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Tayside Pension Fund
Audit of 2019/20 annual accounts

Independent auditor's report

1. Our audit work on the 2019/20 annual accounts is now substantially complete. Subject to receipt
of a revised set of annual accounts for final review, we anticipate being able to issue unqualified
audit opinions in the independent auditor's report on 21 September 2020 (the proposed report is
attached at Appendix A).

Annual audit report

2. Under International Standards on Auditing in the UK, we report specific matters arising from the
audit of the financial statements to those charged with governance of a body in sufficient time to
enable appropriate action. We present for the Pension Sub-Committee’s consideration our draft
annual report on the 2019/20 audit. The section headed "Significant findings from the audit in
accordance with ISA 260" sets out the issues identified in respect of the annual accounts.

3. The report also sets out conclusions from our consideration of the four audit dimensions that
frame the wider scope of public audit as set out in the Code of Audit Practice.

4.  This report will be issued in final form after the annual accounts have been certified.

Unadjusted misstatements

5.  We also report to those charged with governance all unadjusted misstatements which we have
identified during our audit, other than those of a trivial nature and request that these
misstatements be corrected.

6. We have no unadjusted misstatements to be corrected.

Fraud, subsequent events and compliance with laws and regulations

7. In presenting this report to the Pension Sub-Committee we seek confirmation from those charged
with governance of any instances of any actual, suspected or alleged fraud; any subsequent
events that have occurred since the date of the financial statements; or material non-compliance
with laws and regulations affecting the entity that should be brought to our attention.



Representations from Section 95 Officer

8. As part of the completion of our audit, we are seeking written representations from the Executive
Director of Corporate Services, as Section 95 Officer on aspects of the annual accounts,
including the judgements and estimates made.

9. Atemplate letter of representation is attached at Appendix B. This should be signed and

returned to us by the Section 95 Officer with the signed annual accounts prior to the independent
auditor’s report being certified.

Providing services to the Auditor General for Scotland and the Accounts Commission



APPENDIX A: Proposed Independent Auditor’s Report

Independent auditor’s report to the members of Dundee City Council as administering
authority for Tayside Pension Fund and the Accounts Commission

Report on the audit of the financial statements
Opinion on financial statements

| certify that | have audited the financial statements in the annual report and accounts of Tayside
Pension Fund for the year ended 31 March 2020 under Part VII of the Local Government (Scotland)
Act 1973. The financial statements comprise the Fund Account, the Net Assets Statement and the
notes to the financial statements, including a summary of significant accounting policies. The financial
reporting framework that has been applied in their preparation is applicable law and International
Financial Reporting Standards (IFRSs) as adopted by the European Union, and as interpreted and
adapted by the Code of Practice on Local Authority Accounting in the United Kingdom 2019/20 (the
2019/20 Code).

In my opinion the accompanying financial statements:

e give atrue and fair view in accordance with applicable law and the 2019/20 Code of the financial
transactions of the Tayside Pension Fund during the year ended 31 March 2020 and of the
amount and disposition at that date of its assets and liabilities;

e have been properly prepared in accordance with IFRSs as adopted by the European Union, as
interpreted and adapted by the 2019/20 Code; and

e have been prepared in accordance with the requirements of the Local Government (Scotland)
Act 1973, The Local Authority Accounts (Scotland) Regulations 2014, and the Local Government
in Scotland Act 2003.

Basis for opinion

I conducted my audit in accordance with applicable law and International Standards on Auditing (UK)
(ISAs (UK)) as required by the Code of Audit Practice approved by the Accounts Commission for
Scotland. My responsibilities under those standards are further described in the auditor’s
responsibilities for the audit of the financial statements section of my report. | was appointed under
arrangements approved by the Accounts Commission on 10 April 2017. The period of total
uninterrupted appointment is 4 years. | am independent of the fund in accordance with the ethical
requirements that are relevant to my audit of the financial statements in the UK including the Financial
Reporting Council’s Ethical Standard, and | have fulfilled my other ethical responsibilities in
accordance with these requirements. Non-audit services prohibited by the Ethical Standard were not
provided to the council. | believe that the audit evidence | have obtained is sufficient and appropriate
to provide a basis for my opinion.

Conclusions relating to going concern basis of accounting

I have nothing to report in respect of the following matters in relation to which the ISAs (UK) require
me to report to you where:

e the use of the going concern basis of accounting in the preparation of the financial statements is
not appropriate; or

e the Executive Director of Corporate Services has not disclosed in the financial statements any
identified material uncertainties that may cast significant doubt about the fund's ability to continue
to adopt the going concern basis of accounting for a period of at least twelve months from the
date when the financial statements are authorised for issue.

Risks of material misstatement

| have reported in a separate Annual Audit Report, available from the Audit Scotland website, the
most significant assessed risks of material misstatement that | identified and my conclusions thereon.
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Responsibilities of the Executive Director of Corporate Services and the Pension Sub-
Committee for the financial statements

As explained more fully in the Statement of Responsibilities, the Executive Director of Corporate
Services is responsible for the preparation of financial statements that give a true and fair view in
accordance with the financial reporting framework, and for such internal control as the Executive
Director of Corporate Services determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Executive Director of Corporate Services is responsible for
assessing the fund’s ability to continue as a going concern, disclosing, as applicable, matters related
to going concern and using the going concern basis of accounting unless deemed inappropriate.

The Pension Sub-Committee is responsible for overseeing the financial reporting process.

Auditor’s responsibilities for the audit of the financial statements

My objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes my opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs (UK) will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic decisions of users
taken on the basis of these financial statements.

A further description of the auditor’s responsibilities for the audit of the financial statements is located
on the Financial Reporting Council's website www.frc.org.uk/auditorsresponsibilities. This description
forms part of my auditor’s report.

Other information in the annual report

The Executive Director of Corporate Services is responsible for the other information in the annual
report and accounts. The other information comprises the information other than the financial
statements and my auditor’s report thereon. My opinion on the financial statements does not cover
the other information and | do not express any form of assurance conclusion thereon except on
matters prescribed by the Accounts Commission to the extent explicitly stated later in this report.

In connection with my audit of the financial statements, my responsibility is to read all the other
information in the annual report and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or my knowledge obtained in the audit or otherwise appears
to be materially misstated. If | identify such material inconsistencies or apparent material
misstatements, | am required to determine whether there is a material misstatement in the financial
statements or a material misstatement of the other information. If, based on the work | have
performed, | conclude that there is a material misstatement of this other information, | am required to
report that fact. | have nothing to report in this regard.

Report on other requirements
Opinions on matters prescribed by the Accounts Commission
In my opinion, based on the work undertaken in the course of the audit:

e the information given in the Management Commentary for the financial year for which the
financial statements are prepared is consistent with the financial statements and that report has
been prepared in accordance with statutory guidance issued under the Local Government in
Scotland Act 2003;

e the information given in the Annual Governance Statement for the financial year for which the
financial statements are prepared is consistent with the financial statements and that report has
been prepared in accordance with the Delivering Good Governance in Local Government:
Framework (2016); and

e the information given in the Governance Compliance Statement for the financial year for which
the financial statements are prepared is consistent with the financial statements and that report
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has been prepared in accordance with The Local Government Pension Scheme (Scotland)
Regulations 2018.

Matters on which | am required to report by exception
| am required by the Accounts Commission to report to you if, in my opinion:

e adequate accounting records have not been kept; or
e the financial statements are not in agreement with the accounting records; or

e | have not received all the information and explanations | require for my audit.

| have nothing to report in respect of these matters.

Conclusions on wider scope responsibilities

In addition to my responsibilities for the annual accounts, my conclusions on the wider scope
responsibilities specified in the Code of Audit Practice, including those in respect of Best Value, are
set out in my Annual Audit Report.

Use of my report

This report is made solely to the parties to whom it is addressed in accordance with Part VIl of the
Local Government (Scotland) Act 1973 and for no other purpose. In accordance with paragraph 120
of the Code of Audit Practice, | do not undertake to have responsibilities to members or officers, in
their individual capacities, or to third parties.

Fiona Mitchell-Knight FCA
Audit Director

Audit Scotland

4th Floor, South Suite
The Athenaeum Building
8 Nelson Mandela Place
Glasgow

G2 1BT

22 September 2020
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APPENDIX B: Template Letter of Representation (ISA 580)

<Signed copy of ISA 580 letter to be provided on headed paper with signed 2019/20 Annual Accounts>

Fiona Mitchell-Knight
Audit Director

Audit Scotland

4th Floor

8 Nelson Mandela Place
Glasgow

G2 1BT

21 September 2020

Dear Fiona

Tayside Pension Fund
Annual Report and Accounts 2019/20

1. This representation letter is provided about your audit of the annual accounts of Tayside Pension
Fund for the year ended 31 March 2020 for the purpose of expressing an opinion as to whether
the financial statements give a true and fair view in accordance with the financial reporting
framework, and for expressing other opinions on the management commentary, annual
governance statement and governance compliance statement.

