE STATEMENT 2021-22 — Report
by the Chief Executive.

UNAUDITED ACCOUNTS FOR CONSIDERATION BY THE COMMITTEE

FIFE PENSION FUND - ANNUAL REPORT AND ACCOUNTS 2021-22 -
Report by the Executive Director Finance and Corporate Services.

Page Nos.

8-10

11-16

17 — 26

27 - 40

41 -122



9. PENSIONS ADMINISTRATION - PERFORMANCE MONITORING REPORT
— Report by the Head of Finance.

10. RISK MANAGEMENT - QUARTERLY REVIEW - Report by the Head of
Finance.

11. PENSION FUND TRAINING AND DEVELOPMENT - Report by the Head of
Finance.

12. PENSIONS COMMITTEE WORKPLAN — Report by the Head of Finance.
ITEM LIKELY TO BE CONSIDERED IN PRIVATE

123 - 128

129 — 148

149 — 159

160 — 163

The Committee is asked to resolve, under Section 50(a)(4) of the Local Government (Scotland) Act
1973, as amended, to exclude the public and press from the meeting for the following item of
business on the grounds that it involved the likely disclosure of exempt information as defined in

paragraph(s) 6 Of part 1 of schedule 7a of the Act.

13. PENSION FUND - INVESTMENT UPDATE - Report by the Head of Finance.

164 — 171

clarification.

Members are reminded that should they have queries on the detail of a report they
should, where possible, contact the report authors in advance of the meeting to seek

Lindsay Thomson
Head of Legal and Democratic Services
Finance and Corporate Services

Fife House
North Street
Glenrothes
Fife, KY7 5LT

23rd June, 2022

If telephoning, please ask for:

Wendy MacGregor, Committee Officer, Fife House 06 (Main Building)
Telephone: 03451 555555, ext. 442178; email: Wendy.MacGregor@fife.gov.uk

Agendas and papers for all Committee meetings can be accessed on
www.fife.gov.uk/committees
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THE FIFE COUNCIL - SUPERANNUATION FUND AND PENSIONS COMMITTEE AND
FIFE PENSION BOARD - REMOTE MEETING

29th March, 2022

PRESENT:

ATTENDING:

ALSO

ATTENDING:

APOLOGIES FOR

ABSENCE:

177.

178.

10.00 a.m. -1.00 p.m.

Committee - Councillors Dave Dempsey (Convener), David Barratt,
Altany Craik, Colin Davidson, Mino Manekshaw, Alistair Suttie and
Jonny Tepp.

Fife Pension Board — Councillors Dave Coleman and lan Ferguson,
Robert Graham, Ross Hugh, Colin Paterson, Gordon Pryde and
John Wincott.

Elaine Muir, Head of Finance, Pamela Redpath, Service Manager -
Audit and Risk Management Services, Laura C Robertson, Finance
Operations Manager, Karen Balfour, Lead Officer - Banking and
Investment, Anne Bence, Accountant, Fiona Clark, Pensions
Specialist, John Mackie, Team Manager - Transactions Team,
Finance Services; Helena Couperwhite, Manager - Committee
Services and Wendy MacGregor, Committee Officer, Legal and
Democratic Services.

Tim Bridle, Audit Manager, Audit Scotland; Albert Chen, Portfolio
Manager and Bruce Miller, Chief Investment Officer, Lothian Pension
Fund; and Clare Scott, Independent Professional Observer.

Committee - Councillor Fiona Grant.

Fife Pension Board - Vicki Wyse.

DECLARATIONS OF INTEREST

No declarations of interest were made in terms of Standing Order no 7.1.

MINUTES

The Committee considered:-

(@)

(b)

the minute of the meeting of the Superannuation Fund and Pensions
Committee of 7th December, 2021.

Decision
The Committee agreed to approve the minute.
the Fife Pension Board minute of 7th December, 2021.

Decision



179.

180.

181.

2022 SF 87
Decision
The Committee noted:-
(1) the minute of the Fife Pension Board; and
(2) the updates provided on areas in the minute.
PENSIONS ADMINISTRATION PERFORMANCE MONITORING REPORT

The Committee considered a report by the Head of Finance providing
members with monitoring information on the performance of the Pensions
Administration Team and updating on other activities undertaken by the Team.
The KPI review and a proposal for improvement was also outlined in the report.

Decision
The Committee:-

(1) considered and noted the level of annual performance relative to the target
and to the previous year;

(2) noted the proposed improvements to the reporting of KPI information which
would be brought forward in the coming year; and

(3) noted that the concerns raised (minute reference 2021 SF 83 para 170.(3))
in relation to the unsatisfactory performance of the AVC provider Prudential,
had been resolved, including delayed payments affecting 19 Fife Council
members.

AUDIT SCOTLAND - ANNUAL AUDIT PLAN FIFE PENSION FUND 2021/22

The Committee considered a report by the Head of Finance providing members
with details of Audit Scotland’s annual audit plan for Fife Pension Fund for the
financial year 2021/22, setting out the risks highlighted, planned work, audit scope
and timing.

Decision

The Committee noted the content of the Audit Scotland Annual Audit Plan
2021/22.

POST AUDIT REVIEW REPORT
The Committee considered a report by the Service Manager, Audit and Risk

Management Services detailing internal audit reports issued since 27th February,
2020. Actions were complete for all reports issued prior to that period.

Decision/



182.

183.

184.

2022 SF 88
Decision
The Committee noted:-

(1) the contents of the report and the progress made towards implementing
recommendations; and

(2) that the recommendations due to be implemented by 31st March, 2022
would be completed by the deadline.

UPDATE ON 2021/22 AUDIT PLAN

The Committee considered a report by the Service Manager, Audit and Risk
Management Services updating members on progress towards delivering the
2021/22 Audit Plan.

Decision
The Committee noted the contents of the report.
COST TRANSPARENCY (PUBLIC REPORT)

The Committee considered a report by the Head of Finance providing an annual
update in respect of Cost Transparency for Fife Pension Fund, detailing the
disclosure in Annual Report and Accounts and participation in Cost Transparency
Initiative (CTI). The report also included details of the Fund’s results from the
annual CEM Benchmarking.

Decision
The Committee acknowledged the contents of the report.
RISK MANAGEMENT REVIEW

The Committee considered a report by the Head of Finance providing an updated
Risk Register for Fife Pension Fund. The risks associated with the Fund had
been reviewed and updated scores provided to reflect the internal controls in
place.

Decision
The Committee:-
(1) reviewed and considered the contents of the report;

(2) noted that the risks would be reviewed on a regular basis and that reports
would be submitted to the relevant Committee on a quarterly basis;

(3) noted concerns raised by members in relation to the risk of cyber attacks
and cyber security for the Fife Pension Fund and received reassurance from
the Head of Finance that Fife Pension Fund systems were classed as
Business Critical and expert advice would continue to be taken to ensure
that the risk on the Fife Pension Fund systems was mitigated;

(4)/



185.

186.

187./

2022 SF 89

(4) agreed that the Service Manager, Audit and Risk Management Services,
would focus on the risks associated with the Fife Pension Fund systems
through the internal audit process and that a future report would be
submitted to the Committee detailing action taken to reduce cyber security
risks, to include the risk classification and whether it would remain in the
medium risk classification; and

(5) agreed to delegate to the Head of Finance to arrange a training session for
members of the Committee on the topic of Cyber Security for the Fife
Pension Fund, to allow for further discussion on the subject.

PENSIONS FUND COMMITTEE WORKPLAN

The Committee considered a report by the Head of Finance, providing members
with an overview of the proposed agendas for future meetings of the
Superannuation and Pension Fund Committee and the annual cycle.

Decision
The Committee:-
(1)  noted the contents of the report; and

(2) agreed that, due to the number of items scheduled for submission to the
next meeting of the Committee on 30th June, 2022, an additional meeting of
the Committee would be required and the scheduled reports divided
between both meetings.

The Committee convened at 11.50 a.m.

The Committee reconvened at 12.00 noon.
COST TRANSPARENCY (PRIVATE REPORT)

The Committee resolved, under Section 50(a)(4) of the Local Government
(Scotland) Act 1973, as amended, to exclude the public and press from the
meeting for the following items of business on the grounds that they involved the
likely disclosure of exempt information as defined in paragraph 6 of part 1 of
Schedule 7a of the Act.

The Committee considered a private report by the Head of Finance to
complement the public report on the agenda (item 8), providing a detailed
analysis of the Pension Fund Management Costs by providing a breakdown per
manager.

Decision

The Committee:-

(1)  acknowledged the contents of the report; and

(2)  noted the actions implemented in respect of fees.



187.

2022 SF 90

SUPERANNUATION FUND - INVESTMENT UPDATE

The Committee considered a report by the Head of Finance providing members
with an overview of the Fund’s investments at 31st December, 2021. A verbal
update of manager monitoring activity and investment strategy would be provided
at the meeting by the Head of Finance.

Decision
The Committee:-

(1) noted the Fund’s strategic asset allocation and current allocations relative to
target;

(2) noted the value of the Fund’s assets on 31st December, 2021 after returning
+2.9% over the quarter;

(3) noted that the Fund was making steady progress towards its revised target
allocations, agreed in June 2021;

(4) noted that longer term absolute returns were strong and relative returns
were above both the asset and liability benchmarks; and

(5) agreed to delegate to the relevant Fife Council Officers to organise a
workshop in early Autumn, 2022 for the benefit of the newly elected
Committee members, following the Local Government Elections in May,
2022, on exploring mechanisms for investment across relevant projects in
Fife, to discuss the infrastructure of the Fife Pension Fund and whether
there was a requirement to appoint a Fund Manager to implement the
recommendations of the Committee.

CONVENER'’S VALEDICTORY COMMENTS

As this was the last meeting of the Committee prior to the Local Government
Elections in May 2022, the Convener reflected on its achievements, highlighting
areas of work considered by the Committee and expressing his appreciation of:
the contributions of all members and officers in supporting the work of the
Committee, wishing them well in their future endeavours.



Fife Pension Board Meeting
29 March 2022, 08:45
Remote by Teams

Present: John Wincott (Chair), Ross Hugh, Robert Graham, Colin Paterson, Clir lan
Ferguson, Clir Dave Coleman, Gordon Pryde, Clare Scott (Independent Professional
Observer (IPO))

Apologies for absence: Vicki Wyse

Pre-meeting (08:45):

1. The terms of reference state that minutes are available to the IPO and CS
informed the Board that she had recently received them for the first time. Comment
from Board members questioned if the performance of the JISP was being effectively
monitored and what data was available to ascertain the added value to the Fund.

CS updated the group that one of the advisors to the fund (Scott Jamieson) had now
retired.

An update was provided that an important development in the working of the JISP
would be the Policy Groups.

CS informed the Board that at the Committee’s pre-agenda meeting, the Board’s
minutes had not been available. GP confirmed that that there had been a delay in
compiling the minutes but they had been forwarded prior to the pre-agenda
meeting. CS suggested that there should be a target timescale for providing the
minutes to the Administering Authority.

CS also commented that it is normal practice for the Board to be provided with
governance support from the Administering Authority.

2. Pension Board Minutes Matters Arising

CS updated that at the pre-agenda meeting comment had been made of an
inaccuracy in our minute. Our minute at ltem 2 stated that the administration cost for
Fife had been calculated at £60 per member. This was incorrect as the calculation
had not included deferred members. It was agreed that CS be given the opportunity
to comment on the Board’s draft minutes before circulating in Committee papers.

