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Audit issues arising 2015-16
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Audit appointments

5 years from 2016/17 

Pension Fund Outgoing auditor Incoming auditor

Strathclyde Audit Scotland Audit Scotland

Lothian Audit Scotland Scott-Moncrieff

North East Audit Scotland Audit Scotland 
(KPMG are auditor of Aberdeen)

Tayside KPMG Audit Scotland

Fife Audit Scotland Audit Scotland

Falkirk Audit Scotland Ernst and Young

Highland Audit Scotland Grant Thornton

D&G PWC Grant Thornton

Scottish Borders KPMG Audit Scotland

Shetland Audit Scotland Deloitte

Orkney Audit Scotland Audit Scotland 3



Audit

Code of audit Practice
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“Stronger new code for auditors”

Wider audit dimensions: 
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Scottish Parliament
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Scottish Parliament
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Scheme Advisory Board

Guidance
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Scheme Advisory Board

Website
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Scheme Advisory Board

Work plan
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Bulletin items of interest to auditors:

• Structural review including consideration of CIVs

• Data collection and Annual report – cost transparency

• Commitment to substantial review of investment regulations

• SPPA governance review to report Feb 2017

• Cessation valuations

• Employer cost cap



Scheme Advisory Board – E & W

Investment fees – Code of transparency
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Scheme Advisory Board – E & W

Investment management costs template
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GAD

Employer cost cap & section 13 dry run E&W
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GAD
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GAD
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GAD
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tPR 
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70 Duty to report breaches of the law

(1) Subsection (2) imposes a reporting requirement on the following persons—

(a) a trustee or manager of an occupational or personal pension scheme;

(aa) a member of the pension board of a public service pension scheme;

(b) a person who is otherwise involved in the administration of an 

occupational or personal pension scheme;

(c) the employer in relation to an occupational pension scheme;

(d) a professional adviser in relation to such a scheme;

(e) a person who is otherwise involved in advising the trustees or managers of 

an occupational or personal pension scheme in relation to the scheme.
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tPR

Reporting to the Pensions Regulator

Pensions Act 2004



tPR

Reporting to the Pension Regulator
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tPR 

Code of practice no. 14
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tPR Code

Research findings
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Annual reports and accounts
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124 pages 135 pages 120 pages 44 pages

70 pages

65 pages 102 pages

84 pages 58 pages 53 pages 51 pages



Annual report and accounts

Management commentary 
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How things looked this year – content

• More prominence for infrastructure investments

• Many funds now clearer about unfunded liabilities and include 

agency disclosures

• Still greater scope for transparency around deficit recovery 

periods and employer contribution rates!

• Difficult to compare investment strategies.

• Coverage of administration cost still less good – budget actual, 

unit costs?

• Employer cost cap generally not covered



Deficit recovery & employers contributions
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Towards transparency – would a table like this help?



Annual report & accounts

Administration story

LGPS 2015

Severance

Freedom & Choice

Auto enrolment – transitional delay periods

Heywood's – ALTAIR – factor tables

Incomplete data – frozen refunds

Reports to tPR

Compliance with tPR code

Outlook – Life time allowance, GMP reconciliations
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LGPS 2015

Online 
services

Severance



Administration

Issues identified in annual reports
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Pension Fund Issues identified in annual report

Strathclyde LGPS 2015 - Minor teething problems – factor tables affected transfers – resource required had some detrimental 

affect on day to day processing times. Retiral processing behind target.

Lothian Increased awareness of freedom and choice led to more requests for transfers. GMP initial analysis showed 54% 

matching with reconciliation underway. New companies set up for administration of investments. Joined the Pension 

Administration Association.

North East Streamlining and integration, use of online services, automation efficiencies from large employers using ‘I-Connect’. 

First customer satisfaction survey.

Tayside Online self-services for employers and employees. Successful introduction of CARE scheme.

Fife LGPS 2015 has had adverse effect on performance standards. I-Connect initiative in 2015-16 will result in 

efficiencies. Benchmarking of direct costs similar to other authorities – higher indirect costs. Audit against tPR code.

Falkirk Altair introduced March 2015. Online services planned for 2016-17. Cost increased as a result of CARE 

administration compliant system and the loss of income for administering police and fire.

Highland Transfers within target time? Online estimates of benefits for severance scheme.

D&G First council to be on board with DWP Tell Us Once initiative

Borders Successful implementation of the new LGPS. Successful admission of new bodies to fund.

Shetland Customer feedback positive. Performance monitoring arrangements.

Orkney Manual records currently being transferred to ALTAIR.

Viewing access to the payroll system although amendments require formal request to payroll.



Annual report & accounts

Governance overview
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Pension Committee Pensions Board Knowledge, skills 

and capacity?
• Skills and knowledge 

framework

• TPR Tool kit

• Nominated officer 

responsible?
Advisory 

Panels?

Sub 

committees?

Independent professional trustees?     Independent professional advisors?

