Pensions Committee

Committee Room 2 (FHM05.002), 5th Floor, Fife House, North
Street, Glenrothes

Thursday, 28 September, 2023 - 2.00 p.m.

10.

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(s) in
particular items on the agenda and the nature of the interest(s) at this stage.

MINUTES -

(@)  Minute of meeting of Pensions Committee of 23 June 2023;

(b)  Minute of meeting of the Fife Pension Board of 23 June 2023; and
(c) Minute of meeting of Pensions Committee of 30 June 2023.

CHANGE OF COMMITTEE MEMBERSHIP — The Committee is asked to note
that Councillor Jane Ann Liston had been appointed as a member of the
pensions committee, replacing Councillor Sean Dillon.

FIFE PENSION FUND - FINAL OUTTURN 2022-2023 — Report by the Head of
Finance.

FIFE PENSION FUND ANNUAL AUDIT REPORT AND AUDITED ACCOUNTS
— Report by the Head of Finance

(a) Report by the Head of Finance;

(b) ISA 580 Covering Letter Fife Council Pension Fund;

(c) Fife Pension Fund Annual Audit Report 2022-23; and

(d) Fife Pension Fund Annual Report and Accounts 2022-23

FIFE PENSION FUND - BUSINESS PLAN UPDATE TO 30 JUNE 2023 -
Report by the Head of Finance.

RISK MANAGEMENT QUARTERLY REVIEW — Report by the Head of Finance.

FRAUD AND IRREGULARITY - AUDIT SCOTLAND'S ANNUAL REPORT
2022/23 — Report by the Head of Finance.

PENSION COMMITTEE WORKPLAN - Report by the Head of Finance.
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168 — 184
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ITEMS LIKELY TO BE CONSIDERED IN PRIVATE

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.

11. FIFE PENSION FUND INVESTMENT UPDATE — Report by the Head of 232 — 238
Finance.

12. FIFE PENSION FUND ACTUARIAL VALUATION 31 MARCH 2023 — Reportby 239 — 275
the Head of Finance.

13. FIFE PENSION FUND ACTUARIAL VALUATION 31 MARCH 2023 - 276 — 287
CONTRIBUTION STABILITY MECHANISM — Report by the Head of Finance.

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
clarification.

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

Fife House
North Street
Glenrothes
Fife, KY7 5LT

21 September, 2023

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


www.fife.gov.uk/committees

BLENDED MEETING NOTICE

This is a formal meeting of the Committee, and the required standards of behaviour and discussion
are the same as in a face to face meeting. Unless otherwise agreed, Standing Orders will apply to
the proceedings and the terms of the Councillors’ Code of Conduct will apply in the normal way

For those members who have joined the meeting remotely, if they need to leave the meeting for any
reason, they should use the Meeting Chat to advise of this. If a member loses their connection
during the meeting, they should make every effort to rejoin the meeting but, if this is not possible, the
Committee Officer will note their absence for the remainder of the meeting. If a member must leave
the meeting due to a declaration of interest, they should remain out of the meeting until invited back
in by the Committee Officer.

If a member wishes to ask a question, speak on any item or move a motion or amendment, they
should indicate this by raising their hand at the appropriate time and will then be invited to speak.
Those joining remotely should use the “Raise hand” function in Teams.

All decisions taken during this meeting, will be done so by means of a Roll Call vote.

Where items are for noting or where there has been no dissent or contrary view expressed during
any debate, either verbally or by the member indicating they wish to speak, the Convener will assume
the matter has been agreed.

There will be a short break in proceedings after approximately 90 minutes.

Members joining remotely are reminded to have cameras switched on during meetings and mute
microphones when not speaking. During any breaks or adjournments please switch cameras off.
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THE FIFE COUNCIL - PENSIONS COMMITTEE — BLENDED MEETING

Committee Room 2, Floor 5, Fife House, North Street, Glenrothes.

23 June 2023 10.00 am — 12.30 pm
PRESENT: Committee - Councillors Dave Dempsey (Convener), David Alexander,
Lynn Mowatt, Sarah Neal, Nicola Patrick, Gordon Pryde and
Jonny Tepp.

Fife Pension Board - Councillor Tom Adams, Councillor Lynn
Ballantyne-Wardlaw, lan Dawson, Gail Dunn; Robert Graham and
Vicki Wyse.

ATTENDING: Eileen Rowand, Executive Director of Finance and Corporate
Services; Elaine Muir, Head of Finance; Laura Robertson, Finance
Operations Manager; Pamela Redpath, Service Manager - Audit and
Risk Management Services; Anne Bence; Accountant; John Mackie,
Team Manager - Transactions Team; Karen Balfour, Lead Officer -
Banking and Investment; Martin Kotlewski, Service Manager - BTS
Solutions and Service Assurance and Wendy MacGregor, Committee
Officer, Legal and Democratic Services.

ALSO Rob Bilton, Actuary, Hymans Robertson LLP; Albert Chen, Portfolio

ATTENDING: Manager and Bruce Miller, Chief Investment Officer, Lothian Pension
Board; John McCallum, Glasgow City Council and Clare Scott,
Independent Professional Observer.

APOLOGIES FOR Committee - Councillors Colin Davidson and Sean Dillon.

ABSENCE:
Fife Penson Board - Ross Hugh and Colin Paterson.

51. DECLARATIONS OF INTEREST
No declarations of interest were submitted in terms of Standing Order No. 7.1.
52. MINUTE
The Committee considered:-
(a) the minute of the meeting of the Pensions Committee of 28 March 2023.
Decision

The Committee agreed to approve the minute of the Pensions Committee
meeting of 28 March 2023.

(b)  the Fife Pension Board comments arising from the meeting on 28 March
2023.



53.

54.

55.

2023 PEC 25
Decision
The Committee:-

(1) noted the comments from the Fife Pension Board from the meeting of the
Pensions Committee on 28 March 2023; and

(2) requested any suggestions for avenues in which the Pension Fund could
invest locally, preferably within Fife, be submitted to the Head of Finance,
with the caveat that the investment must be able to generate a return.

UPDATE ON 2022/23 FIFE PENSION FUND INTERNAL AUDIT PLAN AND
2022/23 ISSUED AUDIT REPORTS

The Committee considered a report by the Service Manager, Audit and Risk
Management Services providing an update on progress towards delivering the
2022/23 Pension Fund Internal Audit Plan and summary of findings from the
Internal Audit Reports finalised since the last meeting of the Pensions Committee.

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

(2) acknowledged the update on progress towards delivery of the 2022/23
Internal Audit Plan at Appendix A to the report and summary of findings at
Appendix B to the report.

COST TRANSPARENCY AND CEM BENCHMARKING

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 the Annual Report and Accounts and participation in the Cost
Transparency Initiative (CTI). Also included in the report were details of the
Fund’s results from the annual CEM Benchmarking.

Decision
The committee noted the contents of the report.
PENSION FUND TRAINING AND DEVELOPMENT

The Committee considered a report by the Head of Finance which reviewed
performance and progress in respect of implementation of the training policy for
members of the Pensions Committee and Fife Pension Board and highlighted the
requirement for all pension committee and board members to undertake the
Pension Regulator online learning toolkit.

Decision
The Committee:-

(1) noted that a varied training programme had been provided over the last
financial year on a range of topics;
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(2) noted the requirement for members of the Committee and the Board to
meet the minimum level of 14 hours training ;

(3) agreed to undertake the required level of training and to provide details of
doing so, including the Pension Regulators toolkit; and

(4) noted that options in respect of adherence to the training policy would be
considered at a future meeting.

EXTERNAL QUALITY ASSESSMENT (EQA) OF FIFE COUNCIL'S AUDIT
SERVICES

The Committee considered a report by the Service Manager, Audit and Risk
Management Services presenting a report by Aberdeenshire Council’s Chief
Internal Auditor on the External Quality Assessment of Fife Council’s Audit
Services.

Decision

The Committee noted the content of the External Quality Assessment report,
submitted to Fife Council’s Standards, Audit and Risk Committee meeting on
25 May 2023.

RISK MANAGEMENT - QUARTERLY REVIEW

The Committee considered a report by the Head of Finance providing a quarterly
update on the 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 acknowledged the contents of the report; and

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

PENSIONS COMMITTEE WORK PROGRAMME

The Committee considered a report by the Head of Finance providing an
overview of the proposed agendas for future meetings of the Pensions Committee
and the annual cycle.

Decision
The Committee noted:-
(1)  the agenda planning document; and

(2) that Fife Pension Board would consider formalising a workplan for the
Board’s reporting structure, that could be fed into the Committee reporting
cycle.
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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 it involved the likely disclosure of exempt
information as defined in paragraph 6 of part 1 of schedule 7a of the Act.

59.

60.

COST TRANSPARENCY

The Committee considered a report by the Head of Finance, which
complemented the previous report considered at Paragraph 54 above — Cost
Transparency and CEM Benchmarking - and provided a more detailed analysis of
the Pension Fund Management Costs by providing a breakdown per manager.

Decision

The Committee:-

(1)  noted the contents of the report; and

(2)  noted the actions taken in respect of fees.
FIFE PENSION FUND INVESTMENT UPDATE

The Committee considered a report by the Head of Finance providing an
overview of the Fund’s investments and performance at 31 March 2023. A verbal
update highlighting any exceptional items following manager monitoring activity
was provided.

Decision
The Committee noted:-

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

(2) the value of the Fund’s assets on 31 March 2023 after returning 2.7% over
the quarter;

(3) that the Fund was making steady progress towards its target allocations;
and

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

The Committee adjourned at 11.40 am and reconvened at 11.50 am.

61.

FIFE PENSION FUND ACTUARIAL VALUATION 31 MARCH 2023 -
ASSUMPTIONS

The Committee considered a report by the Head of Finance outlining progress in
relation to the triennial actuarial valuation and provided the planned timeline to
ensure that the valuation was completed and agreed by the statutory deadline of
31 March 2024. The report also outlined work done on reviewing valuation
assumptions and the recommended approach to assumption setting.
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Decision
The Committee: -

(1) noted the work carried out in preparation for the actuarial valuation as at
31 March 2023; and

(2) agreed the recommended assumptions set out on page 3 of Appendix 1 to
the report, as listed below, which included an amendment to the
recommendation for the Assumption - Discount rate, to read — ‘in excess of
1.9% above the risk free rate’:-

Assumption Recommendation

Future Investment return Based on Hymans Robertson ESS model
updated to latest market condition

Discount rate In excess of 1.9% above the risk free rate

CPlI inflation Based on Hymans Robertson ESS model

Salary Increases Retain 0.5% above CPI

Baseline longevity Based on club vita analysis updated to

reflect non-COVID experience

Future improvements in longevity | Updated to CMI 2021 model with 10%
weight on 2020 & 2021 data with long term
improvement of 1.5%

Demographic assumptions Adopt Hymans proposed demographic
assumptions




Fife Pension Board Meeting

Minute of the hybrid meeting held on Friday 23 June, 2023, Committee Room 2, Floor 5,
Fife House, Glenrothes.