2. | confirm to the best of my knowledge and belief and having made appropriate enquiries of the
relevant officers, the following representations given to you in connection with your audit of
Tayside Pension Fund’s annual accounts for the year ended 31 March 2020.

General

3. Tayside Pension Fund and | have fulfilled our statutory responsibilities for the preparation of the
2019/20 annual accounts. All the accounting records, documentation and other matters which |
am aware are relevant to the preparation of the annual accounts have been made available to
you for the purposes of your audit. All transactions undertaken by Tayside Pension Fund have
been recorded in the accounting records and are properly reflected in the financial statements.

4. | confirm that the effects of uncorrected misstatements are immaterial, individually and in
aggregate, to the financial statements as a whole. | am not aware of any uncorrected
misstatements other than those reported by you.

Financial Reporting Framework

5. The annual accounts have been prepared in accordance with the Code of Practice on Local
Authority Accounting in the United Kingdom 2019/20 (2019/20 accounting code), and in
accordance with the requirements of the Local Government (Scotland) Act 1973, the Local
Government in Scotland Act 2003 and The Local Authority Accounts (Scotland) Regulations
2014.

6. In accordance with the 2014 regulations, | have ensured that the financial statements give a true
and fair view of the financial position of the Tayside Pension Fund at 31 March 2020 and of the
amount and disposition at that date of its assets and liabilities.
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Accounting Policies & Estimates

7. All significant accounting policies applied are as shown in the notes to the financial statements.
The accounting policies are determined by the 2019/20 accounting code where applicable.
Where the code does not specifically apply | have used judgement in developing and applying an
accounting policy that results in information that is relevant and reliable. All accounting policies
applied are appropriate to Tayside Pension Fund’s circumstances and have been consistently
applied.

8. The significant assumptions used in making accounting estimates are reasonable and properly
reflected in the financial statements. Judgements used in making estimates have been based on
the latest available, reliable information. Estimates have been revised where there are changes
in the circumstances on which the original estimate was based or as a result of new information
or experience.

Going Concern Basis of Accounting

9. | have assessed Tayside Pension Fund’s ability to continue to use the going concern basis of
accounting and have concluded that it is appropriate. | am not aware of any material
uncertainties that may cast significant doubt on Tayside Pension Fund’s ability to continue as a
going concern.

Contributions — Pension Strain

10. All contributions due to the fund have been properly identified and accounted for. In particular the
‘strain on the fund’ costs have been properly recharged to relevant services and bodies.

Assets

Investments

11. For the year ended 31 March 2020, the amounts included in the net assets statement reflect
investments managed externally by appointed fund managers and the global custodian on behalf
of the fund. Amounts have been calculated in accordance with approved bases of valuation and
fairly represent the values at 31 March 2020. In making these assertions | am reliant on the
opinions of the appointed fund managers. As far as we can reasonably ascertain, all assets are
free from any lien, encumbrance or charge except as disclosed in the financial statements.

Banking and Cash Flow Arrangements

12. The pension fund maintains a separate bank account and while these accounts form part of
Dundee City Council’s treasury management arrangements, the pension fund can demonstrate
that there is no borrowing from the administering authority. Amounts due to the administering
authority to cover daily cash flows such as payments through the council’s systems are
reimbursed on a regular basis.

Other Current Assets

13. On realisation in the ordinary course of the Fund's business, the other current assets in the Net
Assets Statement are expected, in my opinion, to produce at least the amounts at which they are
stated. In particular adequate provision has, in my opinion, been made against all amounts owing
which are known or may be expected to be irrecoverable.
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Actuarial Assumptions

14. The pension assumptions made by the actuary in the IAS19 report as at 31 March 2020 and the
2017 triennial valuations have been reviewed and | confirm that they are consistent with
management's own view.

Liabilities

15.  All liabilities have been provided for in the financial records, including the liabilities for all
purchases to which title has passed prior to 31 March 2020.

Provisions

16. There are no provisions included in the financial statements of the Tayside Pension Fund for
2019/20.

Commitments

17. There are no significant commitments or obligations including financial guarantees and offers of
financial support which might adversely affect the fund.

Carrying Value of Assets and Liabilities

18. The assets and liabilities have been recognised, measured, presented and disclosed in
accordance with the Code of Practice on Local Authority Accounting in the United Kingdom
2019/20. There are no plans or intentions that are likely to affect the carrying value of
classification of the assets and liabilities within the financial statements.

Contingent liabilities/assets

19. There are no significant contingent liabilities or contingent assets other than those disclosed in
the notes to the accounts.

Fraud

20. | have provided you with all information in relation to:

— my assessment of the risk that the financial statements may be materially misstated
because of fraud

— any allegations of fraud or suspected fraud affecting the financial statements

— fraud or suspected fraud that | am aware of involving management, employees who have a
significant role in internal control, or others that could have a material effect on the financial
statements.

Laws and Regulations

21. | 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.

Related Party Transactions

22. All material transactions with related parties have been disclosed in the financial statements in
accordance with the 2019/20 accounting code. | have made available to you the identity of all
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the Tayside Pension Fund's related parties and all the related party relationships and
transactions of which | am aware.

Management Commentary

23. | confirm that the Management Commentary has been prepared in accordance with the statutory
guidance and the information is consistent with the financial statements.

Events Subsequent to the date of the Net Assets Statements

24. There have been no material events since the date of the Net Assets Statement which
necessitate revision of the figures in the financial statements or notes thereto including
contingent assets and liabilities, other than those already reflected in the audited financial
statements.

25. Since the date of the Net Assets Statements no events or transactions have occurred which,
though properly excluded from the financial statements, are of such importance that they should
be brought to your naotice.

Corporate Governance

26. | confirm that Tayside Pension Fund has undertaken a review of the system of internal control
during 2019/20 to establish the extent to which it complies with proper practices set out in the
Delivering Good Governance in Local Government: Framework 2016. | have disclosed to you all
deficiencies in internal control identified from this review or of which | am otherwise aware.

27. | confirm that the Annual Governance Statement has been prepared in accordance with the
Delivering Good Governance in Local Government: Framework 2016 and the information is
consistent with the financial statements. There have been no changes in the corporate
governance arrangements or issues identified, since 31 March 2020, which require to be
reflected.

Other Matters
28. Except as disclosed in the financial statements, the results for the period were not materially
affected by:
e (i) transactions of a sort not usually undertaken by Tayside Pension Fund;
e (ii) circumstances of an exceptional or non-recurrent nature;
e (iii) charges or credits relating to prior periods; and

e (iv) any change in the basis of accounting.

Yours sincerely

Gregory Colgan BAcc (Hons), ACMA, CGMA
Executive Director of Corporate Services, Dundee City Council

Providing services to the Auditor General for Scotland and the Accounts Commission
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Who we are

The Auditor General, the Accounts Commission and Audit Scotland work together
to deliver public audit in Scotland:

e The Auditor General is an independent crown appointment, made on the
recommendation of the Scottish Parliament, to audit the Scottish
Government, NHS and other bodies and report to Parliament on their
financial health and performance.

e The Accounts Commission is an independent public body appointed by
Scottish ministers to hold local government to account. The Controller of
Audit is an independent post established by statute, with powers to report
directly to the Commission on the audit of local government.

e Audit Scotland is governed by a board, consisting of the Auditor General, the
chair of the Accounts Commission, a non-executive board chair, and two
non-executive members appointed by the Scottish Commission for Public
Audit, a commission of the Scottish Parliament.
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About us

Our vision is to be a world-class audit organisation that improves the use of public
money.

Through our work for the Auditor General and the Accounts Commission, we
provide independent assurance to the people of Scotland that public money is
spent properly and provides value. We aim to achieve this by:

e carrying out relevant and timely audits of the way the public sector manages
and spends money

e reporting our findings and conclusions in public

¢ identifying risks, making clear and relevant recommendations.
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Key messages

2019/20 annual accounts

1

Tayside Pension Fund’s financial statements give a true and fair view of
the financial transactions of the Fund during the year ended 31 March
2020 and of the amount and disposition at that date of its assets and
liabilities.

The management commentary, annual governance statement and
governance compliance statement were all consistent with the financial
statements and properly prepare, in accordance with accounting
regulations.