The Board continue to be concerned that there still does not appear to be a working
definition of a fossil fuel company.

3. Pension Administration Monitoring Report
The Board were of the opinion that it was important to keep a watching brief on the
performance on Prudential who were the provider of the in-house AVC scheme.

The Board welcome the review of the reporting arrangement for KPIs which is
anticipated to improve both the quantitative and qualitative data to be presented to
the Committee and Board.

4. Post Audit Review
The Board note that there are two outstanding issues due to be completed by the
end of March and would request an update on progress.



5. Cost Transparency (Public Report)
Discussion took place around management fees and their drivers. It was agreed to
ask questions.

6. Risk Management Review
The Board were pleased that this had come back for further discussion.

CS updated that the expectation of the Pensions Regulator is that Risk Reports are
presented quarterly so regular reporting is essential.

JW noted that the training has still not been arranged for cyber security. The Board
were agreed that it is imperative that suitable training is put in place and recorded.

RH questioned if there should be development of post training reflection.

Post meeting.

Present: John Wincott (Chair), Ross Hugh, CliIr lan Ferguson, Robert Graham,
Gordon Pryde, Clare Scott (Independent Professional Observer (IPO))
Apologies for absence: Vicki Wyse

1. Review of Committee Decisions
The Board agreed that there were no decisions made at the Committee that had
resulted in a requirement for the Board to request a review.

2. Pension Administration Performance Monitoring Report
The Board welcome the review of KPIs and look forward to further scrutiny of them.

3. Post Audit Review Report
The Board welcome the reporting in Appendix 1 and look forward to future updates.

4. Update on 2021/22 Audit Plan

The Board are pleased that work is progressing as detailed in the schedule and look
forward to an update on the outstanding issues at the June meeting of the
Committee.

5. Cost Transparency
The Board welcome that his Report is in the public domain.

6. Risk Management Review
The Board welcomed the discussions on the risk relating to the Committee and

Boards members’ knowledge and understanding and the assurances from officers
regarding the focus on training after the forthcoming local elections and potential
changes in Committee membership. The Board would like to see a plan for training.
The Board also agreed that regular reporting on individual member’s attendance at
committee/board meetings and training events would be good practice and requests
that the fund undertake to provide such transparency.

The Board were pleased that the issue of post training reflection was to be
considered and developed.



RG stated that all members of Board and Committee should not be afraid to ask
questions and that the role of the IPO is to facilitate this safe space.

The Board look forward to seeing a future report on cyber security and an
accompanying workshop.

7. Pension Fund Committee Workplan
The Board were of the opinion that the agenda detailed at 2.1 for the June meeting
was too large.

8. Cost Transparency (Private)
The Board welcome the increased scrutiny of costs. Consideration should perhaps
be given to also include more detail around value and returns.

9. Investment Update (Private Report)

The Board noted the discussion around potential investment in the fund in local
infrastructure projects. The Board would welcome future discussion. Potential
investment though should be on the basis that it doesn’t compromise the returns to
the Fund and isin the best interests of the members and employers in the fund. The
Board noted the conflicts of interests and potential resource requirements and these
should be taken into account and managed appropriately if such projects are taken
forward.

10. AOB
The Board were of the opinion that the possibility of admin support for the Board
should be explored.

The Board thank all the members of the Committee for their involvement and input.
Meeting Closed
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30th June, 2022
Agenda Item No. 5

Update on 2021/22 Audit Plan and 2021/22 Issued
Audit Reports

Report by: Pamela Redpath, Service Manager, Audit and Risk Management Services

Wards Affected: All

Purpose

To submit to Members of the Pensions Committee an update on progress towards
delivering the 2021/22 Audit Plan as well as a summary of findings from the Internal Audit
Reports finalised since the last meeting of the Superannuation Fund and Pensions
Committee.

Recommendation

Members are asked to note the contents of this report, including the summary of findings
at Appendix 1.

Resource Implications

None.

Legal & Risk Implications

Without suitable internal controls, there is an increased risk that the Pension Fund will not
achieve its objectives.

Impact Assessment

An Equality Impact Assessment is not required because the report is not proposing a change
or revision to existing policies and practices.

Consultation

Audit Services has consulted all subjects of the audit reports.
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1.0 Background

1.1 The Audit Plan for 2021/22 was approved at the previous Superannuation Fund and
Pensions Committee on 9 March 2021. Audits from the Audit Plan have been delivered
during the year.

2.0 Update on 2021/22 Audit Plan

2.1 Anupdate is included at Appendix 1.

2.2 To enable the Pensions Committee to form an opinion on the effectiveness of the internal
control environment, to provide assurance where internal controls are working well and to
highlight areas for concern, the Service Manager, Audit and Risk Management Services,
prepares a summary of the audit reports issued by Audit Services at Appendix 2.

List of Appendices
1. Update on 2021/22 Audit Plan
2. Summary of Issued Audit Reports

Report Contact

Kenny McCabe
Auditor, Audit and Risk Management Services

Email — Kenny.Mccabe@fife.qov.uk
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Update on 2021/22 Audit Plan

Appendix 1

2021/22 | Planned Audits Update on Audit Progress

5 Pensions Contributions Final Report, P8, issued
20.06.22.

9 Performance Management Final Report, P7, issued
02.06.22.
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Appendix 2

1. Revenue & Commercial Services
- Performance Management - Pensions
(Report P7)

This audit reviews the arrangements in place within the Pensions Administration Team for the
management and reporting of Key Performance Indicators (KPIs).

Audit Opinion:
e Level of Assurance Grade 4
e System Materiality Grade 3
e Overall Risk Medium
Findings:

The following areas for improvement were identified:

e There is no evidence that the Pension Fund Administration Strategy had been recently
approved by the Committee and Board or issued to Scheduled and Admitted Bodies.
Plans are in place to address these areas for improvement once the new Administration
Strategy is in place.

e There is currently no business plan for the Fife Pension Fund, however, work is ongoing
to develop one.

e KPIs including data type and source, and whether reporting timescales are statutory, are
not adequately defined.

e Scheduled and Admitted Bodies performance standards do not form part of the suite of
reported KPIs and are not monitored.

¢ KPIs have not been formally reviewed since approximately 2010. Management advised
this had been paused in order to review the Administration Strategy before setting the
KPls.

e Whilst there are a small number of financial Performance Indicators collated via the
CIPFA Scottish Directors of Finance returns, further work is required to establish an
agreed set of pension administration KPIs to measure and benchmark standards of
service.

14



Appendix 2

¢ A review of pension fund administration KPIs reported by seven other Pension Funds
identified a range of administrative tasks being reported on. However, four of the seven
funds report on deaths in service and transfers out which Fife does not report on.

e Other than for running reports, there are no documented procedures covering all stages
of the KPI process.

e Pentana, the Council’s performance management system, is not used to manage KPIs.

e There are no independent checks carried out at any stage of the process to ensure data
integrity.

e Whilst performance data is reported on a rolling 12-month basis to each quarterly
Committee, the report does not look at the performance related solely to the reported
quarter or identify short term trends.

e While poor performance is identified and analysed in the quarterly reports to the
Committee and Board, there are no formal action plans in place to address poor
performance.

Satisfactory actions have been agreed for the 12 recommendations (four substantial and eight
moderate) in the report by 31 March 2024.

2. Finance and Revenue &
Commercial Services

- Pension Contributions
(Report P8)

This audit reviews the controls in place for accounting for employee / employer pension
contributions, and their transfer to the Fife Pension Fund (Fund).

Audit Opinion:
e Level of Assurance Grade 3
e System Materiality Grade 5
e Overall Risk High
Findings:

The following areas for improvement were identified:

e Process workflows are not promptly reviewed and updated for process changes.

e For four (17%) of the 24 Council / Bureau employee payroll records checked, the
employee and employer pension contributions deducted, contribution rate and / or
pensionable pay were incorrect.

e Altair is not properly reconciled to Oracle payroll and HR personnel records.
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Appendix 2

¢ |-Connect payroll reports uploaded to Altair each pay period include inaccurate data,
e.g., employee contributions paid at half rate (under 50/50 Scheme) are included at the

full rate.
Altair is not fully reconciled to payroll pension deductions, employers' contribution values

and the ledger.
Satisfactory actions have been agreed for the three recommendations (two substantial and one
moderate) in the report by 31 March 2023.
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Pensions Committee

30th June, 2022
Agenda Item No. 6

ANNUAL AUDIT REPORT 2021/22

Report by: Pamela Redpath, Service Manager - Audit & Risk Management
Services

Purpose

To submit to Members of the Pensions Committee the 2021/22 Internal
Audit Annual Report. This report provides an independent annual
internal audit opinion on the overall adequacy and effectiveness of the
organisation’s governance, risk management and control framework
and a summary of the key activities of Audit Services during the period
from which the opinion is derived.

Recommendation

Pensions Committee is asked to:
1. Consider and note the contents of this report.

Resource Implications

None.

Legal & Risk Implications

Without proper corporate governance, risk management and internal
controls, the risk increases that the Pension Fund will not achieve its
objectives and may suffer financial loss and reputational damage.

Impact Assessment

An EqglA has not been completed and is not necessary as this report is
not proposing a change or revision to existing policies and practices.

Consultation

None.
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1.0

Annual Assurance Statement 2021/22

1.1

1.2

1.3

1.4

2.0

The annual statement of assurance on the adequacy and effectiveness
of corporate governance, risk management and the internal control
system of Fife Council in relation to the Pension Fund for the year
ended 31 March 2022 is included at Appendix 1.

The Assurance Statement contains my overall opinion on the state of
corporate governance, risk management and internal control relating to
Fife Council’s administration of the Pension Fund. That independent
opinion is based on the work undertaken by Audit Services and
reported to this Committee and External Audit (Audit Scotland) work
conducted during the year.

The statement also considers the high-level controls and direction
across the Council's activities that contribute positively to the standards
required in terms of corporate governance, risk management and
internal control for the Pension Fund.

The Chief Executive uses the statement, along with information from

other relevant sources, as the basis of the Fife Pension Fund Annual
Governance Statement.

Performance Overview 2021/22

2.1

2.2

3.0

The 2021/22 Superannuation Fund and Pensions Audit Plan was
approved at a meeting of the Fife Council Superannuation Fund and
Pensions Committee and Pensions Board on 9 March 2021. The plan
included a Pension Contributions Audit and Performance Management
Audit. The 2021/22 Audit Plan is now complete with both reports issued
as final.

Work was also undertaken on Post Audit Reviews, which was reported
separately to Committee.

Public Sector Internal Audit Standards

3.1

Audit Services operated in conformance with the Public Sector Internal
Audit Standards (PSIAS) throughout 2021/22. A requirement of the
PSIAS is that the Chief Audit Executive (CAE) develops and maintains
a Quality Assurance and Improvement Programme (QA&IP) covering
all aspects of Audit Services, including both periodic internal self-
assessments and five-yearly external quality assessments (EQASs).
Since the PSIAS came into effect in April 2013, periodic self-
assessments, and one EQA, have been undertaken as required to
assess conformance against the PSIAS and identify opportunities for
improvement.
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3.2  The last self-assessment was carried out during 2021/22 and the next
EQA is planned for 2022/23. A summary of the self-assessment can
be found at Appendix 2, along with a copy of the QA&IP Action Plan
with progress updates against the actions that were outstanding at the
last update. It should be noted that none of the outstanding actions
represent significant deviations from the PSIAS.