12.40 - 1.05 pm

PRESENT: Robert Graham, Union Rep (Chair); Councillors Tom Adams and

Lynn Ballantyne-Wardlaw, Fife Council Employer Reps; lan Dawson,
Union Rep; and Vicky Wyse, Fife Sports and Leisure Trust (FSLT)
Employer Rep.

ALSO Clare Scott, Independent Professional Observer (IPO) and
ATTENDING: Wendy MacGregor, Committee Officer, Legal and Democratic Services.
APOLOGIES Gail Dunn Fife College Employer Rep; Ross Hugh, Union Rep

FOR ABSENCE: (Secretary) and Colin Paterson, Union Rep.

-_—

DECLARATIONS OF INTEREST

No declarations of interest were submitted.
LGPS COMMITTEE DECISIONS

The Board:-

(1)  agreed that they were content with decisions made at the Pensions Committee
meeting on 23 June 2023, and

(2) there were no decisions that would require to be reviewed.

MINUTE OF THE PENSIONS COMMITTEE 28 MARCH 2023

The Board noted the minute was approved.

MINUTE OF THE PENSIONS BOARD 28 MARCH 2023

The Board noted:-

(1)  that matters arising from the minute would be followed up by Committee;

(2) investment and fiduciary requirements, interest in how these will pull through; and

(3) inregard to para 6(a), any suggestions for avenues in which the Pension Fund
could invest locally, preferably within Fife, should be submitted to the Head of
Finance, with the caveat that the investment must be able to generate a return.

UPDATE ON 2022/23 FIFE PENSION FUND INTERNAL AUDIT PLAN AND 2022/23
ISSUED AUDIT REPORTS

The Board noted the 2022/23 Internal Audit Plan and 2022/23 Issued Audit reports and
had no further comments.

COST TRANSPARENCY AND CEM BENCHMARKING

The Board noted the report and agreed that it would be beneficial to receive detail
relating to asset class for reference, detailed in forthcoming reports.

PENSION FUND TRAINING AND DEVELOPMENT
The Board advised they were content with the training review and noted:-

(1)  the requirement for members to complete 14 hours of training per annum;
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1.

12.

(2)  arequest from Robert Graham, Chair, for members to commit to complete 14
hours of training in the near future;

(3) members could contact Clare Scott, IPO prior to Pensions Committee meetings to
discuss any matters requiring clarity or for further advice; and

(4) any training requirements identified and deemed appropriate would be considered
and should be discussed with the Robert Graham, Chair.

EXTERNAL QUALITY ASSESSMENT (EQA) OF FIFE COUNCIL'S AUDIT SERVICES
The Board noted the report and had not further comments.

RISK MANAGEMENT - QUARTERLY REVIEW

The Board:-

(1)  acknowledged the contents of the report;

(2) were satisfied to learn that there had been no previous major breaches relating to
cyber security incidents and were content with the procedures and processes
being implemented to reduce the risks to cyber security on Council systems;

(3) agreed with the comments from the meeting, that targets should be achievable;

(4) noted that targets would be reviewed as part of the internal audit process; and

(5)  were satisfied that processes would be documented to ensure business continuity.

PENSIONS COMMITTEE WORK PROGRAMME
The Board
(1)  noted the Committee reporting workplan; and

(2) agreed to consider the introduction of a workplan for the Board that would feed in
to the Committee reporting cycle.

COST TRANSPARENCY (CONFIDENTIAL REPORT)
The Board:-
(1)  noted the content of the report; and

(2)  welcomed that complex detailed information would be simplified for easier
understanding.

FIFE PENSION FUND INVESTMENT UPDATE (CONFIDENTIAL REPORT)
The Board:-
(1)  noted the content of the report; and

(2) raised a concern on new areas of investment and how Local companies or
projects interesting in investing in the Pension fund, would be governed? Clarity
would be required from the Head of Finance as to whether this would be managed
by the Investment Strategy.

10
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14.

FIFE PENSION FUND ACTUARIAL VALUATION 31 MARCH 2023 — ASSUMPTIONS
(CONFIDENTIAL REPORT)

The Board:-

(1)  noted the work carried out in preparation for the actuarial valuation as at 31 March
2023; and

(2) agreed with the recommended assumptions, approved by the Committee.
ANY OTHER BUSINESS
The Board:-

(1) noted that an Appointment process and Conflict of interest policy for Fife Pension
Board were being considered by Officers and that the Board and Clare Scott (IPO)
would receive the draft documents for comments;

(2) agreed to prepare and submit an annual report for the Fife Pension Board in 2024;
and

(3) noted Clare Scott (IPO) would circulate Pension Board Annual Reports from other
Local Authorities for reference.

11
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THE FIFE COUNCIL - PENSIONS COMMITTEE - BLENDED MEETING

Committee Room 2, Floor 5, Fife House, North Street, Glenrothes.

30 June 2023

PRESENT: Committee - Councillors Dave Dempsey (Convener), David Alexander,

Lynn Mowatt, Sarah Neal, Gordon Pryde and Jonny Tepp.

Fife Pension Board - Gail Dunn, Robert Graham, Ross Hugh and
Vicki Wyse.

ATTENDING: Eileen Rowand, Executive Director — Finance and Corporate Services;

Elaine Muir, Head of Finance; Laura Robertson, Finance Operations
Manager; Pamela Redpath, Service Manager - Audit and Risk
Management Services; Anne Bence, Accountant;

Helena Couperwhite, Service Manager - Committee Services and
Wendy MacGregor, Committee Officer, Legal and Democratic

Services.
ALSO Nick Bennett, Engagement Lead, Azets and Albert Chen, Portfolio
ATTENDING: Manager, Lothian Pension Fund.

APOLOGIES FOR Committee — Councillors Colin Davidson, Sean Dillon and
ABSENCE: Nicola Patrick.

62.

63.

64.

Fife Pension Board - Councillors Tom Adams and Lynn Ballantyne-
Wardlaw, lan Dawson and Colin Paterson.

DECLARATIONS OF INTEREST
No declarations of interest were submitted in terms of Standing Order No.22.
2022/23 INTERNAL AUDIT ANNUAL REPORT

The Committee considered a report by the Service Manager, Audit and Risk
Management Services providing an independent annual internal audit opinion on
the overall adequacy and effectiveness of the organisation’s governance, risk
management and control framework, including a summary of the key activities of
Audit Services during the period from which the opinion was derived.

Decision
The Committee noted the contents of the report.
ANNUAL GOVERNANCE STATEMENT

The Committee considered a report by the Chief Executive presenting the
Pension Fund Annual Governance Statement for inclusion in the Pension Fund
Annual Report and the annual accounts. The report also included background
detail on the processes adopted in preparation of the Pension Fund Annual
Governance Statement, the Governance Statement was appended to the report
for approval.

2.00 pm - 3.20 pm

12
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Decision
The Committee:-
(1)  noted the contents of the report; and

(2)  approved the draft Pension Fund Governance Statement, attached as an
appendix to the report.

FIFE PENSION FUND DRAFT ANNUAL REPORT AND ACCOUNTS

The Committee considered a report by the Executive Director, Finance and
Corporate Services presenting the unaudited Annual Report and Accounts for Fife
Pension Fund for the financial year 2022 to 2023.

Decision
The Committee:-

(1) considered and noted the unaudited Annual Report and Accounts for Fife
Pension Fund for the financial year 2022-23;

(2) commended the Head of Finance and staff across the Finance Service, for
their contribution and input during a challenging period and for the timeous
production of the Draft Fife Pension Fund Accounts.

2023/24 INTERNAL AUDIT PLAN

The Committee considered a report by the Service Manager, Audit and Risk
Management Services presenting the Fife Pension Fund’s Internal Audit Plan for
the 2023/24 financial year.

Decision

The Committee approved the 2023/24 Internal Audit Plan as detailed at
Appendix A to the report.

PENSION ADMINISTRATION - PERFORMANCE MONITORING REPORT

The Committee considered a report by the Head of Finance providing monitoring
information on the performance of the Pensions Administration Team including an
update on other activities undertaken by the team over the quarter to 31 March
2023.

Decision
The Committee:-

(1) acknowledged the level of quarterly performance relative to the target and
to the same quarter of the previous year;

(2) noted the range of additional activities carried out by the team over the last
quarter; and

(3) approved the proposed set of Key Performance Indicators (KPIs) which
would be presented for 2023-24, as detailed at Appendix B to the report.

13



Pensions Committee

28 September 2023
Agenda Item No. 5

Fife Pension Fund - Final Outturn 2022-23

Report by: Elaine Muir, Head of Finance

Wards Affected: N/A

Purpose

The purpose of this report is to provide the committee with details of the final outturn
position of the Pension Fund for 2022-23.

Recommendation(s)

The committee is asked to:-

e Note the final outturn for 2022-23

Resource Implications

Throughout 2022-23, the fund remained cash-flow positive from activities dealing with
members with a net addition of £18.610m experienced. The fund experienced a net
addition of £0.996m as management expenses were lower than the net addition from

dealing with members. The fund experienced a decrease in value of £111.189m due
to changes in market conditions.

Legal & Risk Implications

There are no direct legal implications arising from this report.

Impact Assessment

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

Consultation

None

14



1.0

Background

1.1

1.2

2.0

The report presents the final outturn position for 2022-23 for the Pension Fund,
provides commentary on the budget compared to the position for the year and analysis
of significant variances. The outturn position is extracted from the Annual Report and
Accounts which are subject to a separate report on this agenda.

The report is intended to present the revenue account of the fund, however, it should
be noted that some items of income and expenditure are exceptionally difficult to
predict and therefore some of the variances are out with the control and influence of
the Pension Fund.

Final Outturn 2022-23

2.1

2.2

2.3

2.4

2.5

2.6

Appendix 1 details the 2022-23 final outturn compared to budget estimates. The
appendix shows a net decrease in the Fund of £111.189m, an adverse variance from
budget of £265.349m. Some of the main issues which contribute to this variance are
detailed below.

Contributions received from Employers / Employees

Contributions received were greater than budgeted by £5.276m. The budget was
estimated based on the contributions received as at the end of June 2022. The budget
also reflected an estimated pay increase of 2.5%, however, the pay award for the main
employer in the fund settled at an average increase of 6.91%, which results in an
increased level of contributions made to the Fund. Further, the additional contributions
from Employers in the year is £2.460m less than budget. These contributions vary
year on year and are dependent on the number of retirements which result in a strain
on the fund which required to be reimbursed.