Financial management

3

4

The Fund has effective financial management arrangements in place.
This includes comprehensive reporting of investment performance.

The annual performance of the Fund was significantly impacted by
Covid-19. In February the value of the Fund’s net assets exceeded £4.4
billion but by the end of March the value fell to £3.672 billion. Despite the
poor annual performance of the Fund, due to Covid-19, the estimated
funding level remained at 107 per cent.

Management has advised that recent stimulus measures introduced by
global governments have had a positive impact, with the Fund
recovering to a value of over £4.2 billion at the beginning of June.

Financial sustainability

6

There have been negative cash flows from member activity in recent
years and the ratio of active fund members to pensioners has been
falling. This trend is expected to continue. However, the Fund is content
that there is no immediate need to consider changes in its investment
strategy.

The longer-term impact of Covid-19 on UK and global markets presents
a risk to the future value of the Fund’s investments.

The Fund’s three year funding and investment strategy will be reviewed
following the next full triennial valuation, due to be completed by 31
March 2021. This will determine the level of employer and employee
contribution rates from 2021/22 onwards.

Governance and transparency

9

10
11

12

The Fund has adequate arrangements in place to support good
governance and accountability. Revised arrangements were introduced
in March to enable the Fund to operate in the Covid-19 environment.

Internal audit reporting arrangements were improved during 2019/20.

The Fund conducts its business in an open and transparent manner and
has appropriate arrangements in place to prevent and detect fraud and
corruption.

The Fund self-referred itself to the Pension Regulator due to its failure to
issue 1,788 deferred benefit entitlement and options notifications to
members within the two-month statutory timescale. Management has
now strengthened the arrangements in place for monitoring processing
levels to help prioritise those cases that are nearing statutory deadlines.



Value for money

13

14

15

2019/20 was very difficult for Scottish Local Government Pension
Schemes with all eleven funds reporting negative returns due to the
impact of Covid-19 on the final quarter of the year. The funds reported
investment returns of between -1.7 and -10.2 per cent for 2019/20.
Tayside Pension Fund’s rate of return of -4.86 per cent places them in
the middle of this range. Longer-term investment performance shows
above benchmark returns for the Fund over the last three, five and ten
years.

Performance of individual investment managers was better than targeted
during 2019/20 with six out of nine investment mandates performing
above benchmark.

Improvements are being made to administration performance reports to
ensure they provide members of the Sub-Committee with a clear picture
of how the pension administration team is coping with its increased
workload.
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Introduction

1. This report summarises the findings from our 2019/20 audit of Tayside Pension
Fund (the Fund).

2. We aim to add value to the Fund through the audit by:
e identifying and providing insight on significant risks, and making clear and
relevant recommendations for improvements that have been accepted by
management

e reporting our findings and conclusions in public

e sharing intelligence and good practice through our national reports
(Appendix 3) and good practice guides, and

e providing clear and focused conclusions on the appropriateness,

effectiveness and impact of corporate governance, performance
management arrangements and financial sustainability.

Scope of our audit

3. The scope of our audit was set out in our Annual Audit Plan and this report
comprises the findings from:

e areview of the Fund’s main financial systems

e an audit of the Fund’s 2019/20 annual accounts, including the issue of an
independent auditor's report setting out our opinions

e our consideration of the wider audit dimensions of public sector audit, in
exhibit 1, as set out in the Code of Audit Practice 2016.

Exhibit 1
Audit dimensions

Financial
sustainability

A

Best Value

Value
for money

Source: Code of Audit Practice 2016



https://www.audit-scotland.gov.uk/report/tayside-pension-fund-annual-audit-plan-201920
http://www.audit-scotland.gov.uk/report/code-of-audit-practice-2016

Impact of Covid-19

4. Subsequent to the publication of our 2019/20 Annual Audit Plan, in common with
all public bodies, the Fund have had to respond to the Covid-19 pandemic. Our
planned audit work has been adapted for the new emerging risks that relate to the
audit of the financial statements and the wider dimensions of audit. The audit of the
financial statements was conducted remotely.

Ethical considerations

5. We can confirm that we comply with the Financial Reporting Council’s Ethical
Standard. We can also confirm that we have not undertaken any non-audit related
services and the 2019/20 audit fee of £25,670 as set out in our Annual Audit Plan,
remains unchanged. We are not aware of any relationships that could compromise
our objectivity and independence.

Responsibilities and reporting

6. Dundee City Council is the administering authority for the Tayside Pension Fund.
The council delegates this responsibility to the Pension Sub-Committee. The Sub-
Committee is responsible for establishing effective governance arrangements and
ensuring that financial management is effective. The Sub-Committee is also
required to review the effectiveness of internal control arrangements and approve
the annual accounts.

7. Our responsibilities as independent auditor appointed by the Accounts
Commission are established by the Local Government in Scotland Act 1973, the
Code of Audit Practice 2016 and supplementary guidance, and International
Standards on Auditing in the UK.

8. As public sector auditors we give independent opinions on the annual accounts.
We also review and provide conclusions on the effectiveness of the Fund’s
performance management arrangements, suitability and effectiveness of corporate
governance arrangements, and financial position and arrangements for securing
financial sustainability.

9. Further details of the respective responsibilities of management and the auditor
can be found in the Code of Audit Practice 2016.

10. This report raises matters from the audit of the annual accounts and
consideration of the audit dimensions. Weaknesses or risks identified are only
those which have come to our attention during our normal audit work and may not
be all that exist. Communicating these does not absolve management from its
responsibility to address the issues we raise and to maintain adequate systems of
control.

11. An agreed action plan is included at Appendix 1 setting out specific
recommendations, responsible officers and dates for implementation.

12. This report is addressed to both the members of the Pension Sub-Committee

and the Controller of Audit and will be published on Audit Scotland's website:
www.audit-scotland.gov.uk

Acknowledgement

13. We would like to thank all management and staff for their cooperation and
assistance during the audit.
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8

Part 1

Audit of 2019/20 annual accounts

Main judgements

Tayside Pension Fund’s financial statements give a true and fair view of the
financial transactions of the Fund during the year ended 31 March 2020 and of
the amount and disposition at that date of its assets and liabilities.

The management commentary, annual governance statement and governance
compliance statement were all consistent with the financial statements and
properly prepare, in accordance with accounting regulations.

Our audit opinions on the annual report and accounts are

dified The annual
unmoditie accounts is the
14. The annual report and accounts for the year ended 31 March 2020 were principal means
approved by the Pension Sub-Committee on 21 September 2020. We reported, by which the

within the independent auditor’s report that: pension fund

o the financial statements give a true and fair view of the financial transactions demoPStrates
of the Fund during the year ended 31 March 2020 and of the amount and effective
disposition at that date of its assets and liabilities; stewardship

and use of

e the management commentary, annual governance statement and resources to its
governance compliance statement were all consistent with the financial external

statements and properly prepared in accordance with the guidance.
PIOPETy prep 9 stakeholders.

15. We have nothing to report in respect of misstatements in the information

accompanying the financial statements, the adequacy of accounting records, or the
information and explanations we received during the audit.

Despite the impact of Covid-19, the annual report and accounts were
produced and audited in line with the original timetable

16. We received the unaudited annual report and accounts on 30 June 2020 in line
with the original timetable. The unaudited annual accounts provided for audit were
complete and finance staff provided good support to the audit team which helped
ensure the final accounts process ran smoothly, despite the impact of Covid-19.

There were no objections raised to the annual report and accounts

17. The Local Authority Accounts (Scotland) Requlations 2014 require local
government bodies to publish a public notice on their website that includes details
of the period for inspecting and objecting to the accounts. This must remain on the
website throughout the inspection period. The notice for Tayside Pension Fund was
published on the website of the administering authority (Dundee City Council) and
complies with the regulations. No objections were received to the Tayside Pension
Fund annual report and accounts.

Our audit testing reflected the calculated materiality levels

18. Materiality can be defined as the maximum amount by which auditors believe
the financial statements could be misstated and still not be expected to affect the
perceptions and decisions of users of the financial statements. The assessment of


https://www.legislation.gov.uk/ssi/2014/200/contents/made
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what is material is a matter of professional judgement. A misstatement or omission,
which would not normally be regarded as material by value, may be important for
other reasons (for example, an item contrary to law). In forming our opinion on the
financial statements, we assess the materiality of uncorrected misstatements, both
individually and collectively.

19. Our initial assessment of materiality for the financial statements was
undertaken during the planning phase of the audit and was based on the financial
results reported in the 2018/19 audited annual report and accounts. These levels
were reported in our Annual Audit Plan.