4.0 Conclusion

4.1 | would like to take the opportunity to thank the Committee, the Board,
Audit Scotland, and Council staff for their support, guidance, and
assistance during 2021/22.

List of Appendices
1. Annual Assurance Statement 2021/22

2. PSIAS Self-assessment Summary and related Quality Assurance and
Improvement Programme

Report Contact

Pamela Redpath
Service Manager - Audit & Risk Management Services
Email — Pamela.Redpath@fife.gov.uk
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Appendix 1

Annual Assurance Statement 2021/22

To the Pensions Committee and Board, Fife Council Chief Executive and Executive
Director, Finance and Corporate Services

As Service Manager — Audit and Risk Management Services, | am pleased to present my
annual statement on the adequacy and effectiveness of corporate governance, risk
management and the internal control systems of Fife Council in relation to its administration
of the Fife Pension Fund for the year ended 31 March 2022.

Respective Responsibilities of Management and Internal Audit in Relation to
Governance, Risk Management and Control

It is the responsibility of Fife Council senior management to determine, establish and
maintain sound systems of governance, risk management and control to ensure that the
Pension Fund’s resources are utilised in the proper manner and on the activities intended
and that these arrangements are sufficient to address the risks. This includes
responsibility for the prevention and detection of fraud. Management is also charged with
monitoring the continuing effectiveness of these arrangements and taking action as
appropriate.

It is the responsibility of the Service Manager — Audit and Risk Management Services to
provide an annual assessment of the overall adequacy and effectiveness of the Council’s
framework of governance, risk management and control.

Control Environment

The main objectives of the Council’s corporate governance, risk management and
internal control systems in relation to the Fife Pension Fund are to:

e ensure adherence to management policies and directives to achieve the Pension
Fund’s objectives;

e safeguard assets;

e ensure the proper, economic, efficient and effective use of resources;

e secure the relevance, reliability and integrity of information, so ensuring, as far as
possible, the completeness and accuracy of records; and

e ensure compliance with statutory requirements.

A sound control environment reduces, but cannot eliminate, the possibility of poor
judgement in decision-making, human error, control processes being deliberately
circumvented by employees and others, management overriding controls and the
occurrence of unforeseeable circumstances. It, therefore, provides reasonable but not
absolute assurance that control weaknesses or irregularities do not exist or that there is
no risk of material errors, losses, fraud or breaches of laws or regulations. Accordingly,
the Pension Fund is continually seeking to improve the adequacy and effectiveness of its
control environment.

There are a number of areas of high-level control and direction across the Pension Fund's
activities which contribute positively to the standards of internal control in place, including:
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Appendix 1

e an ongoing review of governance arrangements by the Pension Governance Group, an
officer review group led by the Head of Finance, including an annual review of a
governance checklist implemented to ensure compliance with the Pension Regulator
Code of Practice No. 14;

e appropriate, regularly reviewed principles, policies and strategies;

e satisfactory controls over financial systems used in relation to Pensions;

a comprehensive risk management policy and strategy, with the risk register reviewed

and updated annually, or as new risks arise, by the Pension Governance Group;

regular financial and administration performance reports to Committee;

unqualified external audit opinion in previous years’ annual accounts;

well-defined Chief Officer responsibilities; and

a Pensions Committee and Pensions Board.

The Work of Internal Audit

The Service Manager, Audit and Risk Management Services, plays a critical role in
delivering the Fife Pension Fund’s strategic objectives by:

e championing best practice in governance;

e objectively assessing the adequacy of governance and management of existing risks
in relation to the administration of the Fife Pension Fund;

e commenting on responses to emerging risks and proposed developments; and

e giving an objective and evidence-based opinion on all aspects of governance, risk
management and internal control.

Fife Council’s Audit Services provides the internal audit function for Fife Pension Fund
and operates in accordance with the Public Sector Internal Audit Standards. Audit
Services undertakes an annual programme of audit work approved by the Pensions
Committee.

All Pension Fund internal audit reports, including those identifying system weaknesses
and / or non-compliance with expected controls, are issued to Service / Directorate
management who are responsible for implementing all recommendations in agreed
action plans.

The Service Manager, Audit and Risk Management Services is responsible for
determining whether appropriate action has been taken on internal audit
recommendations or that management has understood and accepted the risk of non-
implementation. This is done by means of follow up procedures and reports to the
Committee detailing progress towards implementation of agreed actions.

Internal audit reports are also issued to all members of the Pensions Committee and the
Pension Board, Fife Council’s Executive Director - Finance and Corporate Services,
Head of Finance and External Audit. Where necessary, the Superannuation Fund and
Pensions Committee can seek further reports from Service Management.
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Summary of Internal Audit Activity

Internal and External Audit findings provide evidence that the Council has a sound
system of corporate governance, risk management and internal control which is
appropriately monitored and reviewed.

In 2021/22 External Audit advised that there were no major concerns around Pensions.
Internal audit identified some system weakness in the two audits conducted and actions
have been agreed to address these areas for improvement.

Key findings from the two internal audits delivered during 2021/22 include:

Performance Management Audit

e A Pension Fund Administration Strategy, dated March 2021, setting out the expected
performance standards of Fife Council and Scheduled and Admitted Bodies is in place
and currently under review.

e KPIs have been identified and are currently being reviewed to ensure they remain
relevant / appropriate and aligned to the new business plan and revised Administration
Strategy. A report was taken to the Superannuation Fund and Pensions Committee
(Committee) and Fife Pension Board (Board) on 29 March 2022 outlining the KPI
review and a proposal for improvement.

e There is a procedure in place on how to run reports from Altair and download the
information from the reports into Excel.

e Data used to measure performance is collated and pulled directly from Altair.

e Access to Altair is appropriate and password protected.

e Performance data is reported on quarterly for a 12-month rolling period with
comparative results for the previous corresponding period to the Committee and
Board.

e Poor performance is identified and analysed in the quarterly reports to the Committee
and Board.

e Pension Administration performance is reported in the Fife Pension Fund Annual
report, which is published on the Fife Pension Fund website.

e The Pensions Administration Team has made adequate arrangements to prepare for
the requirements of the Pension Regulator’s draft Code of Practice.

Pension Contributions Audit

e Procedures and process workflows are built into the Altair pensions system and
available to all relevant staff.

¢ Pensions notifies all scheduled and admitted bodies of the employer contribution rates.

e Monthly reconciliations are properly carried out for admitted and scheduled bodies that
process their own payroll.

¢ Amounts due from scheduled and admitted bodies are promptly collected and
transferred to the Pension Fund.

e Transfer values in and out of the Pension Fund are properly verified and controlled.

e Contributions are sufficient to meet the liabilities of the Pension Fund given the most
recent actuarial valuation.

In addition, my opinion on the level of internal controls takes the following PAR information,
relating to two previous audits, into account:
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Management of Information Audit

Management of Information is generally well controlled, but some areas for
improvement were identified relating to a review of the retention schedule and
introducing an Information Asset Register. Satisfactory actions had been agreed, but
implementation of those actions was delayed as reported in the Post Audit Review
report. Revised implementation dates have been agreed and these actions will continue
to be monitored and reported to Committee.

Compliance with Regulations and Guidance

Areas for improvement identified around Compliance with Regulations and Guidance
were that all official documents should have formalised review dates and procedures for
gathering and reporting evidence for the Annual Governance Statement.
Implementation of these actions has been delayed. Both actions will continue to be
monitored and reported to Committee.

Limitation of Scope or Independence

There was no limitation of scope or independence placed upon the work undertaken by
the Audit Services during 2021/22

Basis of Opinion

My evaluation of the framework of governance, risk management and control has been
informed by a number of sources, including the following:

audit work undertaken by Audit Services during the year and carried out in prior years
with agreed improvements being implemented,;

the assessment of risk carried out during preparation of the Audit Plan;

reports issued by the Pension Fund’s External Auditor during 2021/22, together with
reports issued by other relevant bodies;

my knowledge of the culture, governance, risk management and performance
monitoring arrangements.

Opinion

It is my opinion, based on the above, that reasonable assurance can be placed upon the
adequacy and effectiveness of Fife Pension Fund’s framework of governance, risk
management and control for the year to 31 March 2022.

Pamela Redpath FCCA DATE: 20 June 2022

Service Manager — Audit and Risk Management Services, Fife Council
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PSIAS Self-Assessment 2021/22

Appendix 2

This checklist has been developed to satisfy the requirements set out as part of the Quality Assurance and Improvement Programme. It incorporates the
requirements of the PSIAS as well as the Local Government Application Note (2019 Edition) in order to ensure a comprehensive assessment of

conformance.

Assessment Area

Fully
Conforms

Generally
Conforms

Partially
Conforms

Does Not
Conform

Mission of Internal Audit and Core Principles

Definition of Internal Auditing

Code of Ethics

% 9% % *

Attribute Standards

Purpose, Authority and Responsibility

%*

Independence and Objectivity

%*

Proficiency and Due Professional Care

Quality Assurance and Improvement Programme
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Assessment Area

Fully
Conforms

2

Generally

Conforms

Partially

Conforms

Does Not

Conform

Performance Standards

Managing the Internal Audit Activity

Nature of Work

Engagement Planning

Performing the Engagement

Communicating Results

% 9% % *

Monitoring Progress

Communicating the Acceptance of Risks

%*
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Public Sector Internal Auditing Standards (PSIAS) — Self-Assessment Action Plan 2021/22
PSIAS Area for Improvement

Proposed Action

Responsible
Person

Original

Implementation

Date

Progress Update

Appendix 2

Revised
Implementation
Date

1200.9 |A formal assessment of |A formal process for|Service August 2021 Not implemented - for a | October 2022
employee development |recording employee | Manager, Audit number of reasons,
needs has not been development needs and | & Risk including the turnover of
carried out within the training activities |Management the Service Manager -
last 12 months. undertaken will be put in Audit & Risk
place for all audit staff in Management Services,
line with the new this has not been
Corporate Performance implemented to date.
Management process.
1200.11|Recording of employee |As above Service August 2021 As above. October 2022
development needs by Manager, Audit
individuals has not been & Risk
carried out. Management
2000.9 [Policies and procedures |All procedures will be Service July 2021 Partially Implemented - | August 2022
are not regularly reviewed and updated |Manager, Audit working practices and
reviewed and updated. |accordingly. A Review |& Risk procedures are in the
Schedule will be putin  |Management process of being
place to ensure that all reviewed.
procedures are
reviewed and updated
on a regular basis.
2500.1 |There are established |The Follow Up and PAR |Service July 2021 As above. August 2022

processes in place but
Follow Up procedures
are not up to date and
Post Audit Review
(PAR) procedures are
incomplete.

procedures will be
reviewed and updated.

Manager, Audit
& Risk
Management
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Pensions Committee

30th June, 2022
Agenda Item No. 7

Pension Fund Annual Governance Statement
2021-22

Report by: Steve Grimmond, Chief Executive
Wards Affected: N/A

Purpose

As part of the annual accounts process, the Council prepares a Pension Fund
Annual Governance Statement for inclusion in the Pension Fund Annual
Report and the annual accounts.

This report is intended to provide some background for members on the
processes adopted for preparing the Pension Fund Annual Governance
Statement, a copy of which is appended for members' approval.