Pension Payments

Pension Payments in the year were also greater than budget by £0.928m. As with the
contributions budget, this budget was set using the pensions paid as at the end of
June 2022 but variations in the number of people retiring and level of payments during
the year has resulted in this variance.

Pension Lump Sum Benefits

Lump Sum Benefits were greater than budgeted levels by £2.207m. This budget is
included as a guide to members of the likely costs and is based on previous year trend
analysis. The actual costs incurred are dependent on the circumstances of each
individual employee. The costs being greater than budget are consistent with
increased level of pensions payments.

Transfers to and from other Schemes

Transfers to other Schemes are lower than budgeted by £2.150m. These budgets are
very difficult to predict with any accuracy, and again are included as a guide based the
fund experience in previous years. There have been no significant transfers in 2022-
23.

Administrative Costs
Overall, there is a slight overspend on Administrative Costs of £0.069m because of an
increased level of pay award for staff compared to that included in the budget.

15



2.7

2.8

2.9

2.10

Oversight and Governance Costs
There is a slight underspend in this area of £0.129m, because of a reduced level of
costs being charged by advisers compared to the budgeted level.

Investment Management Expenses
These costs have been subdivided into 4 parts: -

Management Fees
Performance Related Fees
Custody Fees

Transaction Costs

Both management fees and performance related fees are linked to market values and
increase or decrease in line with the investment returns, therefore the budget was
based on previous years trends coupled with information contained in Cost
Transparency templates.

For the financial year 2022-23 Management fees are greater than the budgeted level
by £3.374m. There has been an increase in the number of cost transparency
templates from fund managers submitted which in turns means there is improved
disclosure, and these have been accounted for in the correct place. Therefore, the
actual costs present a more reflective picture than the budget resulting in an
overspend.

The Transaction costs are less than originally anticipated. These costs vary from
portfolio to portfolio depending on the type of investment managed. In line with the
current investment strategy, there has been disinvestment from some portfolios which
has resulted in a reduction of costs in 2022-23.

Where appropriate fees incurred by the Pension Fund are agreed with fund managers
when signing up to new mandates and these are documented in Investment
Management Agreements.

Investment Income

There is a significantly favourable variance in terms of Investment Income of
£19.196m. This is in the main because of increased investment in the real asset policy
group which generates increased returns and distributions. Further the increased level
of interest earned on cash has also contributed to the variance.

Net Returns on Investment

This heading represents the profit and losses on disposal of investment and changes
in the market value of investments. This is dependent largely on the performance of
financial markets and it is impossible to budget accurately. The value of the fund’s
holdings decreased by £157.042m resulting in an overall net decrease on investments
of £112.185m compared to a budget return of £152.960m.

The reason for the negative return is as a reduction in market value of £271.295m
partially offset by profits on disposals of investments of £114.252m

16



3.0 Conclusions

3.1 The outturn for 2022-23 shows net increase to the fund of £0.996m from the dealings
with members and a net decrease on investments of £112.185m, resulting in a
provisional net decrease in the value of the Fund of £111.189m.

List of Appendices
1. Appendix 1 — 2022-23 Final Outturn

Background Papers
No background papers were relied on in the preparation of this report in terms of the Local
Government (Scotland) Act, 1973.

Report Contact

Author Name Laura Robertson

Author’s Job Title  Finance Operations Manager
Workplace Fife House

Telephone: 03451 55 55 55 Ext No 450552
Email — laurac.robertson@fife.gov.uk
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Fife Pension Fund
2022-23 Final Outturn

Dealings with members, employers and others directly involved in
the fund

Contributions Received

Additional Contributions from Employers

Transfers from Other Schemes

Pension Payments

Lump Sum Benefits

Refund of Contributions
State Premium Schemes
Transfers to Other Schemes

Net (additions)/withdrawals from dealings with members

Administrative Costs
Support Service Costs
Interest Paid on Benefits
Income Tax on Contributions and Benefits
Other Administrative Costs
Oversight and Governance Costs
Actuarial Fees
External Audit Fees
Hermes Equity Ownership Fees
Investment Consultant Fees
Other Oversight and Governance Fees
Investment Management Expenses:-
Management Fees
Performance Related Fees
Custody Fees
Transaction Costs

Net (additions)/withdrawals including fund management expenses

from dealing with members

Returns on investments

Investment Income

Taxes on income

(Profit) and losses on disposal of investments and changes in the
market value of investments

Net return on investments

Net (increase)/decrease in the net assets available for benefits
during the year

Opening net assets of the scheme at 1 April 2022
Net (increase)/decrease in the Fund
Closing net assets of the scheme at 31 March 2020

Note 1
The Profit and losses on disposal of investments and changes in the
market vale of investments is subdivided as follows:

(Profit) or Loss on the disposal of investments
Changes in Market Value

Appendix 1

2022-23 2022-23 Final 2022-23
Note Budget Outturn Variance

£m £m £m
(112.720) (117.996) (5.276)
(2.810) (0.350) 2.460
(2.660) (1.867) 0.793
(118.190) (120.213) (2.023)
75.500 76.428 0.928
20.340 22.547 2.207
0.230 0.316 0.086
0.010 0.003 (0.007)
4.460 2.310 (2.150)
100.540 101.603 1.063
(17.650) (18.610) (0.960)
1.710 1.775 0.065
0.020 0.059 0.039
0.110 0.084 (0.026)
0.010 0.001 (0.009)
0.150 0.088 (0.062)
0.040 0.040 0.000
0.090 0.090 0.000
0.260 0.193 (0.067)
0.080 0.080 0.000
8.650 12.024 3.374
0.880 0.915 0.035
0.110 0.175 0.065
4.340 2.094 (2.246)
(1.200) (0.996) 0.204
(26.090) (45.286) (19.196)
0.230 0.429 0.199
1 (127.100) 157.042 284.142
(152.960) 112.185 265.145
(154.160) 111.189 265.349

3,5631.319 3,5631.319
(154.160) 111.189 265.349
3,377.159 3,642.508 265.349

£m

(114.252)

271.295

157.043



Pensions Committee

28 September 2023
Agenda Item No. 6

Fife Pension Fund - Annual Audit Report and
Audited Accounts

Report by: Elaine Muir, Head of Finance
Wards Affected: All

Purpose

This report contains the Audited Accounts for Fife Pension Fund for 2022-23, as well
as the Annual Audit Report. This report also provides a brief response to the External
Auditor’s report to the Pensions Committee and the Controller of Audit.

Recommendation

It is recommended that Members approve the Audited Accounts for signature and
note the positive report by Azets, the Council’'s and Fund’s External Auditors, and
the management response.

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.

1.2.

2.0

The Local Authority Accounts (Scotland) Regulations 2014 require the audited
accounts to be submitted to Committee whose remit includes audit or governance
functions, for approval for signature. Once the accounts are approved the statements
which form part of the Annual Report and Accounts are then signed. In consider the
accounts the Committee must consider a report by the appointed auditor.

The Council’s External Auditor requires to communicate matters relating to the audit
of the Financial Statements to those charged with governance of the organisation.
The appropriate committee to consider governance within Fife Council is the
Pensions Committee.

Issues

2.1

2.2

2.3

24

2.5

2.6

2.7

2.8

Fife Pension Fund has a good record of delivering Financial Statements which the
Council’s External Auditor agrees give a true and fair view of the Pension Fund’s
financial position. This year is no exception and in overall terms the audit report is
positive, particularly considering the challenging circumstances in which the Fund
has operated.

The auditor’s opinion in relation to the financial statements is unqualified and this
means the auditor has concluded that the accounts give a true and fair view of the
financial position of the Fife Pension Fund, its assets and liabilities, for the year
ended 31 March 2023 and that the accounts have been properly prepared in
accordance with relevant legislation and accounting regulations. The auditor found
no material weaknesses in the accounting and internal control systems.

The auditor has identified no issues in relation to the Financial Statements in
relation to unadjusted misstatements.

The auditor has made a total of two recommendations in respect of working papers
used in preparation of the annual accounts and assurance reports on controls at a
service organisation. Both these recommendations are graded medium.

In respect of working papers, the auditor has recommended that officers provide a
greater degree of challenge of the information prepared by Northern Trust. This is
accepted and will be actioned for future year end accounts processes.

As regards assurance reports, the auditor has recommended that these are sought
from the software supplier, Heywood Pension Technologies. Officers have
accepted this recommendation and intend to extend their requests for assurance to
include internal control reports.

There are 5 brought forward recommendations of which 3 are complete. Two
remain ongoing and are being addressed.

Officers have provided responses including timeframes to the recommendations
made.

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

3.1 In overall terms the audit report is very positive, and the audit opinion is unqualified.
Preparation of the Annual Report and Accounts is one of the key outputs for the
Finance and Corporate Services Directorate.

3.2 | wish to record my thanks to staff across the Council who have contributed to this
process, with particular thanks to both the Pensions Investment and Pensions
Administration teams. My thanks also go to Azets staff for their contribution to the
process and for their willingness to work in partnership with Fife Council.

Report Contact
Elaine Muir
Head of Finance
Fife House

Email: elaine.muir@fife.gov.uk

Documents attached:
ISA 580 Covering Letter Fife Pension Fund

Fife Pension Fund Annual Audit Report 2022-23
Fife Pension Fund Annual Report and Accounts 2022-23

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

C OU N C T L

Azets Audit Services
Exchange Place 3
Semple Street

Head of Finance

Edinburgh
EH3 8BL elaine.muir@fife.gov.uk
21t September, 2023
Dear Sirs

Fife Pension Fund
Financial Statements for the year ended 31 March 2023

This representation letter is provided for the purpose of expressing an opinion as to whether
Fife Pension Fund’s (the Fund) financial statements present a true and fair view, in all
material respects, in accordance with applicable law and UK adopted international
accounting standards, as interpreted and adapted by the Code of Practice on Local Authority
Accounting in the United Kingdom 2022/23 (the 2022/23 Code).

| confirm that to the best of my knowledge and belief having made such inquiries as |
considered necessary for the purpose of appropriately informing myself:

Financial Statements
i. | have fulfilled my responsibilities for the preparation of the Fund’s financial
statements in accordance with applicable law and UK adopted international
accounting standards, as interpreted and adapted by the Code of Practice on
Local Authority Accounting in the United Kingdom 2022/23 (the 2022/23 Code),
for being satisfied that they give a true and fair view and for making accurate
representations to you.

ii. | have complied with the requirements of all statutory directions affecting the
Fund and these matters have been appropriately reflected and disclosed in the
financial statements.

iii. The financial statements are free of material misstatements, including omissions.

iv. The Fund has complied with all aspects of contractual agreements that could
have a material effect on the financial statements in the event of non-compliance.
There has been no non-compliance with requirements of any regulatory
authorities that could have a material effect on the financial statements in the
event of non-compliance.