20. On receipt of the unaudited 2019/20 annual report and accounts we
recalculated our materiality levels based on the actual financial results for the year
ended 31 March 2020. Our audit approach and testing were adapted to reflect the
revised materiality levels. Our final materiality levels are summarised in Exhibit 2.

Exhibit 2
Materiality values

Materiality levels Amount

Overall materiality levels

Asset planning materiality — This is the calculated figure we use in assessing the £36.665 million
overall impact of audit adjustments on the investment assets within the financial
statements. It has been set at 1% of net assets.

Asset performance materiality — This acts as a trigger point. If the aggregate of £18.333 million
errors identified during the financial statements audit exceeds performance materiality

this would indicate that further audit procedures should be considered. Using our

professional judgement, we have calculated asset performance materiality at 50% of

asset planning materiality.

Reporting threshold on assets — We are required to report to those charged with £250,000
governance on all unadjusted misstatements in excess of the ‘reporting threshold'
amount. This has been calculated at 1% of planning materiality (capped at £250,000).

Specific account area materiality levels

Transaction planning materiality — This is the calculated figure we use in assessing £1.042 million
the overall impact of audit adjustments on the figures for dealings with members and

employers within the financial statements. It has been set at 1% of contributions and

transfers in from other pension funds.

Transaction performance materiality — Using our professional judgement, we have £0.521 million
calculated transaction performance materiality at 50% of transaction planning

materiality.

Reporting threshold on transactions — This has been calculated at 5% of £52,000

transaction planning materiality.

Source: Audit Scotland

Our audit identified and addressed the risks of material
misstatement

21. Appendix 2 provides our assessment of risks of material misstatement in the
annual report and accounts and any wider audit dimension risks. These risks
influenced our overall audit strategy, the allocation of staff resources to the audit
and indicate how the efforts of the team were directed. The appendix identifies the
work we undertook to address these risks and our conclusions from this work.


https://www.audit-scotland.gov.uk/report/tayside-pension-fund-annual-audit-plan-201920
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We reported the significant findings from the audit to those

charged with governance

22. International Standard on Auditing (UK) 260 requires us to communicate
significant findings from the audit to those charged with governance, including our
view about the qualitative aspects of the body’s accounting practices, including
accounting policies, accounting estimates and financial statements disclosures.

23. The significant findings are summarised in Exhibit 3. Our audit also identified
some minor presentational and disclosure issues which were discussed with

management. These were all adjusted and reflected in the audited accounts and
none were significant enough to require to be separately reported under ISA 260.

Exhibit 3

Significant findings from the audit of financial statements

Issue Resolution

1. Investment assets values

As part of our audit we verified the year end
investment assets values in the Net Assets
Statement to the underlying fund manager reports.
This identified differences totalling £2.701 million
(i.e. overstated in accounts) between the
investment assets values.

Management has advised that these differences
relate to the exact timing of when the fund manager
reports were run on the 31 March 2020 and there is
no easy way of determining which is the most
accurate year-end valuation. However, the overall
difference is insignificant in terms of the overall
investment assets value of £3.702 billion at 31 March
2020 and there are always minor differences each
year due to timing of the reports.

We have accepted management’s explanation and
are content that the investment assets value in the
audited accounts is not materially misstated.
However, as the value of the difference exceeds our
minimum reporting threshold it has been reported for
members information.

2. Goodwin case

The Goodwin tribunal relates to a recent
employment tribunal that changes the pension
entitlement of male survivors in opposite sex
marriages to take into account the female member’s
service from 6 April 1978. Previously, the male
spouse survivor’s entitlement was based on service
accrued from 6 April 1988. The change is
backdated to 5 December 2005. The change
therefore affects the pension of male spouse
survivors where their entittement arose (i.e. where
the female member died) on or after 5 December
2005. This ruling will impact upon the future
promised retirement benefits of members of the
Fund but the level of this impact can not yet be
quantified with any certainty.

Management has included an unquantified
contingent liability disclosure in respect of the
Goodwin case at Note 26. Contingent Liabilities in
the audited accounts.

Source: Audit Scotland

We have no misstatements above our reporting threshold to
report

24. It is our responsibility to request that all misstatements above the reporting
threshold are corrected. We have no misstatements above our reporting threshold
to report from the 2019/20 audit.
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Part 2

Financial management

Main judgements

The Fund has effective financial management arrangements in place. This
includes comprehensive reporting of investment performance.

The annual performance of the Fund was significantly impacted by Covid-19. In
February the value of the Fund’s net assets exceeded £4.4 billion but by the end
of March the value fell to £3.672 billion, as a result of Covid-19. Despite the poor
annual performance of the Fund, the estimated funding level remained at 107 per
cent.

Management has advised that recent stimulus measures introduced by global
government have since had positive impact, with the Fund recovering to over

£4.2 billion at the beginning of June.

The Fund has effective financial management arrangements in
place. This includes comprehensive reporting of investment
performance.

25. The Executive Director of Corporate Services for Dundee City Council is the
Proper Officer responsible for Tayside Pension Fund. The financial regulations of

Financial
management is
about financial
capacity, sound

Dundee City Council, as administering authority, apply to the pension fund. We budgetary

consider these to be comprehensive, and current, and promote good financial processes and

management. whether the
control

26. Investment performance reports are submitted to the Pension Sub-Committee environment

on a quarterly basis. Reports are comprehensive detailing the performance of fund d internal

managers and comparing their performance against specific benchmarks. The andin

reports also include commentaries from each fund manager. controls are
operating

27. Overall, we have concluded that the Fund has effective financial management effectively.

arrangements in place.

Financial systems of internal control operated effectively during
2019/20

28. As part of our audit we identify and inspect the key internal controls in those
accounting systems which we regard as significant to produce the financial
statements. Our objective is to gain assurance that Tayside Pension Fund has
systems of recording and processing transactions which provide a sound basis for
the preparation of the financial statements.

29. Our work in 2019/20 covered the key controls over the systems used for
pension administration activity and the pension fund’s investments. The Fund also
uses the financial systems of the administering authority, Dundee City Council. The
main council systems used by the Fund are the general ledger system and the
payroll system. Our review of the controls in operation within these systems was
conducted as part of our audit of Dundee City Council.
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50. Our review of the systems used by the Fund and the administering authority did
not identify any significant control weaknesses which could affect the Fund's ability
to report financial and other relevant data in the financial statements, and we
concluded that systems of internal control for the Fund were operating effectively.

The annual performance of the Fund was significantly impacted by
Covid-19

30. The Fund's financial performance in 2019/20 is summarised in Exhibit 4. This
shows that the net assets of the Fund decreased from £3.893 billion at 31 March
2019 to £3.672 billion at 31 March 2020. This £221 million decrease in the value of
the fund during the year reflects the annual fund investment performance of -4.86
per cent which was slightly above the benchmark of -5.15 per cent.

31. When considering the investment performance of the Fund during 2019/20 it is
important to recognise the impact of Covid-19. Up until mid-February the Fund had
been performing well with the value net assets exceeding £4.4 billion. However, the
pervasive impact of the Covid-19 outbreak on the Fund’s investments caused the
value to fall sharply towards the end of the financial year resulting in the closing
value of £3.672 billion.

32. Management has advised that recent stimulus measures introduced by global
government have since had positive impact, with the Fund recovering to over £4.2
billion at the beginning of June. However, they highlighted that significant market
volatility remains, and the longer-term outlook is uncertain.

Exhibit 4
Assets, funding level and investment performance
Investment performance

Increase in net assets Funding level

D il

£3,672 million 107% -4.86%
Closing net assets at 31 March 31 March 2020 interim valuation Return on investments
2020 (based on roll forward 2019/20
=70 approximation from
(-5.7%) 2017 valuation)
£3,893 million 107% 5.52%

Opening assets at 1 April 2019

2019 interim valuation

Return on investments

over 5 years

Source: Tayside Pension Fund 2019/20 Annual Report and Accounts

The Fund reported a deficit from dealings with members of £19.5
million for 2019/20

33. During 2019/20 the Fund reported a deficit from dealings with members of
£19.5 million in 2019/20. This means that pension payments exceeded member
contributions and investment income was used to ensure pensions were paid. This
was partly attributable to lump sum payments made to members accessing their
pension early due to retiring under voluntary early release schemes offered by
employer bodies.



Despite the poor annual performance of the Fund, the estimated
funding level remained at 107 per cent

34. Pension fund finances are independently assessed every three years by an
actuary. This assessment determines the employer contribution rates and deficit
funding payments for the upcoming three-year period and takes account of the
strength of employer covenants and the fund's investment strategy.