Recommendation(s)

Members are asked to note the contents of this report and approve the draft
Pension Fund Governance Statement attached.

Resource Implications

None.

Legal & Risk Implications

A Pension Fund Annual Governance Statement is required for inclusion in the
Pension Fund Annual Report and annual accounts submitted for audit.

Failure to produce the statement would result in the Council not meeting the
requirements of the Local Government Pension Scheme (Scotland)
Regulations 2018.

Impact Assessment

An EqlA is not required because the report does not propose a change or
revision to existing policies and practices.

Consultation

None
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1.0

Background

1.1

1.2

2.0

The Council adopted its Code of Corporate Governance in September 2003
when it was agreed the Code would be kept under ongoing review and the
Council would report annually on the extent of compliance with the Code for
that year. A revised Code of Corporate Governance based on the CIPFA /
SOLACE guidance — Delivering Good Governance in Local Government - was
submitted to this Committee on 13th April, 2010 (Para 168 SA 87 refers). The
CIPFA/SOLACE guidance was subsequently revised in December 2012 to
include an updated example annual governance statement with an increased
emphasis on a strategic approach. This report and the attached Pensions
Fund Governance Statement reflect the revised guidance.

The LGPS Regulations require the preparation of a governance compliance
statement. The accounting regulations require an annual governance
statement. It is recommended that one report is published in the Pension
Fund Annual Report and Annual Accounts which satisfies the legislative
requirements of both sets of regulations. This report and the attached
Pensions Fund Annual Governance Statement reflect the revised guidance.

Assurance Process

2.1

2.2

2.3

3.0

The Chief Executive oversees the preparation of a Pension Fund Annual
Governance Statement.

This statement is based on assurances provided by the relevant team within
Finance & Corporate Service and cognisance is also taken of both internal
and external audit reports submitted to this committee and the subsequent
action plans and their outcomes along with any other external assessments of
the Pension Fund.

In addition, the Chief Executive relies on an annual Assurance Statement
provided by the Service Manager — Internal Audit and Risk Management
Services, for assurance that the governance arrangements and internal
control environment is operating satisfactorily. The assurance Statement is
provided in a separate report to this Committee.

Conclusion

3.1

3.2

The Council’s Code of Corporate Governance and the related systems of
internal control are a significant part of the framework designed to manage
risk to a reasonable level. They cannot eliminate all risk of failure to achieve
policies, aims and objectives and can therefore provide only reasonable and
not absolute assurance that objectives will be met, assets are safeguarded,
transactions are authorised and properly recorded, and that material errors or
irregularities are either prevented or would be detected within a timely period.

It should be noted that the Pension Fund Annual Governance Statement has
been prepared prior to the completion of the annual accounts and annual
audit and any items identified in either of these processes may require to be
reflected in the final statement prior to publication with the audited annual
accounts.
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List of Appendices
Pension Fund Annual Governance Statement 2021-22
Appendix A — Governance Compliance Statement

Report Contact

Elaine Muir, Head of Finance

Fife House, North Street, Glenrothes
Telephone: 03451 55 55 55 (Ext. 480237)
Email — Elaine.Muir@fife.gov.uk
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FIFE PENSION FUND ANNUAL GOVERNANCE STATEMENT

Roles and Responsibilities

Fife Council has statutory responsibility for the administration of the Local Government Pension Scheme
(LGPS) in Fife.

The main functions of the Administering Authority are the management and investment of the assets of the
Fund and administration of scheme benefits. These functions are carried out in accordance with the Local
Government Pension Scheme (Scotland) Regulations which are statutory instruments made under the
Superannuation Act 1972 and Public Service Pensions Act 2013.

Fife Council carries out its role as Administering Authority via

The Pensions Committee

The Fife Pension Board

The Joint Investment Strategy Panel

Finance & Corporate Services Directorate and the Pensions Governance Group (PGG)

Scope of Responsibility

As the administration authority of the Fund, the Council is responsible for ensuring its business is conducted
in accordance with the law and appropriate standards, and that monies are safeguarded, properly accounted
for, and used economically, efficiently and effectively. The Council also has a statutory duty to make
arrangements which secure best value under the Local Government in Scotland Act 2003.

In discharging this overall responsibility, the Pensions Committee, elected members, senior officers and
external representatives are responsible for implementing proper arrangements for the governance of its
affairs, which includes arrangements for the management of risk.

The Council adheres to a Code of Corporate Governance (the Code) which is consistent with the principles
and the requirements of the CIPFA/SOLACE (Chartered Institute of Public Finance & Accountancy/Society
of Local Authority Chief Executives and Senior Managers) Framework “Delivering Good Governance in
Local Government”. The work of the Fife Council Pension Fund is governed by this Code and by regulations
specific to administration of pension funds.

The PGG is an officer’s group, chaired by the Head of Finance, which meets quarterly, and its purpose is to
provide assurance to the Committee and the Board through the monitoring of the requirements measured
by the Pensions Regulator’s Code of Practice No.14 and reviewing and managing risk.

Governance Framework

The governance framework comprises the systems and processes, culture, and values by which the
Pension Fund is directed and controlled and the activities through which it engages with and informs
employers and members. It enables the Fund to monitor its achievements to its strategic objectives and to
consider whether these objectives have led to the delivery of appropriate outcomes.

The administration authority places reliance on its internal controls and the monitoring of these controls is
significant along with the management of the risks associated with the Fund. It cannot eliminate elements
of risk; neither can it eliminate the potential risk of failure to achieve policies, aims and objectives and can
therefore only provide reasonable and not absolute assurance of effectiveness.

The level of internal controls is significant in managing the level of risk and the prioritisation of risks to the
achievement of the Fund’s objectives, to evaluate the likelihood of the risks being realised and the impact
should they be realised and to manage them efficiently, effectively and economically. In terms of the
investments, the Pension Fund has appropriately qualified professional advisers to minimise its exposure.

The key elements of the governance framework within the administration authority include:

e Adherence to the Local Government Pension Scheme (Scotland) Regulations. These include
requirements for the preparation of key documents including a Statement of Investment Principles
(SIP) and a Funding Strategy  Statement, which can be viewed at
www.fifepensionfund.org/Statement of Investment Principles and www.fifepensionfund.org/Funding
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Strategy Statement. In addition to setting out the Fund's objectives, these documents also detail
the controls in place to mitigate the risks facing the Fund.

o Fife Council has taken steps to fully integrate compliance with Pension Regulator’s standards of
governance and administration for the Local Government Pension Scheme

e A structured programme to ensure the Pension Board and the Pensions Committee have the
opportunity to acquire the knowledge and understanding of LGPS matters

e Systematic reporting of Key Performance Indicators to allow monitoring of performance by the
Pensions Committee, Pensions Board and Senior Officers

e Operate within clearly established investment guidelines defined by LGPS Investment Regulations
and the Funds SIP (links above)

e Compliance with the CIPFA Principles for Investment Decision making and Disclosure in LGPS

e Operating within the relevant governance policies and procedures to ensure compliance with the
Financial Conduct Authority’s rules, regulations, and guidance

e Holding investments under custody by a global custodian with the fund benefitting from the
custodian’s extensive internal control framework

e Benchmarking of standards and costs against other pension funds using established industry
processes

¢ Risk Management Manual which includes Policy and Strategy as well as regular monitoring of risks.

The key responsibilities of the systems and processes that comprise the Fund’'s governance arrangements
sit with:

Pensions Committee

Delegation

The function of maintaining the Fife Council Pension Fund is delegated by the Council to the Pensions
Committee. The Committee is made up of nine elected members. The Corporate Code of Governance
clearly defines the roles and responsibilities for the Committee.

Terms of Reference

The Committee ensures that there is an effective governance framework relating to the management and
administration of the Pension Fund. The Committee considers the policies developed to meet the objectives
of the Fund and monitors progress on the delivery of the strategic objectives as defined in the Code. All
reports considered by the Committee identify key risks involved in any proposed decision and the nature of
mitigation, together with any legal or other issues which may arise.

Members of the Committee and the Pension Board are required to undergo specific training to meet the
needs of the role and responsibility of the management of the Fund with clear delegation arrangements and
protocols for communication.

The Service Manager - Audit and Risk Management Services reports matters relating to the Pension Fund
to Committee, including providing independent assurance on the framework of governance, risk
management and control. A full risk register is maintained by the PGG and allows detailed risk monitoring
and review, with quarterly updates now being provided to committee.

The Committee's Terms of Reference are detailed in Fife Council's List of Committee Powers which can be
viewed at: www.fifedirect.org.uk/List of Committee Powers

Frequency of Committee Meetings

Meetings of the Committee are quarterly. Occasional ad-hoc meetings are also held as required.
Committee meeting dates are listed on the Council committee diary which is available at
www.fifedirect.org.uk/Committees.

The Fife Pension Board
The Pension Board has been established to assist Fife Council:

¢ In securing compliance with LGPS Regulations and other legislation relating to the governance and
administration of the Scheme, and requirements imposed by the Pensions Regulator; and
¢ In ensuring the efficient and effective governance and administration of the scheme
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The Board comprises 4 employee representatives appointed by Trade Unions and 4 employer
representatives. It meets concurrently with the Pension Committee and considers the same agenda. In
addition, the Board may meet separately both before and after the Committee meeting to consider
Committee decisions giving an additional level of assurance.

The Board's Constitution, which sets out the terms, structure and operational procedures of the Board, and
information on each of the representatives, can be found at www.fifepensionfund.org/Fife Pension Board
Constitution

Executive Director of Finance and Corporate Services

The Council’s Executive Director Finance and Corporate Services is the Officer with responsibility to ensure
proper administration of the Council’s financial matters in terms of Section 95 of the Local Government
(Scotland) Act 1973. The Executive Director is responsible both for the Council’s role as employer and
administrating authority and has responsibility to ensure appropriate controls are in place to:

e Safeguard the contributions made by employees and employers to provide funds to meet the future
liabilities of the Fund’s members.

e Ensure control over the investment managers charged with growing the value of the fund to meet
the future liabilities; and

e Secure payment to the retired members of the Fund on time and in full.

e Provide annual benefits statements by 31 August in line with the statutory deadline

e Ensure triennial valuations are obtained

In addition, the responsibilities also include the following: -

e Financial accounting of the Fund.

e Preparation of the Pension Fund Annual Report.

¢ Implement the decisions of the Committee and for the day-to-day management of the affairs of the
Fund

These responsibilities are actioned by the Head of Finance who is also the lead officer for the Pensions
Committee.

The Service Manager — Internal Audit & Risk Management Services, provides the required assurance over
the adequacy of internal controls, risk management and the corporate governance arrangements operated
by the Fund.

Pension Governance Group (PGG)

The officers’ PGG is chaired by the Head of Finance and is responsible for, amongst other things, ensuring
that roles and responsibilities are allocated and documented in line with the Fund’'s governance Code of
Practice No.14 checklist, as well as reviewing the risks associated with the fund to ensure they all are
controlled appropriately. As such, the group review and maintain a risk register on a quarterly basis prior to
reporting to Committee. The group have a workplan in place and consider a range of pension matters
including governance, administration and business planning.

External Advisers

Following a recent procurement process, Hymans Robertson were appointed as the actuary to the Fund
and provides advice on funding and actuarial valuations.

From time-to-time Hymans Robertson are also commissioned to provide advice on investment matters, such
as review of the investment strategy.