Fife House, North Street, Glenrothes, Fife, KY7 5LT
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Vi.

Vii.

viii.

Xi.

Xii.

| acknowledge my responsibility for the design, implementation and maintenance
of internal control to prevent and detect fraud and error, and | believe that | have
appropriately fulfilled these responsibilities.

The methods, data and significant assumptions used by us in making accounting
estimates, including those measured at fair value, are appropriate to achieve
recognition, measurement and disclosure that is reasonable in the context of the
applicable financial reporting framework. | am satisfied that the material
judgements used in the preparation of the financial statements are soundly based,
in accordance with the Code and adequately disclosed in the financial statements.

| have no plans or intentions that may materially alter the carrying value and, where
relevant, the fair value measurements or classification of assets and liabilities as
at 31 March 2023 reflected in the financial statements.

Except as disclosed in the financial statements:

a. there are no unrecorded liabilities, actual or contingent

b. none of the assets of the Fund has been assigned, pledged or mortgaged

c. there are no material prior year charges or credits, nor exceptional or non-
recurring items requiring separate disclosure.

Related party relationships and transactions have been appropriately accounted
for and disclosed in accordance with the requirements of applicable law and
accounting standards.

All events subsequent to the date of the financial statements and which require
adjustment or disclosure have been adjusted or disclosed.

Actual or possible litigation and claims have been accounted for and disclosed in
accordance with the requirements of UK adopted international accounting
standards, and as interpreted and adapted by the Code.

| believe that the Fund’s financial statements should be prepared on a going
concern basis. | do not expect the Fund to demise in its current organisational
form; however, my basis for going concern acknowledges that if that situation
arose the services would be transferred to another body. | believe that no further
disclosures relating to the Fund’s ability to continue as a going concern need to be
made in the financial statements.

Information Provided

Xiv.

| have provided you with:

a. access to all information of which | am aware that is relevant to the
preparation of the Fund’s financial statements such as accounting records,
and all other records requested;

b. additional information that you have requested from us for the purpose of
your audit; and
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XV.

XVi.

XVii.

XViii.

XiX.

XX.

XXi.

XXii.

XXiii.

c. unrestricted access to persons within the Fund (via remote arrangements
where necessary), from whom you determined it necessary to obtain audit
evidence.

| have communicated to you all deficiencies in internal control of which
management is aware.

All transactions undertaken by the Fund have been recorded in the accounting
records and are properly reflected in the financial statements.

| have disclosed to you the results of my assessment of the risk that the financial
statements may be materially misstated as a result of fraud.

| have disclosed to you all information in relation to known fraud or suspected
fraud that | am aware of and that affects the Fund and involves:

a. management;

b. employees who have significant roles in internal control; or

c. others where the fraud could have a material effect on the financial
statements.

| have disclosed to you all information in relation to instances of, or allegations of
fraud, or suspected fraud, affecting the financial statements communicated by
employees, former employees, analysts, regulators or others.

| have disclosed to you all known instances of non-compliance or suspected non-
compliance with laws and regulations whose effects should be considered when
preparing financial statements.

| have disclosed to you the identity of the Fund’s related parties and all the
related party relationships and transactions of which | am aware.

| have disclosed to you all known actual or possible litigation and claims whose
effects should be considered when preparing the financial statements.

| acknowledge our legal responsibilities regarding disclosure of information to you
as auditors and confirm that so far as | am aware, there is no relevant audit
information needed by you in connection with preparing your audit report of
which you are unaware. | have taken all the steps that | ought to have taken in
order to make myself aware of any relevant audit information and to establish
that you are aware of that information.

Management Commentary

XXiV.

The disclosures within the Management Commentary fairly reflect my
understanding of the Fund’s financial and operating performance over the period
covered by the financial statements.
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Annual Governance Statement
xxv. | am satisfied that the Annual Governance Statement (AGS) fairly reflects the
Fund’s risk assurance and governance framework and | confirm that | am not
aware of any significant risks or weaknesses in governance or internal control
that are not disclosed within the AGS.

Governance Compliance Statement
xxvi. | am satisfied that the Governance Compliance Statement fairly reflects the
Fund’s compliance with best practice guidance issued by Scottish Ministers.

Yours faithfully

Name: Eileen Rowand

Position: Executive Director Finance and Corporate Services

25



Fife Pension Fund

2022/23 Annual Audit Report to the
Members of the Pensions Committee and

the Controller of Audit
September 2023
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Fife Pension Fund: 2022/23 Annual Audit Report to the Members of
the Pensions Committee and the Controller of Audit

Key messages

Financial statements audit

Audit
opinion

Our independent auditor’s report is unqualified in all regards.
This is however subject to completion of the following audit work:
¢ benefits payable testing

e journals testing

Key audit
findings

We have obtained adequate evidence in relation to the key audit
risks identified in our audit plan.

We are satisfied with the appropriateness of the accounting
estimates and judgements used in the preparation of the financial
statements.

The accounting policies used to prepare the financial statements
are considered appropriate.

All material disclosures required by relevant legislation and
applicable accounting standards have been made appropriately.

Fife Council, as Administering Authority, had appropriate
administrative processes in place to prepare the annual report and
accounts and the required supporting working papers.

Audit
adjustments

One adjustment was made to the unaudited financial statements.
This adjustment was following receipt of updated information on
investment management expenses. This adjustment did not impact
on the reported closing net assets of the scheme.

No unadjusted differences were identified.

Some disclosure and presentational adjustments were made to the
unaudited annual report and accounts.
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Accounting
systems
and internal
controls

We have applied a risk-based methodology to the audit. This
approach requires us to document, evaluate and assess the Fund’s
processes and internal controls relating to the financial reporting
process.

Our audit is not designed to test all internal controls or identify all
areas of control weakness. However, where, as part of our testing,
we identify any control weaknesses, we include these in this report.
No material weaknesses or significant deficiencies were noted.
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Wider scope

Financial Management

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

Auditor judgement

Effective and appropriate
arrangements are in place

Fife Pension Fund has effective arrangements for
financial management and the use of resources.

In 2022/23, the value of the Fund’s net assets
decreased to £3.420billion; a decrease of £111million
on 2021/22. The most significant impact on the
outturn position was due to the changes in market
value of investments.

Financial sustainability

Financial sustainability looks
forward to the medium and
longer term to consider
whether the Fund is
planning effectively to
continue to deliver its
services and the way in
which they should be
delivered.

Auditor judgement

Risks exist to the achievement of
operational objectives

Fife Pension Fund has appropriate arrangements in
place to ensure ongoing financial sustainability.

Over the coming year, two significant pieces of work
will be carried out. The Fund will be working on the
valuation process and the results throughout the
calendar year. The work on the valuation will be
carried out in tandem, alongside the Investment
Strategy, as there are synergies between the two.

It is anticipated that the funding level of the Fund will
be higher than reported at the 31 March 2020 funding
valuation due partly to the significant rise in interest
rates which reduces the value placed on the Fund’s
liabilities.
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Vision, Leadership and
Governance

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

Auditor judgement

Effective and appropriate
arrangements are in place

Governance arrangements throughout the year were
found to be satisfactory and appropriate. We are
satisfied that the Pension Board and Pensions
Committee continued to receive sufficient and
appropriate information throughout the period to
support effective and timely scrutiny and challenge.

Use of Resources to
Improve Outcomes

Audited bodies need to
make best use of their
resources to meet stated
outcomes and improvement
objectives, through effective
planning and working with
strategic partners and
communities. This includes
demonstrating economy,
efficiency, and effectiveness
through the use of financial
and other resources and
reporting performance
against outcomes.

Auditor judgement

Effective and appropriate
arrangements are in place

The Fund has appropriate performance management
processes in place that support the achievement of
value for money in the use of resources.

Annual investment performance to March 2023 was
weaker than in previous year. Performance, however,
was above the benchmark. Longer term returns over
3 and 5 years demonstrate that the Fund has

outperformed its benchmark over longer time periods.
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Definition

We use the following gradings to provide an overall assessment of the arrangements
in place as they relate to the wider scope areas. The text provides a guide to the key

criteria we use in the assessment, although not all of the criteria may exist in every
case.

There is a fundamental absence or failure of arrangements
There is no evidence to support necessary improvement

Substantial unmitigated risks affect achievement of corporate
objectives.

Arrangements are inadequate or ineffective
Pace and depth of improvement is slow

Significant unmitigated risks affect the achievement of
corporate objectives

No major weaknesses in arrangements but scope for
improvement exists

Pace and depth of improvement are adequate
Risks exist to the achievement of operational objectives

o

Effective and appropriate arrangements are in place
Pace and depth of improvement are effective
Risks to the achievement of objectives are managed
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Introduction

The annual audit comprises the audit of the annual report and accounts, and the
wider-scope audit responsibilities set out in the Code of Audit Practice.

We outlined the scope of our audit in our External Audit Plan, which we presented to
the Pensions Committee at the outset of our audit. We have not made any
subsequent changes to the risks outlined in that plan.

Responsibilities

The Fund is responsible for preparing its annual report and accounts, including
financial statements which show a true and fair view, and for implementing
appropriate internal control systems. The weaknesses or risks identified in this report
are only those that have come to our attention during our normal audit work and may
not be all that exist. Communication in this report of matters arising from the audit or
of risks or weaknesses does not absolve management from its responsibility to
address the issues raised and to maintain an adequate system of control.

We do not accept any responsibility for any loss occasioned to any third party acting,
or refraining from acting on, the basis of the content of this report, as this report was
not prepared for, nor intended for, any other purpose.

We would like to thank all management and staff for their co-operation and
assistance during our audit.

Auditor independence

International Standards on Auditing in the UK (ISAs (UK)) require us to communicate
on a timely basis all facts and matters that may have a bearing on our
independence.

We confirm that we complied with the Financial Reporting Council’s (FRC) Ethical
Standard. In our professional judgement, we remained independent, and our
objectivity has not been compromised in any way.

We set out in Appendix 1 our assessment and confirmation of independence.

Adding value

All of our clients quite rightly demand of us a positive contribution to meeting their
ever-changing business needs. We add value by being constructive and forward
looking, by identifying areas of improvement and by recommending and encouraging
good practice. In this way we aim to promote improved standards of governance,
better management and decision making and more effective use of public money.
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Any comments you may have on the service we provide would be greatly
appreciated. Comments can be reported directly to any member of your audit team.

Openness and transparency

This report will be published on Audit Scotland’s website www.audit-scotland.gov.uk.
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Fife Pension Fund: 2022/23 Annual Audit Report to the Members of

the Pensions Committee and the Controller of Audit

Annual report and accounts

audit

Our audit opinion

Opinion Basis for opinion Conclusions
Financial We conduct our audit in The annual report and accounts
statements accordance with applicable  are due to be considered and

law and International
Standards on Auditing.