4 reps appointed by 

employers

4 reps appointed by unions

Other attendees at 

discretion of chair

The 

Pensions 

Regulator

Audit –

internal & 

external

Actuaries & 

custodians

Scheme 

Advisory 

Board



Governance

Strathclyde
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Governance

Scottish Borders
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Net Assets 31 March 2016
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Fund Membership 3 year trend 



Funding valuations 

2008, 2011, 2014
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Weighted average 2014 93.5%

English 

Funds 2013 

79%



Net assets as a proportion of the PV of 

promised retirement benefits - 5 years
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Positions over time – funding basis & 

accounting basis compared
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PV of promised retirement benefits



37

Year on year movements in net assets
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Net return on investments as a proportion 

of opening investments 2015-16

0.3%

Benchmark

0.2%

Benchmark
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- 0.2%
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2%

Benchmark

1.98%

Benchmark



Investment strategy
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Pension Fund Brief details Equities

Strathclyde Current target allocation: Equity 72.5%, Hedging/Insurance 4.5%, Credit 3%, ST Enhanced Yield 7.5%,  LT Enhanced Yield 12.5%.

Proposals to reduce exposure to equity in favour of broader asset base. Strategic allocations during the year to private debt

(£300m) and multi-asset credit (£450m). The theme of bank-replacement investment activity through its Strathclyde Direct 

Investment Portfolio with  10 new investment commitments totalling some £300m. 

72.6%

Lothian LT strategic allocation: Equities 65%, Index linked assets 7%, Alternatives 28%.

Low-cost, lower-risk investment strategy, targeting stable, income generating global equities. Reduced equity allocations and new 

commitments to alternative assets and in index-linked government bonds. Infrastructure investments represented 8% of Fund at 31 

March 2016. The majority of investments managed internally. 

67%

North East Current allocation: Equity 70%, Alternative (including private equity)  10%, Bonds 10%, Property 10%

The Fund continues to rebalance assets in line with its investment strategy, reducing its exposure to equities and increasing

alternatives and bonds. Planned move from Growth assets to Income/Protection assets. Expanded Alternative program with Private 

Equity and Diversified Growth Funds. 

78.8%

Tayside New asset allocation: 65% equities, 13% bonds, 12% property and 10% alternatives. 69.2%

Fife Current allocation: 80% growth assets (equities, property etc) and 20% non growth (bonds). 57.2%

Falkirk Strategic allocation: Equities 60% , Bonds 10%, Property 10%, Diversified Growth 10%, Social housing 2%, other alternatives 8% 62%

Highland Target allocation: UK equities 30.7%, Global equities 30.3%, Private equity 5%, Property debt 5%, Property 10%, Bonds 20% 68.5%

D&G Strategic allocation: Equities 62%, Bonds 15%, Property 10%, Alternatives 13% 62%

S Borders Strategic allocation: UK equity 19%, Global Equity 46%, Bonds 13%, Multi Asset fund 17%, Property 5% 65.5%

Shetland Allocation: UK equity 18%, Global equity 40%, Property 12%, Alternative bonds 10%, Diversified growth 20% 59%

Orkney Allocation: UK equities 22%, Global Equities 35.7%, Pooled and index linked bonds 18.1%, Pooled 8.4%, Alternative 9.6%, Cash 

3.2%, Pooled multi asset 3%.

69.7%
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Investment income as a proportion of 

opening investments 2015-16
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Change in market value of investments 

2015-16
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Investment liabilities as a proportion of 

investment assets 2015-16



Net additions from dealing with members 

as a proportion of net assets 2015-16

43



44

Investment management expenses as a 

proportion of investment assets 2015-16
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Admin and oversight costs as a proportion 

of net assets 2015-16
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Admin and oversight costs 2015-16
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Audit issues 2015-16

Issues raised during the year

• Investment thresholds

• Appointment periods for investment managers

• Actuarial and investment services with the same company

• Group accounts

• Investment management expenses

• BrExit

48



Audit issues 2015-16 

Final accounts findings so far!
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Pension Fund Issues identified by auditors

Strathclyde Investment management expenses. LGPS 2015 introduction (transfer factors, negative CPI, need to do manual calculations for 

changes) Assurance report on Custodian does not cover business continuity. Employee benefit statements.

Lothian Group accounts with inclusion of LPFE and LPFI. Investment management expenses.

North East No major issues. Early adopted of CIPFA 2016-17 guidance with prior year adjustment.

Tayside ?

Fife No major issues. Management costs. Cash balance high. Annual benefits statements. Pension Board established and training 

arrangements established.

Falkirk Year end data returns from employers late – needs better engagement. Employee benefits statements. Records – addresses. 

Staff resources. Policy on retendering of services. Admin performance indicators in need of updating. Formalisation of training 

records.

Highland Strain on the fund for severances before year end. Investment management expenses – performance fees identified. Derivatives 

accounting. 

D&G ?

Borders ?

Shetland Budgeting. Improved transparency for the fund via the council website. Internal audit on the pension fund control systems.  

Assessment of investment management expenses.

Orkney Inconsistencies and presentational errors. Internal audit assurance – no specific PF work. Transparency of information – no 

separate webpage. Computerisation of records.



Conclusion

Tim Bridle

Technical Adviser (LG)

Audit Scotland

102 West Port

Edinburgh

EH3 9DN

tbridle@audit-

scotland.gov.uk

Tel: 0131 625 1793
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