Although these functions are carried out by the same company, they are dealt with in different divisions in
the company with clear segregation of functions. The services concerned are tendered for separately.

Fife Pension Fund works in collaboration with City of Edinburgh Council for the provision of investment
advice from its arms-length organisation LPFI Limited, the investment services company owned by Lothian
Pension Fund. This is the fourth year of collaboration and officers have continued to participate in the Joint
Investment Strategy Panel (JISP).
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Investment advice and services are provided by LPFI Limited and, two independent Investment Advisers as
members of the JISP. The independent advisers provide direct advice to the Head of Finance and also
provide training for Committee and Board members from time to time. The JISP meets on a quarterly basis
and there is regular dialogue with officers of LPFI Limited out with these meetings. The Investment Strategy
for the Fund is approved by the Pensions Committee. Implementation of the strategy is delegated to the
Head of Finance, who takes advice from the JISP and the independent advisers before assessing the risk
and return and managing the implementation process. Following the retirement of one independent adviser,
the JISP now operates with two independent advisers, this will be kept under review for the next 12 months.

Throughout 2021-22, the relationship with LPFI Limited expanded to increase the use of LPFI's internal
investment management capabilities with LPFI Limited now acting as a Fund Manager for some of the
investment portfolios. This is in line with the collaboration arrangements.

The Fund has appointed a number of investment managers who are employed to invest in assets for the
Fund in accordance with agreed objectives.

Northern Trust is the global custodian for the Fund and is responsible for the safekeeping of assets including
transaction processing and making tax claims.

The Fund continues to implement responsible ownership, and this is recognised in the SIP and the
Statement of Responsible Investment Principles (SRIP). During the year the Committee agreed to re-
appoint Federated Hermes Equity Ownership Services. Federated Hermes EOS helps institutional owners
around the world to meet their fiduciary responsibilities and become active owners of public companies.
Federated Hermes EOS undertakes engagement with businesses on areas of concern and are actively
involved in lobbying for improved governance in companies around the world. Following a joint procurement
process with partners, Lothian Pension Fund and Falkirk Pension Fund, the contract for stewardship and
engagement services was awarded in 2021 for a 4-year period to July 2025 with an option to extend to July
2027.

In September 2021, following a tender process, the Council appointed an Independent Professional
Observer (IPO) to provide support and guidance to both the members of the Committee and the members
of the Pension Board to assist them in discharging their duties in relation to the Pension Fund. The IPO has
attended all Committee meetings and participated in internal training events since that date, as well as
attending most of the Pension Board meetings

Review of effectiveness
Internal Control

The Council and the Pension Fund have robust systems of internal controls in place to manage
administrative, management and investment risks. The system of internal control is an ongoing process
designed to identify and prioritise risks to the achievement of the Fund’s policies, aims and objectives to
evaluate the likelihood of those risks being realised and the likely impact.

The Fund also uses the Pensions Regulator’s Public Service toolkit in addition to its own governance
checklist ensuring compliance with the Pension Regulations. The PGG have responsibility for ensuring
compliance with the Pension regulations and meet quarterly in addition to managing an annual review.

The Fund is also subject to internal audit which offers a measure of reliance on the effectiveness of controls
and measurement of risk and how well this has been embedded across the organisation. It also offers a
route for robust governance and improvement by continuing to implement and embed controls and risk
management which will ensure full compliance with the Code’s requirements.

The Council reviewed its risk management policy which is specific to the Fife Pension Fund. This is
supported by the pension fund risk register. The fund specific risk register is reviewed by the PGG and is
subject to regular update. The current risk register is considered by the Committee and Board on a quarterly
basis.

Risk awareness is embedded into the investment strategy and performance management processes.

The Fund also produces a breakdown of key administration performance indicators which are included in
the Pension Fund Annual Report. Administration performance reports are presented to the Committee on
a quarterly basis.
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Update on Significant Governance issues Previously Reported

There were no significant governance issues in 2021-22 specific to the Fife Council Pension Fund. Nor were
there any significant governance issues within the Councils governance statement of relevance to the Fife
Council Pension Fund.

Internal Audit Opinion
During 2021-22 the following assurance reviews were undertaken

e Pensions Contributions
e Performance Management
e Pensions Investigation Report

Based on the audit work undertaken, it is the opinion of Internal Audit that reasonable assurance can be
placed on the adequacy and effectiveness of Fife Pension Fund's framework of governance, risk
management and control for the year to 31 March 2022.

Fife Council pension administration team are regularly subjected to both internal and external audit. The
external auditors appointed are Audit Scotland. An audit opinion is provided separately in the Fund’s Annual
Report and Accounts.

Significant Governance Issues

Fife Council Audit Services has confirmed there are no significant governance issues that require to be
reported as a result of work undertaken by Internal Audit in 2021-22.

The Fund’s Breaches of the Law policy statement can be viewed at www.fifepensionfund.org.

Governance Compliance

The Local Government Pension Scheme (Scotland) Regulations 2018 require each Administering Authority
to publish a Governance Compliance Statement, detailing how their governance arrangements comply with
best practice guidance issued by Scottish Ministers. Details of how the Fund complies are included in the
Governance Compliance Statement (Appendix A) Fife Council Pension Fund is compliant with all principles
with the exception of training where partial compliance is recorded. Partial compliance is recorded because
not all members of the Committee have complied with the policy and completed the minimum time
requirement outlined in the policy,

Access to Information

¢ The Committee agenda papers and minutes can be viewed at www fifedirect.org.uk/Committees;
and

e The Fund's Annual Reports, Governance Statement and all principal documents relating to
governance and risk management are available on: www.fifepensionfund.org

Governance Arrangements — Areas of Improvement and Development

A number of areas of improvement were identified for 2021-22 and beyond. The following sections provides
details of those completed and an action plan for future developments to be targeted.

Completed Improvements

e The Pensions Committee has received training covering investments, governance and an
introduction to the LGPS. A training policy was agreed by the Committee which formalises the
training arrangements for Committee and Pension Board members. The policy sets out the training
required to ensure members have the appropriate skills to adequately carry out their roles. Induction
training is provided to new Committee and Board members.
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e Training is delivered through several means including external seminars and events, training
provided at committee meetings by external advisers and Council Officers and briefing papers.

e During 2020 an assessment of training needs was carried out with members of the Committee and
the Board asked to assess their current knowledge and understanding of all relevant topics. The
results of the assessment are being used as a basis for arranging future training and development
sessions.

e Throughout 2021-22 training sessions have been provided to the Committee and the Board
covering:

Investment Strategy, Fiduciary Duty and Sustainability

Scottish LGPS Training -Governance and Investments

Scottish LGPS — Pensions Administration

Pension Fund Annual Reports, Accounts and Control Reports

Fossil Fuels & Responsible Investment

Cost Transparency and CEM benchmarking

VVVVYVYVYVY

e In May 2021, officers from the PGG provided induction training to new members of the Pension
Board. The training covered governance arrangements, investments, LGPS regulations and
administration of the scheme. Induction training was also carried out on 23 June 2022 following the
Local Government Elections and appointment of new members to the Committee. Members were
also invited to training session on Audit and Risk on 09 June 2022.

e The Fife Council List of Committee Powers has been updated to include the full Terms of Reference
for the Pension Board. This will highlight the differences in roles and responsibilities between the
Committee and the Board

¢ An Independent Professional Observer has been appointed to provide support to the Committee
and Pensions Board.

e CEM benchmarking and Cost Transparency was undertaken and reported to Committee in March
2021. This will become an annual report.

Future Developments and Improvements

Continual review of governance arrangements over the year, as well as the annual review of the Governance
Compliance Statement ensures that improvement areas are identified and taken forward by the Fund. The
action plan below highlights the key improvement activity that will take place over the coming year.

Development Responsible | Timescales
Officer
A series of training events complimenting committee business will | Finance Ongoing

continue for Committee and Board members. This will be done in line | Operations
with the training policy and will recognise the number of new committee | Manager
and board members following the recent local elections.

Recognising that there is only partial compliance in relation to | Finance September
attendance at relevant training events, the training policy will be kept | Operations 2022

under review, particularly in relation to regulatory requirements in this | Manager
area and the need for mandatory participation in training. This will
include reviewing consequences resulting from under performance in

this area.
The PGG will consider prominence for the Committee of compliance with | Head of Ongoing
Code of Practice 14. Finance
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Development of a Business Plan for the Fund Head of September
Finance 2022

Review of Administration Strategy and the associated KPls Finance March 2023
Operations
Manager

Review of all governance documentation Finance Ongoing
Operations
Manager

Administration Service Review in conjunction with Hymans Robertson Pensions September
Team Leader | 2023

Certification

It is our opinion, considering the foregoing, that reasonable assurance can be placed upon the adequacy
and effectiveness of the systems of governance. We consider the governance and internal control
environment operating during the financial year from 1 April 2021 to 31 March 2022 to provide reasonable
and objective assurance. Any significant risks impacting on the council as administering authority and its
ability to achieve its objectives in properly administering the Fund have and will continue to be identified,

and actions have and will be taken to avoid or mitigate the impact of any such risks.

Where areas for improvement have been identified and action plans agreed, these will be treated as priority
and progress towards implementation will be reviewed through the governance structures and processes
established for the council as administering authority and summarised herein. Governance arrangements

will continue to be reviewed and enhanced, as necessary.

Steven Grimmond Councillor Dave Dempsey
Chief Executive Chair of the Pensions Committee
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Appendix A

Governance Compliance Statement

1.1

1.2

1.3

1.4

The management of the
administration of benefits and
strategic management of fund
assets clearly rests with the
main committee established by
the appointing council.

That representatives of
participating LGPS employers,
admitted bodies and scheme
members (including pensioner
and deferred members) are
members of either the main or
secondary committee
established to underpin the work
of the main committee.

That where a secondary
committee or panel has been
established, the structure
ensures effective communication
across both levels.

That where a secondary
committee or panel has been
established, at least one seat on
the main committee is allocated
for a member from the
secondary committee or panel.

Structure
Responsibility rests with the Pensions Yes
Committee, a Committee of Fife Council.

The Council's List of Committee Powers sets
out the Committee's remit.

The Committee is made up of 9 councillors Yes
from Fife Council. The establishment of the

Pension Board has formalised the involvement

of employers and trade unions representing the
membership.

Not applicable — there is no secondary
committee or panel.

Not applicable — there is no secondary
committee or panel.
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2.1

22

3.1

Compliance Standard

That all key stakeholders are
afforded the opportunity to be
represented within the main or
secondary committee structure.

These include:-

i) employing authorities
(including non-scheme
employers, e.g. admitted
bodies);

i) scheme members (including
deferred and pensioner scheme
members);

iii) where appropriate
independent professional
observers;

and

iv) expert advisors (on an ad-
hoc basis)

That where lay members sit on a
main or secondary committee,
they are treated equally in terms
of access to papers and
meetings and training and are
given full opportunity to
contribute to the decision
making process, with or without
voting rights.

That committee or panel
members are made fully aware
of the status, role and function
they are required to perform on
either a main or secondary
committee.

Arrangements in Place/Action Taken

Representation
The Committee and Pension Board meet
jointly.

Fife Council is represented.

The Board has 4 employer representatives.

The Board has 4 employee representatives
appointed by the Trade Unions.

An Independent Professional Observer was
appointed in 2021 and attends each Committte
meeting and Pensions Board meeting.