Our findings / conclusions to
inform our opinion are set
out in this section of our
annual report.

approved by the Pensions
Committee on 28 September
2023.

Our independent auditor’s report
is unqualified in all regards.

One adjustment was made to the
unaudited financial statements.
This adjustment was following
receipt of updated information on
investment management
expenses. This adjustment did
not impact on the reported
closing net assets of the scheme.

We received the unaudited
annual report and accounts and
supporting papers of a good
standard in line with our audit
timetable. Further information
and revisions were provided
promptly where required.

Our thanks go to the Fife Council
staff for their assistance with our
work.

10
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Opinion

Basis for opinion

Conclusions

Going concern

When assessing whether

We reviewed the financial

basis of the going concern basis of  forecasts for 2023/24. Our
accounting accounting is appropriate, understanding of the legislative
the anticipated provision of  framework and activities
services is more relevantto  undertaken provides us with
the assessment than the sufficient assurance that the
continued existence of a Fund will continue to operate for
particular public body. at least 12 months from the
We assess whether there signing Qatg. Ogr audit opinion is
. . unqualified in this respect.
are plans to discontinue or
privatise the Fund’s
functions.
Our wider scope audit work
considers the financial
sustainability of the Fund.
Opinions We plan and perform audit We have concluded that:

prescribed by
the Accounts
Commission:

Management
Commentary

Annual
Governance
Statement

Governance
Compliance
Statement

procedures to gain
assurance that the
Management Commentary,
Annual Governance
Statement and the
Governance Compliance
Statement are prepared in
accordance with:

o statutory guidance
issued under the Local
Government in Scotland
Act 2003 (Management
Commentary);

e the Delivering Good
Governance in Local
Government: Framework
(Annual Governance
Statement); and

e The Local Government
Pension Scheme
(Scotland) Regulations

e the information given in the
Management Commentary is
consistent with the financial
statements and has been
prepared in accordance with
relevant statutory guidance.

e the information given in the
Annual Governance
Statement is consistent with
the financial statements and
has been prepared in
accordance with the
Delivering Good Governance
in Local Government:
Framework.

the information given in the
Governance Compliance
Statement is consistent with
the financial statements and
that report has been prepared
in accordance with The Local

11
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Opinion Basis for opinion Conclusions
2018 (Governance Government Pension Scheme
Compliance Statement) (Scotland) Regulations 2018.

Matters reported We are required to report on We have no matters to report.
by exception whether:

e adequate accounting
records have not been
kept; or

¢ the financial statements
are not in agreement
with the accounting
records; or

e we have not received all
the information and
explanations we require
for our audit.

An overview of the scope of our audit

The scope of our audit was detailed in our External Audit Plan, which was presented
to the Pensions Committee in March 2023. The plan explained that we follow a risk-
based approach to audit planning that reflects our overall assessment of the relevant
risks that apply to the Fund. This ensures that our audit focuses on the areas of
highest risk (the significant risk areas). Planning is a continuous process, and our
audit plan is subject to review during the course of the audit to take account of
developments that arise.

In our audit, we test and examine information using sampling and other audit
techniques, to the extent we consider necessary to provide a reasonable basis for us
to draw conclusions. We obtain evidence through performing a review of the
significant accounting systems, substantive procedures and detailed analytical
procedures.

Significant risk areas and key audit matters

Significant risks are defined by auditing standards as risks that, in the judgement of
the auditor, require special audit consideration. In identifying risks, we consider the
nature of the risk, the potential magnitude of misstatement, and its likelihood.
Significant risks are those risks that have a higher risk of material misstatement.
Audit procedures were designed to mitigate these risks.

12
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As required by the Code of Audit Practice and the planning guidance issued by Audit
Scotland, we consider the significant risks for the audit that had the greatest effect
on our audit strategy, the allocation of resources in the audit and directing the efforts
of the audit team (the ‘Key Audit Matters’), as detailed in the tables below.

Our audit procedures relating to these matters were designed in the context of our
audit of the financial statements as a whole, and not to express an opinion on
individual accounts or disclosures.

Our opinion on the financial statements is not modified with respect to any of the
risks described below.

Significant risks at the financial statement level

These risks are considered to have a pervasive impact on the financial statements
as a whole and potentially affect many assertions for classes of transaction, account
balances and disclosures.

Risk area Management override of controls

Management of any entity is in a unique position to
perpetrate fraud because of their ability to manipulate
accounting records and prepare fraudulent financial
statements by overriding controls that otherwise appear to
be operating effectively.

Although the level of risk will vary from entity to entity, this
risk is nevertheless present in all entities. Due to the
unpredictable way in which such override could occur, it is
a risk of material misstatement due to fraud and thus a
significant risk on all audits.

Significant risk
description

This was considered to be a significant risk and Key Audit
Matter for the audit.

Inherent risk of material misstatement: Very High

Key judgement

There is the potential for management to use their
How the scope of judgement to influence the financial statements as well as

our audit responded | the potential to override controls for specific transactions.

:?s:(he significant Audit procedures

e Documenting our understanding of the journals posting
process and evaluating the design effectiveness of

management controls over journals.

13
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Risk area

Management override of controls

e Analysing the journals listing and determining criteria
for selecting high risk and / or unusual journals.

e Testing high risk and / or unusual journals posted
during the year and after the unaudited annual
accounts stage back to supporting documentation for
appropriateness, corroboration and appropriate
processing in line with the Fund’s journals policy.

e Gaining an understanding of the accounting estimates
and critical judgements made by management. We
challenged key assumptions and considered the
reasonableness and indicators of management bias
which could result in material misstatement due to
fraud.

e Evaluating the rationale for any changes in accounting
policies, estimates or significant unusual transactions.

Key observations

We did not identify any indication of management override
of controls from our audit work. We did not identify any
areas of bias in key judgements made by management.
Key judgements were consistent with prior years.

14
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Significant risks at the assertion level for classes of transaction,
account balances and disclosures

Key risk area

Fraud in revenue recognition

Significant risk
description

Material misstatement due to fraudulent financial reporting
relating to revenue recognition is a presumed inherent risk
on every audit unless it can be rebutted.

The presumption is that the Fund could adopt accounting
policies or recognise income in such a way as to lead to a
material misstatement in the reported financial position.

Income recognised in the Fund’s accounts relates to
contributions received from member bodies and transfers in
from other pension funds. Given the nature of this income
we rebutted this risk.

Key risk area

Fraud in non-pay expenditure

Significant risk
description

As most public sector bodies are net expenditure bodies,
the risk of fraud is also present in relation to expenditure.
There is a risk that expenditure may be materially
misstated in the financial statements.

Expenditure recognised in the Fund’s accounts relates to
benefits payable, payments to and on account of leavers
and management expenses. We have assessed benefits
payable to be the Fund’s only material expenditure stream.

We perform separate tailored testing on benefits payable
and therefore rebutted this risk.

15
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Key risk area

Investment valuations (key accounting estimate)

Significant risk
description

The Funds held net investments of £3.534billion as at 31
March 2022, of which 45% (£1.595billion) were classified
as level 2 or level 3 financial instruments, meaning the
valuation was not based on unadjusted quoted prices in
active markets.

Judgements are taken by the Investment Managers to
value those investments whose prices are not publicly
available. Investments of this nature are complex, difficult
to value and include a significant degree of judgement from
the investment manager. The material nature of this
balance means that any error in judgement could result in
a material valuation error.

Inherent risk of material misstatement:

Investments (valuation, existence): High

How the scope of
our audit
responded to the
significant risk

Key judgements

There is the potential for management to use their
judgement to influence the values within the financial
statements.

Audit procedures

e Evaluated management processes and assumptions for
the calculation of the estimates, the instructions issued
to the fund managers and the scope of their work.

e Evaluated the competence, capabilities and objectivity
of the fund managers.

e Considered the basis on which the valuation is carried
out and the challenge in the key assumptions applied.

e Tested the information used by the fund managers to
ensure it is complete and consistent with our
understanding.

e Ensured that the year end valuations have been
reflected correctly in the ledger and that accounting
treatment within the financial statements is correct..

Key observations

We gained reasonable assurance over the valuation of
investments at year end and are satisfied that investments
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Key risk area

Investment valuations (key accounting estimate)

and investment transactions are fairly stated in the financial
statements.

Key risk area

Present Value of Retirement Obligations (key
accounting estimate)

Significant risk
description

An actuarial estimate of the pension fund asset/liability is
calculated on an annual basis under IAS 26 and on a
triennial funding basis by an independent firm of actuaries
with specialist knowledge and experience. The estimates
are based on the most up to date membership data held by
the Fund and have regard to local factors such as mortality
rates and expected pay rises with other assumptions
around inflation when calculating the liabilities. There is a
risk that the assumptions used are not appropriate.

Inherent risk of material misstatement:

Retirement obligations (valuation): High

How the scope of
our audit
responded to the
significant risk

Key judgements

A significant level of estimation is required in order to
determine the valuation of pension assets/liabilities. Small
changes in the key assumptions (including discount rates,
inflation and mortality rates) can have a material impact on
the pension asset/liability.

Audit procedures

¢ Reviewed the controls in place to ensure that the data
provided to the actuary is complete and accurate.

e Considered the reasonableness of the assumptions
used in the calculation against other local government
pension fund actuaries and other observable data.

e Agreed the disclosures in the financial statements to
information provided by the actuary.

Key observations

We reviewed the reasonableness of those assumptions
used in the calculation against other local government
pension fund actuaries and other observable data, with no
issues identified. In addition, we reviewed the information
in the actuarial report for completeness.
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Key risk area Present Value of Retirement Obligations (key
accounting estimate)

We have considered the competence, capability and
objectivity of the actuary in line with the requirements of
ISA (UK) 500 Audit Evidence. From this review we did not
identify any items which gave us cause for concern over
the suitability of the actuary.

Materiality

Materiality is an expression of the relative significance of a matter in the context of
the financial statements as a whole. A matter is material if its omission or
misstatement would reasonably influence the decisions of an addressee of the
auditor’s report. The assessment of what is material is a matter of professional
judgement and is affected by our assessment of the risk profile of the Fund and the
needs of users. We review our assessment of materiality throughout the audit.

Whilst our audit procedures are designed to identify misstatements which are
material to our audit opinion, we also report to the Fund and management any
uncorrected misstatements of lower value errors to the extent that our audit identifies
these.