35. At the March 2017 triennial funding valuation, the Fund was assessed by the
actuary, Barnett Waddingham, to be 107 per cent funded, including a volatility
reserve of 10 per cent which is in place to protect the Fund from future volatility of
investment returns. The funding level means that, overall, the investment assets
were higher than the liabilities. This enabled the Fund to maintain the employer’s
contribution rate at 17 per cent (for all employers other than Xplore Dundee) for the
period 2018-2021.

36. The promised retirement benefits at 31 March 2020 have been projected by the
actuary using a roll forward approximation from the latest formal funding valuation
as at 31 March 2017. These have been estimated at £4.309 billion (£4.515 billion in
2018/19), showing a £206 million (4.5 per cent) decrease. It should be noted that
this estimate uses assumptions in line with Internal Accounting Standards (IAS) 19
requirements, for the purposes of the Fund’s financial statements. Therefore, it is
not directly comparable to the liability measures on a funding basis.

37. The actuary reported that the potential reduction in the value of the liabilities
will be offset by lower expected future investment returns but estimated that at 31
March 2020 there is sufficient volatility reserve to maintain the funding level at the
previous valuation level of 107 per cent using assumptions consistent with those
adopted at the 2017 valuation. The actuary also highlighted the future investment
returns that will be achieved by the Fund in the short term are more uncertain than
usual.

|13
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Part 3

Financial sustainability

Main judgement

There have been negative cash flows from member activity in recent years and
the ratio of active fund members to pensioners has been falling. This trend is
expected to continue. However, the Fund is content that there is no immediate

need to consider investment changes.

The longer-term impact of the Covid-19 crisis on UK and global markets

presents a risk to the future value of the Fund’s investments.

The Fund’s three year funding and investment strategy will be reviewed
following the next full triennial valuation, due to be completed by 31 March 2021.
This will determine the level of employer and employee contribution rates from

2021/22 onwards.

Overall membership levels have increased over the last five years
but the ratio of active members to pensioners has steadily
reduced over the same period

38. The pension fund is a multi-employer fund with 46 employers. The current
membership profile is shown at Exhibit 5.

39. The Fund gives its members a guarantee that in exchange for contributions
during their employment, the Fund will pay a pension until the end of each
member's life. It is important that the fund maintains the capacity to meet the
current and future needs of its members.

40. Overall membership of the fund increased by 2,069 (4.2 per cent) to 48,935
members during 2019/20, and has increased by 6,726 (15.2 per cent) since
2015/16. However, although the number of active members continues to exceed
the number of pensioners, the ratio of active members to pensioners has steadily
reduced in recent years from 1.24:1 in 2015/16 to 1.15:1 in 2019/20. This,
combined with increasing life expectancy over this period, continues to place
additional pressure on the Fund.

Financial
sustainability
looks forward to
the medium and
longer term to
consider
whether the
Fund maintains
the capacity to
meet the
current and
future needs of
its members.

Exhibit 5
Tayside Pension Fund membership

m Active members

25000
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Deferred members  m Pensioners

2019/20

Source: Tayside Pension Fund 2019/20 Annual Report and Accounts
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There have been negative cash flows from member activity in
recent years and this trend is expected to continue. However, the
Fund is content that there is no immediate need to consider
investment changes.

41. Following the latest triennial valuation in 2017, the actuary agreed employer
contribution rates with individual employers for 2018/19 onwards with the funding
surplus being used to subsidise and stabilise contribution rates. The approximate
split of all contributions received in year is set out at Exhibit 6.

Exhibit 6
Contributions in 2019/20

Other

Administering scheduled Admitted

authority bodies bodies

£m £m £m
Employer contributions 21.329 38.136 12.568 72.033
Employee contributions 7.638 13.631 4.621 25.890
Strain Contributions 0.212 0.918 0.573 1.703
Total 29.179 52.685 17.762 99.626

Source: Tayside Pension Fund 2019/20 Annual Report and Accounts

42. As detailed at paragraph 33, the Fund reported a deficit from dealings with
members of £19.5 million in 2019/20. This reflects the trend of negative cash flows
from member activity over recent years. The Fund actively monitors its cash-flow
position and indications are that negative cash flows will be an ongoing trend in
future years. Auto-enrolment has had a positive impact on the cash flow position,
but this may be offset by the change in pension regulations to allow Fund members
to retire without employers’ consent at the age of 55. Based on the actuarial
maturity profile, the Fund is content that there is no immediate need to consider
investment changes due to the cash flow position. The longer term impact will be
reflected in the fund’s next investment and funding strategy review.

During 2019/20 the Fund approved employer bodies being able to
prepay member contributions from April 2020

43. In March 2020 the Pension Sub-Committee approved a proposal that provides
employers the opportunity to prepay pension contributions in order to receive a
reduction in the total payment amount. The proposal was based on the fact that
receiving contributions early would allow the Fund to invest and earn additional
investment returns on contributions paid, resulting in a lower contribution
requirement over the three years.

44. The new arrangements are effective from April 2020 and are set out in the
Funding Strategy Statement in the 2019/20 annual report and accounts. The option
to prepay is open to all employer bodies and, where an employer body choses to
make prepayments, the advance payment is due by 30 April each year with
reductions applied in line with the financial assumptions set by the Fund Actuary.

45. The prepaid contributions can attract reductions but the notional amounts
payable to cover contributions due to the Fund are then subject to annual reviews
and a balancing payment will be required from employers in any case of
underpayment compared to the amount due in accordance with the Actuary’s
Rates and Adjustments Certificate, based on actual pensionable payroll during the
year. Prepayments are notional amounts, based on the estimated pensionable
payroll for future years, as confirmed by the employer to the Fund.
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46. As this is a new payment arrangement, management should ensure that there
is a clear audit trail maintained of any prepaid contributions, and balancing
payments to / from employers, so we can easily verify these as part of the annual
financial statements audit.

EC/IJ Recommendation 1 (Appendix 1 - Action Plan)

The longer-term impact of the Covid-19 crisis on UK and global
markets presents a risk to the future value of the Fund’s
investments

47. There is significant uncertainty surrounding how UK and global markets will
recover from the current Covid-19 crisis and this inevitably presents a risk to the
value of the Fund’s investments going forward. Alongside this, the impact of the
UK's withdrawal from the European Union (EU) also continues to present a risk to
the value of UK investments but as the Fund’s UK exposure is only around 20 per
cent this is considered much less significant.

The Fund will require to view its funding strategy and investment
strategy following the completion of the next triennial valuation

48. As discussed at paragraphs 34-37, the March 2017 triennial valuation reported
that the fund assets were sufficient to meet 107 per cent of its liabilities. The interim
valuation by the Fund's actuary as at 31 March 2020, estimated that the funding
level had remained at 107 per cent.

49. The funding strategy statement is a summary of the Fund’s approach to
funding liabilities and sets out the level of employer and employee contribution
rates required to ensure sufficient resources are available to provide for members’
pensions and lump sum benefits. Following each triennial valuation, the Fund
reviews and revises the funding strategy statement. The next full review is due to
be completed by 31 March 2021.

50. The investment strategy is set for the long-term but is monitored continually
and reviewed every three years using asset-liability modelling to ensure that it
remains appropriate to the profile of the Fund'’s liabilities.

51. The current funding strategy statement and investment strategy are included
within the Fund’s 2019/10 annual report and accounts and both will be reviewed
following the completion of the triennial valuation. The outcome of the review of the
funding strategy will determine the level of employer and employee contribution
rates from 2021/22 onwards.
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Part 4

Governance and transparency

Main judgements

The Fund has adequate arrangements in place to support good governance and
accountability. Revised arrangements were introduced in March to enable the
Fund to operate in the Covid-19 environment.

Internal audit reporting arrangements were improved during 2019/20.

The Fund conducts its business in an open and transparent manner and has
appropriate arrangements in place to prevent and detect fraud and corruption.

The Fund self-referred itself to the Pension Regulator due to its failure to issue
1,788 deferred benefit entitlement and options notifications to members within
the two-month statutory timescale. Management has now strengthened the

arrangements in place for monitoring processing levels to help prioritise those

cases that are nearing statutory deadlines.

The Fund has adequate arrangements in place to support good
governance and accountability

52. Dundee City Council is the administering authority for Tayside Pension Fund.
The Council has delegated responsibility for governance to the Pension Sub-
Committee of the Policy and Resources Committee. This Sub-Committee,
supported by the Pension Board, is responsible for establishing arrangements that
ensure the proper conduct of the affairs of Tayside Pension Fund. It is also
responsible for ensuring that decisions are made within the terms of the Local
Government Pension Scheme.