Expert Advisers attend routinely as required

All Committee members and Board
representatives receive the same access to all
papers and training and are given the
opportunity to contribute, challenge and debate
fully in the decision making process.

Selection and Role of Lay Members

All new members of the Committee are
required to attend induction training, which also
provides them with guidance from the Council’s
Democratic Services Division about their role
and responsibilities.

Action

Appendix A

Complies Reason for non-

with
Principle?

Yes /No/
Partial

Yes

Yes

Yes

Yes

Yes

Yes

compliance

(if applicable)
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3.2

4.1

5.1

5.2

5.3

Compliance Standard

That at the start of any meeting,
committee members are invited
to declare any financial or
pecuniary interest related to
specific matters on the agenda.

The policy of individual
administering authorities on
voting rights is clear and
transparent, including the
justification for not extending
voting rights to each body or
group represented on main

LGPS committees.

That in relation to the way in
which statutory and related
decisions are taken by the
administering authority, there is
a clear policy on training, facility,
time and reimbursement of
expenses in respect of members
involved in the decision-making

process.

That where such a policy exists,
it applies equally to all members
That the administering authority
considers the adoption of annual
training plans for committee
members and maintains a log of
all such training undertaken.

Arrangements in Place/Action Taken

This is a standing item on every Committee
agenda.

Voting
The 9 councillors have voting rights.

Training/Facility Time/Expenses
A training policy is in place which requires all
new members of the Committee to undertake
induction training provided by officers. Internal
training events are designed to cover a range
of pension administration and investment
matters. Seminars and training events are
offered by the Fund's external professional
advisers, Fund Managers and other providers.

Training costs and expenses incurred are met
by the Pension Fund.

Applies to all members of Committee and the
Board.

In line with the approved training policy,
training is offered on a planned basis in line
with Committee requirements, the policy
requires a minimum of 14 hours per annum.
Training need is identified from a variety of
sources. Members are required to advise of
training attended. Monitoring of activities is
undertaken by the Committee.

Appendix A

Action
Complies Reason for non-
with compliance
Principle?

Yes /No/
Partial

Yes

(if applicable)

Yes

Yes

Yes

Partial Partial
compliance is
recorded
because not all
members of the
Committee have
complied with
the policy and
completed the
minimum time
requirement.
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6.1

6.2

6.3

7.1

8.1

9.1

Compliance Standard Arrangements in Place/Action Taken

Meetings (frequency/quorum)
That an administering authority’s Meetings are held quarterly and additional
main committee or committees meetings are held when necessary.
meet at least quarterly.

That an administering authority’s Not applicable — there is no secondary
secondary committee or panel  committee or panel.

meet at least twice a year and is

synchronised with the dates

when the main committee sits.

That administering authorities Employer Forum held annually. The Pension
who do not include lay members Board formally provides for stakeholder

in their formal governance involvement.

arrangements, provide a forum

outside of those arrangements

by which the interests of key

stakeholders can be

represented.

Access
That subject to any rules in the  All members, Board representatives and
council’s constitution, all observers are treated equally in terms of

members of main and secondary access to papers, documents and advice.
committees or panels have

equal access to committee

papers, documents and advice

that falls to be considered at

meetings of the main committee.

Scope
That administering authorities ~ The terms of reference of the committee
have taken steps to bring wider includes all pension related matters within the
scheme issues within the scope terms of Local Government Pension Scheme
of their governance legislation and the Pensions Regulator
arrangements. requirements.

Publicity

That administering authorities The Annual Governance Statement and
have published details of their ~ Governance Compliance statement are

governance arrangements in available on the Pensions website at

such a way that stakeholders www.fifepensionfund.org and are included in
with an interest in the way in the Pension Fund Annual Report.

which the scheme is governed,  Council governance documents are available
can express an interest in on the Council website

wanting to be part of those

arrangements.

Action

Appendix A

Complies Reason for non-

with
Principle?

Yes /No/
Partial

Yes

Yes.

Yes

Yes

Yes

compliance

(if applicable)
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Pensions Committee

30th June, 2022
Agenda Item No. 8

Fife Pension Fund — Annual Report & Accounts
2021-22

Report by: Eileen Rowand, Executive Director of Finance and Corporate Services

Wards Affected: All

Purpose

This report contains the unaudited Annual Report & Accounts for Fife Pension Fund for the
financial year 2021-22.

Recommendation

It is recommended that Members consider the unaudited Annual Report and Accounts.

Resource Implications

None.

Legal & Risk Implications

None.

Policy & Impact Assessment

None.

Consultation

None.

M:\Abstract of Accounts\2014-15 Abstract of Accounts\Audit Queries\240915 Management Response to Governance Report.doc



1.0 Background

1.1.  The Local Authority Accounts (Scotland) Regulations 2014 require the unaudited
Annual Report and Accounts for the Fife Pension Fund to be submitted to the
appointed auditor no later than 30 June. The regulations also require elected
members to consider these at a meeting held no later than 31 August.

1.2  Best practice is for the Committee whose remit includes audit or governance
functions, to have formally considered the unaudited Annual Report and Accounts
prior to submitting them to the appointed auditor, and making them available for
public inspection

1.3 Formal consideration of the unaudited Annual Report and Accounts by the
Committee is required to address, and to mitigate, the risk of the Committee not
agreeing to approve audited Annual Report and Accounts for signature.

2.0 Issues

2.1 The unaudited Annual Report and Accounts have been completed within the
statutory timeframes and will be submitted to External Audit following this meeting.

2.2  The Annual report and Accounts contains full details of the Governance Compliance
statement as previously approved by this Committee

2.3  The Annual Report and Accounts will be made available for public inspection from
Friday 01st July to Thursday, 215t July (inclusive). Details of the public inspection
process were publicised on Wednesday 15™ June.

2.4  Consideration of the unaudited Annual Report and Accounts at this meeting
complies with the regulations.

2.5 The audit process will commence on 01 July 2022. During that process any
necessary audit adjustments will be made to the accounts as appropriate. Final
accounts and an annual audit report are due to be presented to this Committee in
December 2022.

3.0 Conclusions

3.1 The unaudited Annual Report and Accounts have been completed and submitted to
External Audit in line with the previously agreed timescales.

Report Contact

Elaine Muir

Head of Finance

Fife House

Email: elaine.muir@fife.gov.uk

M:\Abstract of Accounts\2014-15 Abstract of Accounts\Audit Queries\240915 Management Response to Governance Report.doc
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MANAGEMENT COMMENTARY

Introduction

Welcome to the Annual Report and Accounts for the 2021-22 Local Government Pension Scheme (LGPS)
administered by Fife Council. The report is intended to keep members, employers, pensioners and other
interested stakeholders informed about the management and performance of the Pension Fund.

The report has been produced in accordance with Regulation 55 of the Local Government Pension Scheme
(Scotland) Regulation 2018 and supporting guidance issued by Scottish Ministers. The accounts have been
prepared in accordance with The Local Authority Accounts (Scotland) Regulations 2014.

Schedule 6 of The Coronavirus (Scotland) Act 2020 gives local authorities scope to vary the timetable for
producing their final 2021-22 Annual Report and Accounts. Notwithstanding this easement, the draft Annual
Report and Accounts for the Fund is being published in accordance with the standard timescale for accounts
production.

Strategy and Business Model

As explained in the Funding Strategy Statement that can be accessed at: www.fifepensionfund.org, the fund
has a long term strategy of investing member contributions so as to have sufficient investments to meet
future pension liabilities as they fall due. Fund health is monitored every three years by means of review by
an independent actuary (see Triennial Review, page 25).

Principal Risks and Uncertainty

There are two main sources of uncertainty that affect whether the fund holds sufficient funds to pay future
pension; the cost of future pensions and the value of investments, this risk is of increased significance given
the recent market fluctuations experienced following the COVID-19 pandemic and more recently the impact
of rising inflation and the global impact of the geo-poltical situation in Europe. The risk of failing to make
adequate provision for the future is managed by having an independent actuary value the liabilities of the
fund every three years and set contribution rates (see Actuarial Statement on page 25). The risk of losing
money on investments is managed by having an independent investment adviser review the Fund’s
investment strategy periodically and by diversifying assets by dividing them between a number of separate
investment management firms, chosen to ensure a range of investment styles as set out in the Investment
Management Arrangements section of this report (see page 4). The principal risks facing the fund are
described in more detail in the Statement of Investment Principles (Appendix 1).

Overview of Fund Business

Under the statutory provisions of the Local Government Pension Scheme, Fife Council is designated as an
“Administering Authority” and is required to operate and maintain a pension fund — the Fife Pension Fund
(the Fund).

The Fund is used to pay pensions, lump sum benefits and other entitlements to scheme members and their
dependants. The Fund also receives income from employee contributions and its investments, which
include equities, bonds, property, private debt and infrastructure.

The fund operates under the terms of the Local Government Pension Scheme (LGPS), which is a public
sector pension arrangement. Scheme membership is made up of active, deferred and pensioner members.
To be able to join the scheme, a person must be employed by a relevant employer and not eligible to join
another public sector pension scheme. Teachers cannot be members of the LGPS as they have a separate
national pension scheme.

A list of employers who contribute to the Fund as either scheduled or admitted bodies, can be found in the
‘Membership of the Fund’ section of this report (see page 55).
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Review of the Year

Key Facts and Figures

e £3,531m net assets an increase of £228m on 2020-21

e Performance return of 6.3% for 2021-22 and 10.1% for the rolling 3
year period

2021-22 Key Highlights e Fund continues to exceed its strategic investment return objective
over the rolling 3 year period

e 37,991 members an increase of 1502

e Funding level 97% at Valuation 2020

Table 1 Financial Highlights

Financial Highlights 2021-22 2020-21 Change

£m £m £m
Value of Fund 3,531,319 3,303,160 (228,159)
Operational (Surplus)/Deficit (228.159) (767.572) 539.413
Employers Contributed 92.227 85.323 6.904
Employees Contributed 22.671 20.440 2.231
Pensions and Other Benefits Paid out 93.741 86.723 7.018
Transfer values paid in (1.965) (2.335) 0.370
Transfer values paid out 3.616 7.376 (3.760)

Table 2 Investment Highlights

Investment Highlights 2021-22 2020-21
Investment Return +6.29% +29.73%
Performance v Benchmark -2.66% +10.44%

The fund has experienced a significant change in value of £225.415m represented by a significant gain in
capital value of investments of £192.354m (2020-21 gain £747.065m) coupled with income from dividends
and interest of £28.662m (2020-21 £24.222m). The fund experienced a net surplus of £21.243m ( 2020-21
£13.803m) from dealings with members. .

Fife Pension Fund complies with CIPFA guidance in terms of accounting for and disclosing investment
management expenses. Details are disclosed in Notes 9 and 9a of the accounts. This guidance has been
updated for 2021-22 and now discloses the transaction costs by different investment category.

The Transaction costs for 2021-22 are reported as £4.341m (2020-21 £2.584m), these reflect the cost of
the day to day management of the fund to achieve its objectives.

Fife Pension Fund is committed to and continuing participation in the Cost Transparency Initiative and
completion of templates has highlighted costs that were not previously disclosed or reported.