Our initial assessment of materiality was £53 million. On receipt of the 2022/23
unaudited financial statements, we reassessed materiality and updated it to
£51.3million. We consider that our updated assessment has remained appropriate
throughout our audit.
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Materiality

£million

Overall materiality for the financial statements 51.300
Performance materiality 38.475
Trivial threshold 0.250

Our initial assessment is based on approximately 1.5% of the
Fund’s net assets as disclosed in the unaudited financial

Materiality statements. We consider this to be the principal consideration
for the users of the financial statements when assessing
financial performance of the Fund.

Performance materiality is the working level of materiality used
throughout the audit. We use performance materiality to
determine the nature, timing and extent of audit procedures
carried out. We perform audit procedures on all transactions, or
groups of transactions, and balances that exceed our
performance materiality. This means that we perform a greater
level of testing on the areas deemed to be at significant risk of
material misstatement.

Performance
materiality

Performance materiality is set at a value less than overall
materiality for the financial statements as a whole to reduce to
an appropriately low level the probability that the aggregate of
the uncorrected and undetected misstatements exceed overall
materiality.

Trivial misstatements are matters that are clearly
inconsequential, whether taken individually or in aggregate and
whether judged by any quantitative or qualitative criteria. In
accordance with Audit Scotland’s planning guidance this should
not exceed £250,000.

Trivial
misstatements
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Special materiality for dealings with members

Our initial assessment of materiality for dealing with members was £5.7million. On
receipt of the 2022/23 unaudited financial statements, we reassessed materiality and
updated it to £5.65 million. We consider that our updated assessment has remained
appropriate throughout our audit.

Materiality

£million

Dealings with members materiality 5.700
Performance materiality 4.2375
Trivial threshold 0.250

We apply a lower materiality for dealings with members, based
on the fact these transactions are significant to the Fund’s
activities and it would not be appropriate to use the asset-based
materiality to them. Our initial assessment is based on

Materiality ) ) .
approximately 5% of the Fund’s 2022/23 gross expenditure as
disclosed in the unaudited financial statements. We consider
this to be the principal consideration for the users of the annual
accounts when assessing the Fund’s dealings with members.
Using our professional judgement, we have calculated

Perfor_m_ance performance materiality at approximately 75% of overall

materiality

materiality.

Audit differences

One adjustment was made to the unaudited financial statements. This adjustment
was following receipt of updated information on investment management expenses.
This adjustment did not impact on the reported closing net assets of the scheme.
This adjustment is disclosed in Appendix 2.

No unadjusted differences were identified.
Disclosure and presentational adjustments during our audit which have been

reflected in the final set of financial statements and are disclosed in Appendix 2.

Internal controls

As part of our work we considered internal controls relevant to the preparation of the
financial statements such that we were able to design appropriate audit procedures.
Our audit is not designed to test all internal controls or identify all areas of control
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weakness. However, where, as part of our testing, we identify any control
weaknesses, we report these in Appendix 3 to this report. These matters are limited
to those which we have concluded are of sufficient importance to merit being
reported. We did not identify any significant control weaknesses during our audit.

Follow up of prior year recommendations

We followed up on progress in implementing actions raised by the predecessor
auditor in the prior year as they relate to the audit of the financial statements. Full
details of our findings are included in Appendix 4.

Other communications

Accounting policies

The accounting policies used in preparing the financial statements are unchanged
from the previous year.

Our work included a review of the adequacy of disclosures in the financial
statements and consideration of the appropriateness of the accounting policies
adopted by the Fund.

The accounting policies, which are disclosed in the financial statements, are
considered appropriate.

There are no significant financial statements disclosures that we consider should be
brought to your attention. All the disclosures required by relevant legislation and
applicable accounting standards have been made appropriately.

Key judgements and estimates

As part of the planning stages of the audit we identified all accounting estimates
made by management and determined which of those are key to the overall financial
statements.

We reviewed the key estimates and judgements that management made in respect
to the identified key accounting estimates for indication of bias and assessed
whether the judgements used by management are reasonable. Overall we
concluded that for those key accounting estimates they were balanced and
appropriate.

Fraud and suspected fraud

We have previously discussed the risk of fraud with management and the Pensions
Committee. We have not been made aware of any incidents in the period nor have
any incidents come to our attention as a result of our audit testing.

Our work as auditor is not intended to identify any instances of fraud of a non-
material nature and should not be relied upon for this purpose.
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Non-compliance with laws and regulations

As part of our standard audit testing, we have reviewed the laws and regulations
impacting the Fund. There are no indications from this work of any significant
incidences of non-compliance or material breaches of laws and regulations.

The Local Authority Accounts (Scotland) Regulations 2014

As part of our audit we reviewed the Fund’s compliance with the Local Authority
Accounts (Scotland) Regulations 2014, in particular with respect to regulations 8 to
101 as they relate to the annual report and accounts.

Overall we concluded that appropriate arrangements were in place to comply with
these Regulations.

Written representations

We will present the final letter of representation to the Executive Director of Finance
and Corporate Services to sign at the same time as the financial statements are
approved.

Related parties
We are not aware of any related party transactions which have not been disclosed.

Confirmations from third parties
All requested third party confirmations have been received.

! Regulations 8 to 10 relate to the preparation and publication of unaudited accounts,
notice of public right to inspect and object to the accounts and consideration and
signing of the audited accounts.
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Wider Scope

Financial Management

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

Auditor judgement

Effective and appropriate
arrangements are in place

Fife Pension Fund has effective arrangements for
financial management and the use of resources.

In 2022/23, the value of the Fund’s net assets
decreased to £3.420billion; a decrease of £111million
on 2021/22. The most significant impact on the
outturn position was due to the changes in market
value of investments.

Financial sustainability

Financial sustainability looks
forward to the medium and
longer term to consider
whether the Fund is
planning effectively to
continue to deliver its
services and the way in
which they should be
delivered.

Auditor judgement

Risks exist to the achievement of
operational objectives

Fife Pension Fund has appropriate arrangements in
place to ensure ongoing financial sustainability.

Over the coming year, two significant pieces of work
will be carried out. The Fund will be working on the
valuation process and the results throughout the
calendar year. The work on the valuation will be
carried out in tandem, alongside the Investment
Strategy, as there are synergies between the two.

It is anticipated that the funding level of the Fund will
be higher than reported at the 31 March 2020 funding
valuation due partly to the significant rise in interest
rates which reduces the value placed on the Fund’s
liabilities.
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Vision, Leadership and
Governance

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

Auditor judgement

Effective and appropriate
arrangements are in place

Governance arrangements throughout the year were
found to be satisfactory and appropriate. We are
satisfied that the Pension Board and Pensions
Committee continued to receive sufficient and
appropriate information throughout the period to
support effective and timely scrutiny and challenge.

Use of Resources to
Improve Outcomes

Audited bodies need to
make best use of their
resources to meet stated
outcomes and improvement
objectives, through effective
planning and working with
strategic partners and
communities. This includes
demonstrating economy,
efficiency, and effectiveness
through the use of financial
and other resources and
reporting performance
against outcomes.

Auditor judgement

Effective and appropriate
arrangements are in place

The Fund has appropriate performance management
processes in place that support the achievement of
value for money in the use of resources.

Annual investment performance to March 2023 was
weaker than in previous year. Performance, however,
was above the benchmark. Longer term returns over
3 and 5 years demonstrate that the Fund has

outperformed its benchmark over longer time periods.
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Financial management

Financial performance

In 2022/23, the value of the Fund’s net assets decreased to £3.420billion; a
decrease of £111million on 2021/22. The Fund experienced a change in value of
£111.189million represented by a loss in capital value of investments of
£157.042million coupled with income from dividends and interest of £45.286million.
The Fund also experienced a net surplus of £18.610million from dealings with
members (Exhibit 1).

Exhibit 1 — Financial position

£'million
2021/22 Net Assets 3,531.319
Movement:
Net surplus from dealings with members 18.610
Management expenses (17.614)
Income from dividends and interest 45.286
Taxes on income (0.429)
Loss in capital value of investments (157.042)
2022/23 Net Assets 3,420.129
Movement (%) (3.1%)

Source: Fife Pension Fund Annual Report & Accounts 2022-23

The Fund’s Investment Strategy was revised and updated to reflect the results of the
actuarial valuation in 2020. An interim Investment Strategy was approved in June
2021 in recognition that the Real Asset Policy Group target would take time to reach
the intended level. Following successful progress in this area and in consultation
with the Joint Investment Strategy Panel (JISP) the target allocations were
subsequently revised in September 2022 (Exhibit 2). The investment Strategy was
updated at this time and implementation has continued throughout the year.
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Exhibit 2 — Fife Pension Fund Investment Strategy

Interim Final Strategy Permitted Actual
Strategy (September Range allocation
(June 2021) 2022) 31 March
o % 2023
%
Equities 55 50 40 -60 49.7
Real Assets 15 20 10-30 21
Non-Gilt Debt 15 15 5-25 13.6
LDI (formerly Gilts) 15 15 5-25 12.2
Cash 0 0 0-15 3.5
Total 100 100 100

Throughout the year, the Fund undertook changes to the investment allocation as it
continued to progress the implementation of its approved Investment Strategy. The
Fund divested £443million from Equities, Diversified Growth Fund and Other Policy
Groups with the proceeds being invested in Equities and LDI.

In addition, by working with Lothian Pension Fund Investment (LPFI), the Fund was
able to participate in new Infrastructure Investment opportunities. These
infrastructure investments reflect the continued implementation of the investment
strategy with the Real Asset allocation now broadly in line with the strategic
allocation contained in the strategy.

The Fund invests in a diversified portfolio of global assets and is therefore exposed
to worldwide economic factors. Commentary was provided by advisers from LPFI
and is detailed in Exhibit 3.
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Exhibit 3: Investment markets

For the 12 months to 31 March 2023, global equities, as measured by the MSCI
ACWI index, returned -1.4% in sterling terms (source: MSCI). However, the
weaker pound masked a more pronounced decline of -7.4% in US dollar terms
(source: MSCI). It was a year almost as extraordinary as 2020, when Covid
emerged, and returns for most asset classes were curtailed by the challenging
conditions.

Soaring inflation and central banks’ policy response dominated the backdrop for
financial markets. The mounting pace of inflation was worsened by the supply
shock brought about by the war in Ukraine, with UK consumer price inflation
reaching 40-year highs. The reaction from most major central banks was to
aggressively tighten monetary policy, marking a dramatic shift from the extremely
low interest rates that had been in place since the financial crisis of 2008. This is
an environment that many had become unaccustomed to and the unfamiliar
conditions exposed frailties in the financial system, contributing in some part to the
LDI crisis in the UK and the failure of two large US banks.