53. The responsibilities of the Proper Officer, the Pension Sub-Committee and the
Pension Board are set out in the Statement of Investment Principles.

54. The main functions of the fund are management of investments and
administration of scheme benefits. These functions are carried out in accordance
with the Local Government Pension Scheme (Scotland) regulations which are
statutory instruments made under the Superannuation Act 1972 and Public Service
Pensions Act 2013.

55. Overall, we have concluded that adequate arrangements are in place to
support good governance and accountability. These have been strengthened
during 2019/20 by improving the internal audit reporting arrangements as detailed
at paragraphs 59-61.

Governance
and
transparency is
concerned with
the
effectiveness of
scrutiny and
governance
arrangements,
leadership and
decision-
making, and
transparent
reporting of
financial and
performance
information.
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Good Practice — Member training programme

A comprehensive members training programme for 2020/21 was presented to
the sub-committee in March 2020. This was designed to ensure members have
the requisite knowledge and understanding to fulfil their fiduciary duty to the
members and employer bodies in the Fund. This included a wide range of
training covering areas such as the role of a trustee and pensions law, and
sessions on the valuation process and key administration processes

The Covid-19 pandemic has impacted on the governance
arrangements of the Fund since March 2020. We have concluded
that the revised arrangements put in place were appropriate in the
circumstances.

56. The Covid-19 pandemic has impacted on the governance arrangements of
Dundee City Council, and the Fund, since March 2020. Changes to the decision
making arrangements and the conduct of meetings were introduced following a
meeting with Senior Elected Members on 19 March whereby alternative
procedures were implemented for all Council committee business, including
Tayside Pension Fund. The following procedures were implemented with
immediate effect:

e All non-essential committee business has been deferred to ensure that all
elected members and officers can concentrate the maximum possible time
and effort on supporting the City through the Coronavirus period.

e The Council’s existing Scheme of Delegation of Powers to Officers Standing
Orders have been applied to ensure that services act in accordance with the
powers already delegated.

o All essential committee business which is not covered by the existing
delegated powers will be dealt with as urgent matters arising between
meetings.

57. As a result of the changes introduced the March and June Pension Sub-
Committee meetings were cancelled and the committee papers were circulated to
members electronically for consideration and approval. From September 2020 the
Pension Sub-Committee meetings will be held virtually until further notice.

58. The impact of the Covid-19 pandemic on the governance arrangements from
March 2020 onwards has been clearly set out in the Annual Governance Statement
in the Fund’s annual report and accounts. We have concluded that the
arrangements put in place were appropriate in the circumstances.

Internal audit reporting arrangements were improved during
2019/20

59. Internal audit should provide the Fund with independent assurance on the
Fund’s overall risk management, internal control and corporate governance
processes.

60. As reported last year, during 2018/19 the Fund’s internal audit function was
carried out by Dundee City Council’s internal audit service. An Annual Internal Audit
Report was issued providing an opinion on the overall adequacy and effectiveness
of the framework of governance, risk management and control of the administering
authority for the year ended 31 March 2019. However, no separate Annual Internal
Audit Report for the Fund was prepared. We recommended that such a report
should be produced for the Pension Sub-Committee to provide independent
assurance on the overall risk management, internal control and corporate
governance processes relating specifically to the Fund.
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61. PricewaterhouseCoopers (PwC) were appointed to provide the internal audit
service to the Fund for 2019/20 and 2020/21. Following completion of the 2019/20
annual audit plan PwC issued an Annual Assurance Report providing an opinion of
the adequacy and effectiveness of the Fund’s governance, risk management and
controls. This stated that no major weaknesses in internal control systems had
been identified and that business critical areas were generally satisfactory, but that
there are some areas of weakness that could potentially put achievement of
objectives at risk. Management has agreed actions to address the weakness
highlighted by PwC and these are included within the areas for improvement in the
Annual Governance Statement in the Fund’s annual report and accounts.

The Fund conducts its business in an open and transparent
manner

62. Openness and transparency means that the public, in particular, members of
the pension fund have access to understandable, relevant and timely information
about how the fund is taking decisions and how it is using resources.

63. Public sector governance guidance indicates that an organisation that is
transparent shows the basis for its decisions and shares information about
performance and outcomes, including when targets have and have not been
achieved as well as how it is using its resources such as money, people and
assets.

64. There is evidence from several sources which demonstrate the Fund's
commitment to transparency. For example, the Pension Sub-Committee and
Pensions Board meetings are held in public and the minutes of all meetings are
available on the administering authority's website. The Fund's annual accounts are
also available on the administering authority's website, along with investment and
administration performance information, and key governance documents.

65. Overall, we concluded that the Fund demonstrates a commitment to openness
and transparency and conducts its business in an open and transparent manner.

The Fund has appropriate arrangements in place to prevent and
detect fraud and corruption

66. The Fund is responsible for establishing arrangements for the prevention and
detection of fraud, error and irregularities, bribery and corruption and to ensure that
their affairs are managed in accordance with proper standards of conduct by
putting proper arrangements in place.

67. We assessed the Fund's arrangements for the prevention and detection of
fraud. The Fund relies on the administering body's (Dundee City Council)
arrangements for the prevention and detection of fraud and corruption. These
include Code of Conduct for members and officers, whistleblowing policy and an
anti-fraud strategy.

68. We concluded that the Fund has appropriate arrangements in place to prevent
and detect fraud and corruption. We are not aware of any specific issues during
2019/20 that we require to bring to your attention.

The current NFI exercise has identified pension related
overpayments of £23,910 to date and action is being taken to
recover these funds

69. The National Fraud Initiative (NFI) in Scotland is a counter-fraud exercise co-
ordinated by Audit Scotland. It uses computerised techniques to compare
information about individuals held by different public bodies, and on different
financial systems, to identify 'matches' that might suggest the existence of fraud or
irregularity.

70. Tayside Pension Fund participate in the NFI with the investigation of matches
identified being carried out by the administering authority on the Fund’s behalf and
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reported to the Council’s scrutiny committee. Each NFI exercise runs over two
financial years and the biennial exercise that commenced in January 2019 (i.e.
running over 2019/20 and 2020/21) has identified pension related overpayments of
£23,910 to date. Action is being taken to recover these funds.

The Fund self-referred itself to the Pension Regulator due to its
failure to issue 1,788 deferred benefit entitlement and options
notifications to members within the two-month statutory timescale

71. The Pension Fund Manager and Senior Financial Services Manager monitor
any potential breaches of the Pensions Regulator Public Service Code regulations.
If any such incidents occur, they are discussed with the Head of Corporate Finance
to establish if they are material breaches that require to be reported to the
regulator.

72. Towards the end of 2019 the Fund self-referred itself to the Pension Regulator
due to its failure to issue 1,788 deferred benefit entitlement and options
notifications to members within the two-month statutory timescale. This breach was
only reported to the Pension Sub-Committee through the quarterly administration
performance reporting after the breach had occurred which highlighted
weaknesses in the existing administration performance monitoring and reporting
arrangements.

73. The Fund undertook an operational review and put an improvement plan in
place to ensure sufficient resources were allocated to deal with the significant
processing backlog. This ensured the issue was fully resolved by 31 January 2020,
the date indicated to the Pensions Regulator. The Fund has since received
confirmation from the Pensions Regulator that they are satisfied the issue is now
resolved and that no further action will be taken.

74. To address the performance reporting weaknesses, and prevent further
breaches in the future, management has now strengthened the arrangements in
place for monitoring processing levels to help prioritise those cases that are
nearing statutory deadlines. This included working with IT to develop exception
reports that provide live information of cases due for processing for all statutory
deadlines. Alongside this, administration performance reporting to the Pension
Sub-Committee is being developed to ensure key performance indicators include
compliance with statutory deadlines.

75. As part of our 2020/21 audit, we will monitor compliance with statutory
processing deadlines and report on any further breaches.

The SSAB consultation on the future structure of the Local
Government Pension Scheme in Scotland found the majority of
respondents were in favour of retaining the existing structure
76. In June 2018 the Scottish Scheme Advisory Board (SSAB) commenced a

consultation on the future structure of the Local Government Pension Scheme in
Scotland and identified four potential options:

e Option 1: retain the current structure of eleven funds

e Option 2: promote cooperation in investment and administration between the
eleven funds

e Option 3: pool investments between the eleven funds, or

e Option 4: merge the eleven funds into one or more funds.
77. The SSAB commissioned the Pensions Institute to consult with a range of
stakeholders, including employers and employee representative groups but not

investment managers, between June and December 2019. The consultation asked
stakeholders to consider the advantages and disadvantages of the current scheme



structure against the other three options presented. Tayside Pension Fund’s
response to the consultation stated that the Fund’s preference was option 2.