To demonstrate its continued commitment to ensuring value for money, the fund also took part in CEM
Benchmarking exercise for 2020-21 and the results were reported to Committee in March 2022. The results
demonstrated that the fund continues to perform well in terms of both transaction costs and returns in
comparison with our peers. Benchmarking and Cost Transparency continues to be a priority with
participation in these is set to continue.
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Investment Management Arrangements

The fund’s assets are invested in accordance with the Local Government Pension Scheme (Management
and Investment of Funds) Regulations 2010. The regulations cover the appointment of fund managers and
the use and investment of fund money. The fund is required to take proper advice about its investments.

The Statement of Investment Principles (SIP) (Appendix 1) and the Fund’s Funding Strategy Statement give
more information on the fund’s investment framework at the start of the year.

The investment of Funds is undertaken by a range of third party investment managers. Safeguarding of the
Fund assets is undertaken by the Custodian, Northern Trust.

Under the Fund’s governance arrangements, the Pension Committee is responsible for setting the high level
investment strategy and delegates the implementation of that strategy to the Executive Director Finance
and Corporate Services, who delegates this to the Head of Finance.

Both the Committee and Head of Finance receive advice from the Joint Investment Strategy Panel (JISP)
which consists of FCA qualified investment professionals from the Lothian Pension Fund as well as two
independent advisers. This arrangement is key to the collaborative relationship between Fife, Falkirk and
Lothian Pension Funds which entails the Lothian Fund, through its investment vehicle LPFI Limited,
providing investment support. The Head of Finance reviews any advice, assesses the risk and reward and
manages the implementation.

The current Investment Strategy of the fund was approved by the then Superannuation Fund & Pensions
Sub Committee in June 2021 and is set out in the SIP. (Appendix 1)

Ranges to limit asset allocations under normal financial conditions are in place per Table 3. The ranges
provide controls within which the nominated officer, the Head of Finance, will implement the strategy and
aim to avoid unnecessary and potentially costly rebalancing.

Table 3 Investment Strategy

Current Permitted
Policy Group Strategy Range
%
Equities 55 45%-65%
Real Assets 15 10%-25%
Non-Gilt Debt 15 5%-25%
LDI (formerly Gilts) 15 5%-25%
Cash 0 0%-15%
Total 100

Officers at Fife and Lothian Pension Fund monitor the performance of managers with performance reports
presented to each quarterly meeting of the JISP and the Pension Fund Commitee.

Following the latest actuarial valuation in 2020, the Investment Strategy was revised and an updated to
reflect the results. This work was presented to committee for approval at the end of June 2021and
implementation of the strategy has continued throughout the year.

Responsible Investment Activities

Throughout 2021-22, the Fund has taken positive steps in terms of responsible investment priorities. For
the first time the Committee approved the Statement of Responsible Investment Principles (SRIP) which
sets out to clarify the Fund’s agreed approach to Responsible Investment. The statement will also be used
as a guide for investment decision making.

It should be noted that although not a signatory to the Principles of Responsible Investment (PRI), the Fund
supports the six PRI principles.
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Since approval of the SRIP the fund has joined Climate Action 100 as well as continuing to participate in
the Scottish Repsonsible Investment Group adopting a collective approach.

The fund also appointed Hemes EOS as voting and engagement partner.

Implementation of Investment Strategy and Investment Performance

The value of the Fund’s net assets increased to £3.529bn

The allocation for the year to 31 March 2022 summarised in the following graph where it is demonstrated
that relative to asset allocation, the Fund was underweight in equities, LDI and non-glit debt and overwight
in Cash with Real Assets being on target.

Strategic vs Actual Asset Allocation 2021-22
Equities

Real Assets
Non Gilt Debt

LDI (formerly Gilts)

Policy Groups

Cash

Other

o
=
o
N
o
w
o
N
o
v
o

60

B Strategic Allocation Actual Allocation 31.03.21 B Actual Allocation 31.03.22

Throughout 2021-22, the Fund undertook some changes to the investment allocation as it continued to
make steady progress on the implementation of the agreed investment strategy. Over the course of the
financial year the fund disinvested £200m from Equities and Other Policy Groups with the proceeds being
invested into LDI (£100m) and retained as cash (£100m). The fund also undertook transition activity,
aligned to the agreed investment strategy.

In addition, by working with the collaborative partners, the fund was able to participate in some new
Infrastructure Investment opportunities that would not have been afforded to it previously. These
infrastructure investments reflect the strategy implementation with Real Asset allocation now broadly in line
with the strategic allocation contained in the investment strategy.

The cash balance at 31 March 2022 was £146m (4.1% of Fund Assets). Committed amounts to Partners
Group and other private managers not yet funded were £69m. This leaves an uncommitted cash balance
of £77m (2.2% of Fund Assets).

49



The asset allocation per fund manager is detailed in the following table

Table 4 Asset Allocation per Fund Manager

Current Current Target
Allocation  Allocation  Allocation : Difference
Policy Group Manager (Em) (%) (%) (%)
Equities 1,748 49.5% 55% -5.5%
Blackrock 541
Baillie Gifford 342
LPFI GLOVE 241
State Street 624
Other Real Assets 544 15.4% 15% 0.4%
CBRE Property 268
Infrastructure 276
(Partners, various)
Non-Gilt Debt 622 17.6% 15% 2.6%
Janus Henderson 92
Corporates
Western Asset 91
Corporates
LGIM 6A Corporate 96
Bonds
LGIM 5YR+ US 308
Index-linked
Private Debt 35
LDI (Formerly Gilts) 283 8.0% 15% -7.0%
Janus Henderson 190
Gilts
Western Asset Gilts 93
Balanced/Diversified 190 5.4% 0% 5.4%
Baillie Gifford
Cash 146 4.1% 0% 4%
Total Fund 3,533 100% 100%

Source: Northern Trust

Performance of the fund for 2012-22 resulted in a net gain in asset value of £225.415m with the fund
underperforming against its benchmark of 8.95% by -2.66% over a rolling 12 month period.

Longer term returns over 3 and 5 years and from inception demonstrate that the fund has outperformed its
benchmark over longer time periods. Detailed returns are set out in the table below:

Table 5 Fund Performance

Returns

1 Year
(2021-22) %

3 years

% per annum

5 Years

% per annum

Inception

% per annum*

Fund Return 6.3 10.1 8.8 8.5
Benchmark Return 8.9 6.9 5.8 7.8
Excess Return -2.6 3.2 3.0 0.7

Source: Northern Trust

*Inception records performance from 2003 when the custodian was appointed.
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Invesment Trends and Influences

The fund invests in a diversified portfolio of global assets and is therefore exposed to worldwide economic
factors. Commentary was provided by advisers from Lothian Pension Fund Investment (LPFI) and can be
found at Appendix 3.

Structure of Administration
The Pensions Team

The Pensions Team’s core purpose is to ensure that benefits are paid accurately and on time and to provide
clear information on the benefit options available to help members plan for retirement.

The team is accountable to the Pensions Committee, Pension Board, scheme employers and members.
The team is committed to providing a quality service to all its stakeholders.

The administration function covers a range of activities including:-

processing and payment of member benefits

maintenance of our administration system, website and online Member Self Service facility
implementation and communication of regulatory updates

providing guidance to scheme employers

engaging with our members

The team is constantly evolving to comply with regulatory requirements and to provide an effective service
to our members and employers.

Service Delivery during the year

The COVID-19 pandemic continued to have a significant impact on how the team worked in 2021/22 but
the team remained focused on delivering pension benefits and supporting members and employers. Service
delivery continued to be provided mainly by home working with team members offered some office access
days from 23 August 2021 as part of Fife Council’s Blended Workstyles pilot.

It has been a very busy and challenging year for the team as it continued to pay pension benefits and carry
out a range of administrative functions whilst responding to the changing regulatory landscape of the LGPS.
The team continued to train staff and develop and refine processes but, because of the enforced change to
the way the team had to deliver its services, some developmental projects were postponed.

Training and Development

The Fund provides a comprehensive training programme for the team. Development and training needs are
identified to ensure that the relevant pension and systems knowledge is acquired, maintained and
developed. Team members are encouraged to obtain a Certificate in Pensions Administration through the
Chartered Institute of Payroll Professionals. This means that the team has a solid LGPS knowledge base.

Training is delivered in-house, at LGPS Secretariat workshops and training events organised by our
software supplier, Aquila Heywood. In-house training and Aquila Heywood training sessions were delivered
during the pandemic using Microsoft Office Teams.

Training sessions were also provided for the Committee and Board including

Internal Investment Strategy and Fiduciary Duty

LDI Investment

Scottish LGPS Training — Administration. Governance and Investment
Annual Report and Accounts

Fossil Fuels and Responsible Investment

Cost Transparency and CEM Benchmarking
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Statutory Framework of the LGPS

The LGPS is a statutory scheme established under primary legislation — the Superannuation Act 1972 and
Public Service Pensions Act 2013. The scheme rules take the form of a series of regulations — the Local
Government Pension Scheme (Scotland) Regulations. The regulations are Scottish Statutory Instruments
(SSils).

The scheme benefits are set out in the Local Government Pension Scheme (Scotland) Regulations 2018
which are available here

https://scotlgpsregs.org/schemeregs/Igpsregs2018/timeline.php

Administration Performance
Pension Administration Strategy Statement

The team are collaborating with Hymans Robertson, the Fund’s Actuary, to review and develop a new
Pension Administration Strategy Statement with the aim of receiving Committtee approved later in the year.

The current Statement effectively consolidates all roles, responsibilities and expected performance targets
for the team and scheme employers in one document. The strategy recognises that both the Administering
Authority and Scheme employers must co-operate to provide an efficient and effective service to scheme
members. The statement can be accessed at: Administration Strateqgy | Fife Pension Fund

Performance Standards

A suite of key performance indicators (KPIs) is prepared quarterly for the Committee and Pension Board.
Results of performance against KPI targets in 2021-22 are shown below:-

Table 6 Performance Indicators 2021-22

Membership Transactions Target Days Target Within Target
Correspondence 10 100% 98%
Refunds 5 98% 89%
New Members 20 80% 99%
Provide Ill Health Estimates 13 97% 75%
Provide Redundancy Estimates 13 97% 96%
Retirals 5 95% 98%
Transfer in 10 92% 86%

The challenges resulting from the transformation of working practices continued to impact on areas of
service delivery in the early part of the year. Some delays were experienced while the team prioritised the
processing and payment of retirement and death benefits in accordance with guidance from The Pensions
Regulator. Team members are now fully trained on refund processing and a revised early leaver process
was implemented from December 2021.

The review of the team’s KPIs was paused in 2021-22 to facilitate a review and development of an updated
Administration Strategy which is being prioritised by the team. Pausing the KPI review ensures these
developments are joined up and that the KPIs reported link to the agreed strategy. The review is
comprehensive in its approach and will consider a number of good practice points have been identified.
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Administration Review

In 2021-22 the Fund initiated a comprehensive review of scheme administration. An internal review by team
members was followed by an independent review carried out by Hymans Robertson. The aim of the review
is to ensure that the Team continues to meet its service requirements to members and employers. The
Fund recognised that service delivery is set against a backdrop of LGPS complexity, increased governance
and reporting requirements, and the impact of legal cases such as the McCloud ruling on pension
administration functions.

The key findings and recommendations of both the internal and independent review covered areas such as
the role of team members, work processes, Fund policies and whether the current team structure is fit for
purpose given the increasing levels of service demands. An action plan is being developed with a view to
addressing these areas over the coming year to 18 months.