Government bond prices fell over the year, due to rising base rates and higher
inflation, with the political crisis in the UK causing forced sales of long-dated gilts
by some pension funds. 10-year gilt yields rose from 1.61% to 3.49% (reaching as
high as 4.6%), giving an annual return of -10.9%. Although corporate bond credit
spreads (the difference in yields between bonds of differing quality) widened over
the year, it was the sharp rise in underlying government bond yields that caused
most of the damage, with sterling investment grade credit returning -10.2% over
the year. Commercial real estate returns were also strained by falling capital
values as property owners, many of which are highly leveraged, contended with
rising borrowing costs. However, some of the most eye-catching falls were among
‘growth’ stocks where valuations were severely marked down as sentiment for this
part of the market soured.

Source: Fife Pension Fund Annual Report & Accounts 2022-23; Investment
Commentary as provided by LPFI Ltd.

Financial monitoring

An indicative budget for 2022/23 was presented to the Pensions Committee in
September 2022. The budget showed a net increase of £1.2million from dealings
with members and a net return on investments of £152.960million, resulting in a
projected net increase in the value of the Fund of £154.160million.

As at 30 September 2022, the 2022/23 projected outturn was that the Fund would
remain cash-flow positive with a net increase to the Fund of £4.567million from
dealings with members and a net decrease on investments of £81.678million,
resulting in a projected net decrease in the value of the Fund of £77.11 1million.
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The financial outturn for the year showed a net decrease in the value of the Fund of
£111.189million. The most significant impact on the outturn position was due to the

changes in market value of investments (Exhibit 3).

Exhibit 3: Financial Outturn

2021/22 Net Assets
Movement:

Net additions /
(withdrawals) from dealing
with members

Management expenses

Income from dividends and
interest

Taxes on income

Profit / (Loss) in capital
value of investments

Net increase / (decrease)
in the Fund

2022/23 Net Assets

Actuarial valuation

2022-23
Budget

£’million

3,531.319

17.650

(16.450)

26.090

(0.230)

127.100

154.160

3,685.479

2022-23
Outturn

£’million

3,531.319

18.610

(17.164)

45.286

(0.429)

(157.042)

(111.189)

3,420.129

2022-23
Variance

favourable /

(adverse)

£’million

0.960

(0.714)

19.196

(0.199)

((284.142)

(265.349)

(265.349)

The present value of the retirement benefit obligations are presented as a note to the
accounts. A significant increase in the discount rate has resulted in a lower
obligation. This movement in the present value of retirement obligations is shown in

Exhibit 4.
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Exhibit 4 — Actuarial valuation

Present Value of Retirement

Benefits
2022/23 (£billion) 2.701
2021/22 (£billion) 4.000
Movement (%) (48%)

Source: Fife Pension Fund Annual Report & Accounts 2022-23

Systems of internal control

We have evaluated the Fund'’s key financial systems and internal financial controls to
ensure internal controls are operating effectively to safeguard public assets.

We did not identify any significant weaknesses in the Fund’s accounting and internal
control systems during our audit.

Prevention and detection of fraud and irregularity

We found the Fund’s arrangements for the prevention and detection of fraud and
other irregularities to be adequate.
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Financial sustainability
Funding strategy

The primary objective of the Fund is to ensure sufficient funding in the long term so
that retirement benefits that employers promise to members under scheme rules can
be paid when they fall due. The Funding Strategy Statement expresses the funding
objective, which informs the investment strategy. The Funding Strategy Statement is
reviewed at least triennially.

There are two main sources of uncertainty that affect whether the Fund holds
sufficient funds to pay future pension:

e the cost of future pensions; and
e the value of investments.
These risks are managed by the Fund in the following ways:

e 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.

e 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 several separate investment
management firms, chosen to ensure a range of investment styles.

The investment objectives of the Fund are to achieve a return on fund assets which
is sufficient over the long term to meet the funding objectives.

The Investment Strategy is fundamentally reviewed every 3 years and sets out the
strategic allocation to various types of investments.

Officers of the council continue to implement the investment strategy and participate
in Joint Investment Strategy Panel collaborative arrangement with Lothian Pension
Fund and Falkirk Pension Fund.

Indicative budget for 2023/24

An indicative budget has been developed for 2023/24 (Exhibit 5). The budget was
developed using previous years trends of expenditure which have been adjusted to
reflect the estimated levels of pay awards and estimated levels of pension increases.
The return on investments were set at levels as per the 2022/23 indicative budget.

The budget is routinely monitored and reported to Committee on a biannual basis.
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Exhibit 5: 2023/24 Indicative Budget 2023/24 Budget
£’million
2021/22 Net Assets 3,250.255
Movement:
Net additions/ (withdrawals) from dealing with 18.220
members
Management expenses (16.500)
Income from dividends and interest 26.090
Taxes on income (0.230)
Profit / (Loss) in capital value of investments 127.100
Net increase / (decrease) in the Fund 154.680
2022/23 Net Assets 3,404.935

Source: Fife Pension Fund — Business Plan 2023-24

Actuarial funding levels

Funding position as at the last formal funding valuation

The most recent actuarial valuation was as at 31 March 2020. This valuation
reported that the Fund’s assets, which as at 31 March 2020, were valued at
£2.356billion, were sufficient to meet 97% of the liabilities (i.e. the present value of
promised retirement benefits) accrued up to that date. The resulting deficit at the
2020 valuation was £72million.

Experience over the period since 31 March 2022

Markets were severely disrupted by the pandemic at the 31 March 2020 funding
valuation date, resulting in depressed asset values but recovered strongly in 2020
and 2021. Markets have continued to be disrupted by the ongoing war in Ukraine
and inflationary pressures, impacting on investment returns achieved by the Fund’s
assets. High levels of inflation in the UK (compared to recent experience) have
resulted in a higher than expected LGPS benefit increase of 10.1% in April 2023.
Despite this, the funding level of the Fund is likely to be higher than reported at the
31 March 2020 funding valuation due to the significant rise in interest rates which
reduces the value placed on the Fund’s liabilities.

The Fund will be working on the valuation process and the results throughout the
calendar year. The work on the valuation will be carried out in tandem, alongside the
Investment Strategy, as there are synergies between the two.
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Vision, leadership and governance

Strategy and business model

The Pension Fund’s Funding Strategy Statement explains that 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.

The investment objectives of the Fund are to achieve a return on fund assets which
is sufficient over the long term to meet the funding objectives. The Investment
Strategy is reviewed every 3 years and sets out the strategic allocation to various
types of investments. The implementation of the strategy is carried out by the Head
of Finance. The Head of Finance operates within the parameters agreed by the
Pensions Committee.

A Business Plan has been developed for the first time in 2023/24. The Plan sets out
the day-to-day business of the Fund as well as the proposed improvements and
development work being undertaken. It is intended that the Business Plan will inform
the basis for various reports presented to the Pensions Committee throughout the
year. This means that reports on the quarterly performance reporting, update on
team activity and budget monitoring should be consistent with the approved
Business Plan.

As the first Business plan developed for the Fund it is intended that this will be used
as a basis for developing future business plans and the process will evolve over
time. It is intended that documents will become streamlined and that various aspects
of reporting will be aligned to avoid duplication.

Governance arrangements

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 the scheme benefits. Fife Council carries out its role as
Administering Authority via:

e The Pensions Committee: delegated responsibility by Fife Council for maintaining
the Fund.

e The Fife Pension Board: assists Fife Council in ensuring compliance with
legislation and ensuring efficient and effective governance and administration of
the scheme.

e The Joint Investment Strategy Panel (JISP).

e Finance & Corporate Services Directorate and the Pensions Governance Group
(PGG).
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In September 2021, Fife Council appointed an Independent Professional Observer
(IPO) to provide support and guidance to both members of the Pensions Committee
and Pensions Board to assist them in discharging their duties in relation to the
Pension Fund.

The Pensions 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.

In March 2023, the Pension Board’s Constitution was revised. The main changes to
the constitution included:

e Fife Council providing administrative support to facilitate Pension Board
meetings;

e Clarification on conflicts of Interest, substitutes and training requirements;

e The quorum for a meeting shall be 4, comprising a minimum of 2 employer
representatives and 2 member representatives; and

e The Pension Board will produce an annual report to be included in the Fund's
annual report.

The Pensions Team, responsible for ensuring that benefits are paid accurately and
on time and to provide clear information on the benefit options available to help
members plan for retirement, is accountable to the Pensions Committee, Pension
Board, scheme employers and members.

Both the Pensions Committee and Head of Finance receive advice from the Joint
Investment Strategy Panel (JISP) which comprises FCA qualified investment
professionals from the Lothian Pension Fund as well as two independent advisors.
This arrangement supports the collaborative relationship between Fife, Falkirk and
Lothian Pension Funds, which entails the Lothian Fund, through its investment
vehicle, LPFI Limited to provide investment support.

Throughout 2022/23 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.

The PGG is an officer’s group, chaired by the Head of Finance, with primary purpose
to provide assurance to the Pensions Committee and Pensions Board through the
monitoring of the requirements measured by the Pensions Regulator’'s Code of
Practice No.14 and reviewing and managing risk. A risk register is maintained by the
PGG with quarterly updates presented to the Pensions Committee.

Meetings of those charged with governance

Throughout 2022/23, the Fund has maintained all aspects of fund governance,
including its regular schedule of meetings.
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Through our review of committee papers, we are satisfied that there continued to be
effective scrutiny, challenge and informed decision making through the year.

Administration review

In 2021, the Fund initiated a review of its scheme administration. An internal review
was followed by an independent review carried out by Hymans Robertson. The aim
of the review was to ensure that the Pensions 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.

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.

In its 2022/23 Governance Compliance Statement, the Council, as Administering
Authority, reported that it is compliant with all principles with the exception of training
where partial compliance was recorded. Partial compliance was reported as not all
members of the Pensions Committee had complied with the policy and completed
the minimum training hours requirement as outlined in the policy.

A training policy was agreed by 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 all new Committee and Board
members.

During 2022 an assessment of training needs was carried out with new 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.
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Internal audit

An effective internal audit service is an important element of a Pension Fund’s
overall governance arrangements. Fife Pension Fund’s internal audit service is
provided by Fife Council’s Audit and Risk Management Services. During our audit
we considered the work of internal audit wherever possible to inform our risk
assessment and our work on the governance statement.

During 2022/23 the following assurance reviews were undertaken:
¢ Risk management

e Cyber security

e Follow up review (Training and Resources)

e Post Audit Reviews

The annual internal audit report was presented to the Pensions Committee in June
2023. This report confirmed that the annual programme of internal audit work had
been completed and 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 2023”.
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Use of resources to improve outcomes

Monitoring investment performance

The Fund has appointed a number of investment managers who are employed to
invest in assets for the Fund in accordance with agreed objectives. Safeguarding of
the Fund assets is undertaken by the Custodian, Northern Trust.

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

Through our review of committee papers, we are satisfied that there continued to be
effective scrutiny, challenge and informed decision making through the year.