78. In November 2019 the outcome of the consultation was published. This
showed that the majority of respondents (36 out of 53) were in favour of either
option 1 or option 2, with 9 of the 11 administering authorities preferring to retain
the existing structure and promote cooperation in investment and administration
between the funds.

79. Following the publication of the report, the Scheme Advisory Board wrote to the
Cabinet Secretary stating that it intended to commission further work on the merger
model. The Cabinet Secretary has encouraged the continuing work to look at the
structure of the Local Government Pension Scheme in Scotland and monitor the
impact of pooling in England and Wales. The SSAB is in the process of
undertaking scoping work to expedite this.

80. We will continue to monitor developments in this area and report on any
potential implication for the future organisation or operation of the Fund.
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Part 5

Value for money

Main judgements

2019/20 was very difficult for Scottish Local Government Pension Schemes with
all eleven funds reporting negative returns due to the impact of Covid-19 on the
final quarter of the year. The funds reported investment returns of between -1.7
and -10.2 per cent for 2019/20. Tayside Pension Fund’s rate of return of -4.86 per
cent places them in the middle of this range. Longer-term investment
performance shows above benchmark returns for the Fund over the last three,
five and ten years.

Performance of individual investment managers was better than targeted during
2019/20 with six out of nine investment mandates performing above benchmark.

Improvements are being made to administration performance reports to ensure
they provide members of the Sub-Committee with a clear picture of how the
pension administration team is coping with its increased workload.

At 31 March 2020, 81 per cent of the value of the Fund’s assets

were held in equities and pooled investments Value for money

is concerned

81. The investment strategy of the Fund is included in the Statement of Investment with using
Principles which was updated in March 2019. The Fund has adopted a risk/return

asset framework as the basis for modelling and agreeing the investment strategy. resou_rces

The Fund is largely equity based with £1.580 billion (43 per cent) of the Fund’s effectively and
asset value at 31 March 2020 held in equities. Hence the Fund’s investment continually
performance is heavily reliant on the investment returns of equity managers. A improving
further £0.947 billion (26 per cent) of the Fund’s assets at the year end were held services.

in pooled investments.

82. The Fund also continues to invest in long term enhanced yield assets, such as
UK property. At 31 March 2020, the Fund held direct property assets with a value of
£0.450 billion, 12 per cent of the Fund’s assets at 31 March 2020. The objective of
holding such investments is to provide a long-term income stream and a degree of
inflation protection. Maintaining long term investment income is important to
ensuring the Fund has available funding to meet any deficit resulting from dealings
with members.

Government Pension Schemes across Scotland reported
investment returns of between -1.7 and -10.2 per cent for 2019/20.
Tayside Pension Fund’s annual rate of return of -4.86 per cent
places them in the middle of this range.

83. 2019/20 was very difficult for Scottish Local Government Pension Schemes
due to the impact of Covid-19 on returns for the final quarter of the year. As a
result, all eleven funds reported negative returns for the year to 31 March 2020
with investment performance ranging from -1.7 per cent to -10.2 per cent. Tayside
Pension Fund’s annual rate of return of -4.86 per cent places them in the middle of
this range which is a similar ranking to 2019/20.
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Longer-term investment performance shows above benchmark
returns for the Fund over the last three, five and ten years

84. The Pension Sub-Committee meets on a quarterly basis. A review of fund
managers’ performance is a standing item on the Sub-Committee’s agenda. At
each meeting, Sub-Committee members receive a report outlining overall fund
performance including an analysis of risks and returns.

85. Exhibit 7 shows that over the year, the Fund performed slightly above the
benchmark in 2019/20, generating a rate of return of -4.86 per cent against the
benchmark of -5.15 per cent. The medium-term performance is stronger with the
Fund performing above benchmark, 2.2 per cent against the benchmark of 1.7 per
cent over the last three years. Long-term performance shows even more healthy
returns of 7.8 per cent against the benchmark of 7.1 per cent over the last ten
years.

86. Under the career average pension scheme (CARE), accrued benefits are
indexed at Consumer Price Index (CPI). Benefits earned under the previous final
salary schemes will continue to increase in line with earnings. Investment returns
have outperformed inflation over the past ten years, going some way to meeting
increases in the historic liabilities.

Exhibit 7
Longer-term Fund investment performance
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Percentage

year Three years Five years Ten years

® Fund return Benchmark return

Source: Tayside Pension Fund 2019/20 Annual Report and Accounts

Performance of individual investment managers was better than
targeted during 2019/20 with six out of nine investment mandates
performing above benchmark

87. The Fund used seven external investment managers (managing ten distinct
mandates) during the course of 2019/20. Alliance Bernstein’s portfolio transferred
to Legal and General Investment Management in July 2019 due to its poor
investment performance over a number of years. The mandate managed by M&G
Investment Management also fully matured in February 2020. As a result, the Fund
ended the year with nine distinct mandates being managed by five external
investment managers.

88. Investment manager performance for each mandate is reported on a quarterly
basis to the Pension Sub-Committee. The Fund’s external investment advisor
attends the meetings in an advisory capacity, when required. The external
investment advisor also provides an annual report to the Pension Sub-Committee
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each March covering the performance of each mandate, and the full fund, for the
previous calendar year.

89. The performance summaries presented to each meeting of the Sub-Committee
include details of performance of individual mandates against benchmark for each
quarter of the current year, and over the last three and five years. This allows
members of the Sub-Committee to scrutinise investment performance and to
question officers on the reasons for any under-performance.

90. During 2019/20 the overall performance of investment managers was better
than targeted with six out of nine investment mandates performing above
benchmark. This included Fidelity Equity (FE) whose performance we had
highlighted in our 2018/19 Annual Audit Report due to it being significantly below
benchmark for the year and also showing below benchmark performance over the
three year period to 2018/19. FE’s above benchmark performance for 2019/20
resulted in performance over the last three year period also exceeding the
benchmark with performance of 2.67 per cent against a benchmark of 2.12 per
cent. This supports the view expressed by management in 2018/19 that the
performance of the mandate would show improvement over the 3-year period to
2020/21

Management expenses increased from last year due to an
increase in investment management fees linked to investment
manager performance

91. There are three main categories of management expense, with the largest
being investment management costs. Other expenses are the cost of the
administration services provided by the Council and the governance fees for
actuarial and audit services.

92. External investment manager fees are agreed in the respective mandates
governing their appointments. These are usually based on the market value of the
investments under their management and therefore increase or reduce as the
value of these investments’ changes.

93. Investment management expenses have increased from £9.028 million in
2018/19 to £9.605 million in 2019/20. This was attributable to the additional
management fees incurred when transferring the investment mandate from
Alliance Bernstein to Legal and General Investment Management in July 2019,
paragraph 87, and an increase in investment management fees linked to
investment manager performance, reflecting above benchmark performance during
the year.

Improvements are being made to administration performance
reports to ensure they provide members of the Sub-Committee
with a clear picture of how the pension administration team is
coping with its increased workload

94. The workload of the pension administration section continues to grow, primarily
due to the introduction of the career average pension scheme (CARE) from 1 April
2015. Other factors impacting on the administration workload include auto
enrolment, freedom of choice, work arising from the Guaranteed Minimum
Payment Reconciliation and increased queries from pension members moving to
the PensionsWEB online pension system.

95. We noted in our 2017/18 Annual Audit Report that administration performance
is reported quarterly to the Pension Sub-Committee but that this focussed on the
volume of key tasks undertaken and did not provide details of performance against
targeted performance levels. During 2018/19 some alterations were made to show
performance against targets, however, the majority of the reporting remained
unchanged.
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96. During 2019/20 further improvements have been agreed to administration
performance reporting, including changes linked to the failure to issue 1,788
deferred benefit entitlement and options notifications to members within the two-
month statutory timescale, paragraphs 71-74. These should provide a clearer
picture of how the pension administration team are coping with the increased
demand, including any impact on processing times. This will assist members of the
Sub-Committee in identifying any existing or emerging pressures and the action
being taken to address these.

97. As part of our 2020/21 audit, we will review the new pension administration
performance reports to ensure they are providing members with sufficient
information to adequately scrutinise administration performance, including
compliance with statutory processing deadlines. The Fund should also canvass the
views of Sub-Committee members to ensure they are satisfied that are being
provided with all the performance information they require.