Statutory Annual Benefit Statements

Despite the move to homeworking, the team met the statutory deadline of 31 August for issuing
99.97%annual benefit statements. Thanks to our employers for the timeliness and quality of data provided.

A breach was identified and reported on the Breaches Log. The breach was failure to issue 100% of Annual
Benefit statements to all members by 31 August 2021. As a result of changes in processes following the
implementation of a new payroll system in the largest employer, some initial teething problems were
experienced which meant 52 Annual Benefit statements were not issued by the statutory deadline. This
represented 0.3% of active members and the breach was reported to Committee but not deemed significant
and as a consequence, was not report to the Pension Regulator.

Use of Information Technology

Most of our employers are now using i-connect, which electronically integrates payroll systems with the
pension administration software. This has resulted in further efficiencies in the creation and updating of
member records and improved data quality. Member records are updated after each payroll run meaning
that the year-end process is much less onerous than in previous years.

Unfortunately the challenges encountered as a result of the pandemic meant that the team was unable to
progress with rolling out i-connect to our other employers. However, the team will resume this project during
2022-23.

Fife Council, the Fund’'s largest employer, moved to a new payroll system in 2020-21. The team is
continuing to liaise with the Council’s payroll implementation team on the data submission from the new
payroll platform.

The on-going restrictions also impacted on the project to roll out the Member Self Service facility to all our
pensioner members. However, Member Self Service has been enhanced to allow those pensioner members
registered for Member Self Service to download their P60 statements and payslips.

Communications

Effective communication is vital to ensure both members and employers are aware of the benefits of the
LGPS and are also kept up to date with scheme changes.

A new look Fund website was launched in October 2021. The website is developed and maintained by
Hymans Robertson. The new site provides greater search functionality and requires less reliance on
Hymans Robertson’s web support staff. Team members were heavily involved in the lead up to the launch
to ensure documentation was transferred over to the new platform, and to familiarise themselves with the
new functionality.

The team continues to update the site to ensure scheme information and literature are readily available.
News articles, ranging from Fund specific information to bulletins highlighting general pension issues, are
available on the website.
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Since a return business as usual environment, communication channels have adapted. Team members
were provided with Cisco jabber phones in 2021-22 so members and employers can call the team directly
as an alternative to emailing. Microsoft Office Teams meetings are also carried out whenever possible.
Telephone calls and Microsoft Office Teams meetings provide direct contact with members and employers
giving reassurance that the team continues to provide a full pension service. Face to face meetings are
possible by appointment.

The team continues to promote the secure on-line Member Self Service facility which is accessed through
the website.

The principal communications with active and deferred members are the annual benefit statements and
newsletters. These communications are available on-line through the Member Self Service facility although
paper copies are available on request. The team has carried out extensive communication exercises
promoting the benefits of Member Self Service and highlighting annual benefits could be viewed on-line.

The team continues to work with employers in promoting Member Self Service to further encourage active
members to register.

The Fund is required to have a formal written communications statement which can be viewed at Appendix
2 and also at www.fifepensionfund.org

Working with Scheme Employers

The team liaised closely throughout the year with employers on technical, procedural and policy matters.
This ranged from helping with individual member cases to liaising with employers undergoing workforce
change exercises.

The 2021 Employers’ Forum was held on 3 February 2021 on Microsoft Office Teams. The Forum was held
earlier than normal so that the Fund Actuary could discuss the results of the 2020 valuation. It is anticipated
that the 2022 Forum will be held in Autumn 2022.

Collaborative Working

The team works closely with other Scottish Funds through the Scottish Pensions Liaison Group. This offers
the opportunity to discuss topical pension issues and share best practice and knowledge.

Key Legislative Changes
Amendments to the 2018 Regulations

Following a consultation exercise, The Local Government Pension Scheme (Scotland) (Miscellaneous
Amendments) Regulations 2022 came into force on 1 June 2022.

These Regulations change the rules for calculating pre-April 15 survivor pensions in response to two court
cases: Walker v Innospec and Goodwin v Department for Education. The changes place surviving same-
sex civil partners, survivors of married same-sex couples and male survivors of female married members in
a similar position to female survivors of male married members.

The regulations also amend The Local Government Pension Scheme (Scotland) Regulations 2018, to
provide further flexibilities for fund authorities in dealing with employers and allow for amendments to an
employer’s contribution rate in between valuations.

The cost cap figure is also amended from 15.5% to 15.2% in the Scottish LGPS regulations, after the
Government Actuary’s Department (GAD) identified an error in their original calculation.
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https://www.fifepensionfund.org/forms-and-publications/communication-policy-2020/
https://www.legislation.gov.uk/ssi/2022/153/contents/made
https://www.legislation.gov.uk/ssi/2022/153/contents/made

McCloud Ruling — Preparatory Work

The Public Services Pensions and Judicial Offices Act is the legal framework which allows for the
retrospective changes (the remedy), required by the McCloud ruling to be made to the LGPS regulations.
The SPPA has advised that amendment regulations ,which will set out the regulatory remedy, are expected
to be made later this year.

The Fund has appointed a team member to lead the McCloud project and a project plan has been
developed. Team members have tested the McCloud tools and reports developed by the Fund’s pension
software supplier. The Team held meetings with all employers informing them of the data gathering and
information they are required to provide for the project. The team agreed with employers timescales for
data to be submitted.

The Occupational and Personal Pension Schemes (Conditions for Transfers) Regulations
2021

These regulations introduce further legal restrictions to a member’s statutory right to transfer their deferred
benefits. The regulations give administering authorities tools to act where suspicions about the
circumstances that have prompted the transfer request are identified. Specific checks must be made which
will determine whether a transfer request meets the conditions set out in the Regulations.

The team has reviewed its transfer processes and communications in line with the new regulations

Other Key Regulatory and Legislative Issues
Public Service Pensions Indexation

The UK Government approved the rate of increase for all public sector pension schemes and state scheme
benefits at 0.5% effective from 12 April 2021 . The increase was set by reference to the annual change in
the Consumer Price Index measured as at September 2020.

CARE Scheme Revaluation

The Local Government Pension Scheme (Scotland) Regulations require that pension accounts built up from
1 April 2015 are revalued at the end of each scheme year.

In accordance with The Public Service Pensions Revaluation (Prices) Order 2020, the in-service revaluation
of 0.5% in respect of the scheme year was applied at one second after midnight on 31 March 2021.

National Fraud Initiative

The Council participates in the National Fraud Initiative. This is a counter-fraud initiative led by Audit
Scotland involving mortality screening exercises.

Tell Us Once (TUO)

The Fund participates in the ‘Tell Us Once’ service offered by registrars when deaths are registered. The
quicker notification of deaths via TUO reduces the incidences of overpayment of pensions and unnecessary
bureaucracy for bereaved relatives.

Internal Dispute Resolution Cases

Any queries from members are directed, in the first instance, to the Team to resolve. If a member is still
unhappy with the decision, the member can invoke the Internal Dispute Resolution Procedure (IDRP). The
Fund’s IDRP guide is available on the website.
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A Panel has been appointed to consider appeals. To provide a mix of expertise and experience, the Panel
is made up of: -

Head of Legal & Democratic Services (Chair)

Head of Human Resources

Head of Revenue & Commercial Services

Executive Director, Finance & Corporate Service for cases where a panel member had an earlier
involvement in a dispute

All cases are processed through the Head of Legal & Democratic Services who determines the most

appropriate person from the panel to deal with the case, having regard to the issues.

Appeals Against Employer Decisions in 2021-22.

Reason for Appeal Number Decision
Appealing employer’s refusal to grant ill 2 1 appeal successful
health retirement 1 appeal pending
Appealing against level of ill health benefits | 8 1 appeal successful

1 appeal upheld by the
Scottish Ministers
4 appeals unsuccessful
2 appeals pending

Appeal against Fund Decision

Reason for Appeal Number Decision
Non-Payment of Children’s Pensions 1 Appeal Successful

Fund Update

Membership details are shown below:-

Member Status 2021-22 2020-21
Active roles 15,524 15,008
Pensioners 14,677 14,130
Deferred role 7,790 7,351

Total 37,991 36,489

The fund invested and administered pensions on behalf of 20 current and former employers during 2021-
22. These include scheduled bodies, brought into the Fund by legislation, and admitted bodies which chose
to join the fund. The detailed listing of employers is contained on page 55 of the Annual Report and Accounts
for the Funds.

Future Years

The Pension Fund will continue to face challenges including potential volatility in the investment markets,
potential movements in interest rates, legislation changes and advancements in technologies. The Fund is
in a strong position to deal with challenges and ensure that the pension fund is managed effectively and we
continue to protect members’ interests.

12



Acknowledgements

We would like to thank elected members and officers of the Council for all of their work during 2021-22. The
production of the accounts is very much a team effort and again the unaudited accounts were completed

before the 30 June deadline, this is of particular significance this year given that all of the team were working
remotely.

13

57



FIFE PENSION FUND ANNUAL GOVERNANCE STATEMENT

Roles and Responsibilities

Fife Council has statutory responsibility for the administration of the Local Government Pension Scheme
(LGPS) in Fife.

The main functions of the Administering Authority are the management and investment of the assets of the
Fund and administration of scheme benefits. These functions are carried out in accordance with the Local
Government Pension Scheme (Scotland) Regulations which are statutory instruments made under the
Superannuation Act 1972 and Public Service Pensions Act 2013.

Fife Council carries out its role as Administering Authority via

The Pensions Committee

The Fife Pension Board

The Joint Investment Strategy Panel

Finance & Corporate Services Directorate and the Pensions Governance Group (PGG)

Scope of Responsibility

As the administration authority of the Fund, the Council is responsible for ensuring its business is conducted
in accordance with the law and appropriate standards, and that monies are safeguarded, properly accounted
for, and used economically, efficiently and effectively. The Council also has a statutory duty to make
arrangements which secure best value under the Local Government in Scotland Act 2003.

In discharging this overall responsibility, the Pensions Committee, elected members, senior officers and
external representatives are responsible for implementing proper arrangements for the governance of its
affairs, which includes arrangements for the management of risk.

The Council adheres to a Code of Corporate Governance (the Code) which is consistent with the principles
and the requirements of the CIPFA/SOLACE (Chartered Institute of Public Finance & Accountancy/Society
of Local Authority Chief Executives and Senior Managers) Framework “Delivering Good Governance in
Local Government”. The work of the Fife Council Pension Fund is governed by this Code and by regulations
specific to administration of pension funds.

The PGG is an officer’s group, chaired by the Head of Finance, which meets quarterly, and its purpose is to
provide assurance to the Committee and the Board through the monitoring of the requirements measured
by the Pensions Regulator’s Code of Practice No.14 and reviewing and managing risk.

Governance Framework

The governance framework comprises the systems and processes, culture, and values by which the
Pension Fund is directed and controlled and the activities through which it engages with and informs
employers and members. It enables the Fund to monitor its achievements to its strategic objectives and to
consider whether these objectives have led to the delivery of appropriate outcomes.

The administration authority places reliance on its internal controls and the monitoring of these controls is
significant along with the management of the risks associated with the Fund. It cannot eliminate elements
of risk; neither can it eliminate the potential risk of failure to achieve policies, aims and objectives and can
therefore only provide reasonable and not absolute assurance of effectiveness.

The level of internal controls is significant in managing the level of risk and the prioritisation of risks to the
achievement of the Fund’s objectives, to evaluate the likelihood of the risks being realised and the impact
should they 