Fund performance

Fife Pension Fund annual performance

Annual performance to March 2023 was weaker than in previous year, with overall
annual returns of -3.62% (2022: +6.29%). Performance, however, was above the
2023 benchmark of -4.0%. Longer term returns over 3 and 5 years demonstrate that
the Fund has outperformed its benchmark over longer time periods. The Fund’s
performance against benchmarks and prior year are given at Exhibit 6.

Exhibit 6: Performance of the Fund against benchmark and prior year
12.0%
10.0%

8.0%
6.0%
4.0%
2.0%
0.0%
-2.0%

-4.0%
-6.0%

mm 2021/22 actual return 2022/23 actual return =—=Benchmark return

Source: Fife Pension Fund Annual Report & Accounts 2022-23
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The impact of uncertain market conditions can be seen on the returns. Despite
absolute performance being significantly lower than in 2021/22, the Fund’s market
positioning helped the Fund outperform the annual benchmark.

Annual returns comparison

The Fund was one of only three LGPS to exceed annual benchmark returns. See
Exhibit 7 for the Fund’s annual performance against other Scottish LGPS Schemes.

Exhibit 7: Annual return across LGPS Scotland Funds against benchmark
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0.0%
-2.0%
-4.0%
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-10.0%
-12.0%
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-16.0%

1 Year actual =1 Year benchmark

Source: Unaudited Annual Report and Accounts for LGPS Funds
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5 year returns comparison

Comparison of the Fund’s performance against other Scottish LGPS Schemes is
given in Exhibit 8.

Exhibit 8: Annualised 5 year returns across LGPS Scotland Funds against
benchmark:
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w5 Year actual =5 Year benchmark

Source: Unaudited Annual Report and Accounts for LGPS Funds

Management expenses

The Fund reported management expenses of £17.614 million in 2022/23, an
increase of 7.9% on the prior year. Management expenses are split into three main
categories: administrative costs; investment management expenses and oversight
and governance costs. Investment management expenses account for 86% of total
management expenses.

The Fund’s investment management expenses (excluding indirect expenses), as a
proportion of net assets, decreased in comparison with the prior year. The position
across the Local Government Pension Funds varied as shown in Exhibit 9.

2 Scottish Borders Council Pension Fund does not disclose this information in its
unaudited Annual Report and Accounts and therefore is excluded from the analysis
above.
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Exhibit 9 — Investment management expenses as a proportion of net assets
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Source: Unaudited Annual Report and Accounts for LGPS Funds

Investment manager expenses can vary due to a number of factors including actual
returns on investments and the nature of the investment assets held.

The Fund took part in a CEM Benchmarking exercise in 2021/22. The benchmarking
analysis undertaken by CEM aims to provide comprehensive, like-for-like
comparisons with similar funds. Investment costs are compared with other pension
funds and other asset owners, inside and outside the LGPS. As well as costs, CEM
also compare investment performance, asset mix, risk and funding to produce a
report about how Fife Pension Fund compares with others and why the investment
outcomes compare as they do.

The results for Fife are compared with 9 other LGPS Funds and 8 other funds with
total assets ranging from £1.9 billion to £6.5 billion. The median size in the peer
group is £3.1 billion compared with Fife Pension Fund assets of £3.4 billion as at 31
March 2022. Fife Pension Fund’s actual costs to 31 March 2022 of approximately
0.41% of average assets were below the benchmark cost of 0.48%. The difference
amounts to costs below benchmark of £2.0m for the year to 31 March 2022.

CEM concluded that Fife’s investment costs were below benchmark primarily due to
paying less for private market assets, offsetting the greater expense of investing in
more fund of funds vehicles than peers.

The analysis indicated that Fife Pension Fund had a net total 8-year return of 9.1%
which was above the LGPS median of 8.8% per annum, and in the 68th percentile of
the CEM LGPS fund universe of 30 funds.
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CEM results were reported to the March Joint Investment Strategy Panel where
comparison with risk was considered. In the context of risk, Fife’s 8-year net return
was achieved with a higher level of risk (10.8%) than the median LGPS return which
was achieved with an annualised standard deviation of 10.0%.

Given the aforementioned 8-year return and risk figures, Fife’s 8-year return/risk ratio
(units of return generated per unit of risk) was 0.84 close to LGPS median 8-year
return/risk ratio of 0.88.

Costs for the year to 31 March 2022 of 0.41%have fallen since 2014/15 from 0.68%.
CEM concludes the movement of 0.27% is as a result of changes to asset mix and
implementation approach. CEM also report that the median cost of the CEM LGPS
universe of 30 funds for the year to 31 March 2022 is 0.83%. These points suggest
that the Fund is delivering its investment returns at good value for money relative to
the CEM LGPS universe.

Whilst Cost Transparency and Benchmarking against peer groups is beneficial and
helps employers and Pension Committees investigate and understand their
respective fees and costs, care should be taken in deriving conclusions from the
headline data. CEM states that “being high or low is neither good nor bad”. What
matters is whether a pension fund is receiving sufficient value for the costs incurred.

This is reflected in the long term returns of pension funds, net of costs.

Administration performance

The Fund has an Administration Strategy and suite of key performance indicators
(KPIs) which are reported to the Pensions Committee on a quarterly basis.
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Exhibit 10: Key Performance Indicators 2022/23
Membership

. Target Days Target Within
Transactions Target
Correspondence 10 100% 100%
Refunds 5 98% 87%
New Members 20 80% 99%
Provide ill Health 13 97% 259,
Estimates
Provide Redundancy 13 97% 100%
Estimates
Retirals 5 95% 949,
Transfer in 10 92% 36%

Source: Fife Pension Fund Annual Report & Accounts 2022-23

Departure of experienced team members impacted performance during the year for
the processing of refunds, retirals and transfer in cases. New team members were
recruited and some promotions meant a requirement for training to be provided for
new and promoted employees. The current KPI for processing ill heath estimates
does not reflect the time required by scheme employers to provide actual
pensionable pay figures, including the Assumed Pensionable Pay figure, for the
team to calculate enhanced ill health benefits.

The Administration Strategy was updated and approved by the Pensions Committee
in September 2022. Following the approval of the updated Administration Strategy, a
review of the KPIs has been carried out. This involved a review and understanding
of the range of KPIs reported by other Funds, ensuring consistency of targets with
the Administration Strategy, and reflecting updated target days based on experience
to date. This determined that the team should expand its KPI suite to include
reporting on the processing of death benefits, transfers out and divorce cases, and
several additional indicators.

Climate change

Tackling climate change is one of the greatest global challenges. The Scottish
Parliament has set a legally binding target of becoming net zero by 2045 and has
interim targets including a 75 percent reduction in greenhouse gas emissions by
2030.
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There are specific legal responsibilities placed on public bodies to contribute to
reducing greenhouse gas emissions, to adapt to climate change, to act sustainably
and to report on progress. All public bodies need to reduce their direct and indirect
emissions and should have plans to do so. Many public bodies also have a role in
reducing emissions in wider society, and in supporting activity to adapt to the current
and potential future impact of climate change.

The Auditor General and Accounts Commission are developing a national
programme of audit work on climate change. This involves a blend of climate
change-specific outputs that focus on key issues and challenges as well as moving
towards integrating climate change considerations into all aspects of audit work.

For 2022/23 audits, external auditors were required to gather basic information on
the arrangements for responding to climate change in each body through completion
of a questionnaire.

In 2021/22 the Pensions Committee approved a Statement of Responsible
Investment Principles (SRIP), with an updated in March 2023. The SRIP sets out to
clarify the Fund’s agreed approach to Responsible Investment. It is intended that the
statement will be used as a guide for investment decision making. Although not a
signatory to the Principles of Responsible Investment (PRI), the Fund supports the
six PRI principles. Since approval of the SRIP the Fund has joined Climate Action
100 as well as continuing to participate in the Scottish Responsible Investment
Group adopting a collective approach.

Consideration and monitoring of carbon efficiency is reported to the JISP and
working with Lothian has enabled details of the measures of carbon efficiency to be
reported.

Although no commitment has been made to the Taskforce for Climate Related
Financial Disclosure (TCFD) in Scotland to date, the Fund anticipates that there will
be continued interest in climate change and that there will be requirements in
Scotland to report in a similar way to that already introduced in England & Wales.
The Fund intend to carry out work to research and prepare for this happening in the
future.
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Appendix 1: Responsibilities of the Fund and the

Auditor

Responsibilities of the Fund

The Fund has primary responsibility for ensuring the proper financial stewardship of
public funds, complying with relevant legislation and establishing effective
arrangements for governance, propriety and regularity that enable them to
successfully deliver their objectives. The features of proper financial stewardship
include the following:

Area

Fund responsibilities

Corporate
governance

The Fund is responsible for establishing arrangements to ensure
the proper conduct of its affairs including the legality of activities
and transactions, and for monitoring the adequacy and
effectiveness of these arrangements. Those charged with
governance should be involved in monitoring these arrangements.

Financial
statements
and related
reports

The Fund has responsibility for:

e preparing financial statements which give a true and fair view of
the financial position of the Fund and its expenditure and
income, in accordance with the applicable financial reporting
framework and relevant legislation;

e maintaining accounting records and working papers that have
been prepared to an acceptable professional standard and
support the balances and transactions in its financial statements
and related disclosures;

preparing and publishing, along with the financial statements, an
annual governance statement, governance compliance
statement, management commentary (or equivalent) and a
remuneration report that is consistent with the disclosures made
in the financial statements and prepared in accordance with
prescribed requirements. The management commentary should
be fair, balanced and understandable and also address the
longer-term financial sustainability of the Fund.

Management is responsible, with the oversight of those charged
with governance, for communicating relevant information to users
about the Fund and its financial performance, including providing
adequate disclosures in accordance with the applicable financial
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Area Fund responsibilities
reporting framework. The relevant information should be
communicated clearly and concisely.
The Fund is responsible for developing and implementing effective
systems of internal control as well as financial, operational and
compliance controls. These systems should support the
achievement of its objectives and safeguard and secure value for
money from the public funds at its disposal. The Fund is also
responsible for establishing effective and appropriate internal audit
and risk-management functions.

Standards The Fund is responsible for establishing arrangements to prevent

of conduct and detect fraud, error and irregularities, bribery and corruption and

for also to ensure that its affairs are managed in accordance with

prevention proper standards of conduct.

and

detection

of fraud

and error
The Fund is responsible for putting in place proper arrangements to
ensure its financial position is soundly based having regard to:
e Such financial monitoring and reporting arrangements as may

be specified;
_ _ e Compliance with statutory financial requirements and
Financial achievement of financial targets;
position

e Balances and reserves, including strategies about levels and
their future use;

¢ Plans to deal with uncertainty in the medium and long term; and

e The impact of planned future policies and foreseeable
developments on the financial position.
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