L:CJ) Recommendation 2 (Appendix 1 - Action Plan)

The new monitoring arrangements introduced by the Fund during
2019/20 proved effective in ensuring employer bodies submitted
the year end contribution returns by the end of May deadline

98. Employers are required to submit year end contribution returns by May for the
preceding 31 March year end. This is an important control over the accuracy of
pension contributions received and recorded in the pensions systems and is of
increased importance following the introduction of CARE as the member benefit
statement requires actual salary data from all employers.

99. In our 2018/19 Annual Audit Report we highlighted that a significant number of
employer year end contribution returns were received after the 31 May deadline.
We recommended that the Fund remind employer bodies of the importance of
providing complete and accurate data by the deadline and put appropriate
mechanisms in place to escalate any late provision of information in future years.

100. During 2019/20 the Fund developed a formal year end timetable in relation to
year end contribution returns and communicated this to employers. The submission
of employer year end contribution returns was actively monitored by the Fund to
ensure that any instances of employers failing to submit by the 31 May 2020 were
managed and escalated appropriately. This included reminder e-mails being sent
out during May to any employer bodies who had not yet submitted the year-end
return.

101. The new arrangements introduced by the Fund during 2019/20 proved
effective with only four employer bodies failing to submit the year end contributions
returns by the end of May deadline, and all of these were submitted by the end of
the first week in June.

National performance audit reports

102. Audit Scotland carries out a national performance audit programme on behalf
of the Accounts Commission and the Auditor General for Scotland. During 2019/20,
we published reports which may be of interest to the Fund. These are listed in
Appendix 3.

103. The Pension Sub-Committee considers Audit Scotland reports that are
relevant to its remit to identify any issues that might be of interest and relevance.
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Appendix 1

Action plan 2019/20

Q

Q)

No. Issue/risk Recommendation Agreed
management
action/timing

1 Prepaid contributions As this is a new payment The Fund will maintain

. arrangement, management should  accurate records of
gur'rr;%jgt?f?oth; Elcj)giis ensure that there is a clear audit employer prepayments
b2ﬁ1 able top rey av member trail maintained of any prepaid and balancing calculations
cont?ibutions f?ong Ay il 2020 contributions, and balancing in conjunction with the

. AP ) payments to / from employers, so Fund actuary.
The prepaid contributions can i ifv th t
attract reductions but the we can eastly verily these as par
: of the annual financial statements Responsible officer:
notional amounts payable to . ; )
S audit. Senior Banking &
cover contributions due to the Investment Officer
Fund are then subject to Paragraphs 43-46
annual reviews and a A d date:
balancing payment will be 3grAee_| 282?
required from employers in pri
any case of underpayment.
2 Administration performance The Fund should canvass the The further development

reporting

Improvements have been
made to administration

performance reporting that are
intended to provide members
with a clearer picture of how

the pension administration
team are coping with the

increased demand, including

any impact on processing
times.

views of Sub-Committee members
to ensure they are satisfied that are

being provided with all the

performance information they

require.

Paragraphs 94-97

of clear and focussed
performance reporting is
ongoing, and feedback
from Sub-Committee and
Board Members will be
welcomed.

Responsible officer:
Senior Manager -
Financial Services

Agreed date:
31 December 2020
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Appendix 2

Significant audit risks identified during planning

The table below sets out the audit risks we identified during our planning of the audit and how we
addressed each risk in arriving at our conclusion. The risks are categorised between those where there is
a risk of material misstatement in the annual accounts and those relating our wider responsibility under

the Code of Audit Practice 2016.

Audit risk

Assurance procedure

Results and conclusions

Risks of material misstatement in the financial statements

1 Risk of material misstatement
caused by management override
of controls

ISA 240 requires that audit work is
planned to consider the risk of fraud,
which is presumed to be a
significant risk in any audit. This
includes consideration of the risk of
management override of controls to
change the position disclosed in the
financial statements.

Reviewed the Annual
Governance Statement
and the assurances
obtained in support of
the statement, including
internal audit’s
assurance letter.

Our work did not identify any
errors that required adjustment
to the financial statements.

Detailed testing of
journal entries.

Reviewed accounting
estimates.

Focused testing of
accruals and
prepayments.

Evaluation of significant
transactions that are
outside the normal
course of business.

2 Estimation and judgements

There is a significant degree of
estimation and judgement in the
measurement and valuation of some
material account areas, including:

e Valuation of investments which
include level 3 investments, such
as unquoted equity, where
valuations involve the significant
application of judgement in
determining values included in
the accounts.

e Actuarial valuation of future
retirement benefits which
depends on a number of
assumptions about the future.
These include investment
returns, contribution rates,
commutation assumptions,
pensioner mortality, discount
rates and earning assumptions.

Reviewed the work of
the valuer(s), including
focused substantive
testing of the valuation of
material assets.

Our work did not identify any
errors that required adjustment
to the financial statements.

‘Review of the work of an
expert’ in accordance
with ISA 500, for the
work of third parties
undertaking valuations of
material unquoted
investments.

Confirmation of
valuations to valuation
reports and / or other
supporting
documentation.

Confirmed that
investment values are
correctly reflected within
the 2019/20 accounts.

Reviewed the work of
the actuary, including
consideration of the
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Audit risk

This subjectivity represents an
increased risk of misstatement in the
financial statements.

Assurance procedure

appropriateness of the
actuarial assumptions

used, with reference to
the report produced by
the consulting actuary to

Audit Scotland.

e Confirmed that valuation
data in actuarial report is
correctly reflected within

the 2019/20 accounts.

Results and conclusions

Risks identified from the auditor's wider responsibility under the Code of Audit Practice

3 Internal Audit annual assurance * Reviewed the Annual Internal audit reporting
report Goa/fr:”ance Statement  arrangements were improved
In 2018/19 we recommended that an sgtaingdaisnsglzab?)%?-tsof during 2019/20.
Annual Internal Audit Report should the statement, including ~ Paragraphs 59-61
be prepared for the Pension Sub- internal audit’s
Committee to provide mdependent assurance report.
assurance on the overall risk
management, internal control and
corporate governance processes
relating specifically to the Fund.
There is a risk that weaknesses in
the control environment of the Fund
are not communicated to members
of the Pension Sub-Committee prior
to approving the Annual Governance
Statement.
4 Administration performance » Reviewed disclosures in  |mprovements are being made

reporting

In 2018/19 we recommended that
management consider further
developing administration
performance reporting to the
Pension Sub-Committee to ensure
this provides a clear picture of how
the pension administration team are
coping with increased demand,
including any impact on processing
times.

Towards the end of 2019 the Fund
self-referred itself to the Pension
Regulator in relation to its failure to
issue 1,788 deferred benefit
entitlement and options notifications
to members within the two-month
statutory timescale. This was only
reported to the Pension Sub-
Committee through the quarterly
administration performance
reporting after the breach occurred.

There is a risk that administration
performance reporting is not
providing members with sufficient
information to adequately scrutinise
administration performance,

the Annual Governance

Statement regarding

non-compliance with the

statutory deadline and
the action taken to
address the related
control weaknesses.

e Reviewed and assessed

revised pension
administration
performance reporting

arrangements, including

compliance with
statutory deadlines.

to administration performance
reports to ensure they provide
members of the Sub-
Committee with a clear picture
of how the pension
administration team is coping
with its increased workload.

Paragraphs 94-97
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Audit risk Assurance procedure Results and conclusions
including compliance with statutory
deadlines.
5 Contribution returns * Reviewed r(_acei?t of I The new monitoring
returns against rorma arrangements introduced by
contribution returns b ythe 31 Ma * Reviewed a sample of proved effective in ensuring
deadline y y year-end employer employer bodies submitted the
' contributions returns. year end contribution returns
We recommended that appropriate by the end of May deadline.

mechanisms be put in place to
escalate late provision of information
in future years.

Paragraphs 98-101

It was agreed that a formal timetable
in relation to year end contribution
returns will be developed and
communicated to employer bodies.

There is a risk that the Fund does
not have sufficient information to
verify the pension contributions
figures in the 2019/20 accounts.
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Appendix 3

Summary of national performance reports 2019/20

@ 2019/20
Reports

Apr
Social security: Implementing the Ma
devolved powers y
Scotland's colleges 2019 s Jun . i Enabling digital government
S I~
Jul

A
NHS workforce planning - part 2 m Aug

Finances of Scottish universities -»m Sept

NHS in Scotland 2019 ﬁl Oct

Nov
Local government in Scotland: | 4
Financial overview 2018/19 L & l Dec
—_—— . —-— Privately financed infrastructure
Scmf::ég:x? Sg':lg T e Jan investment: The Non-Profit Distributing
Sy (NPD) and hub models
Feb

Mar ﬁj Early learning and childcare: follow-up
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