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Who we are

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

1 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.

1 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.

1 Audit Scotland is governed by a board, consisting of the Auditor General, the
chair of the Accounts Commission, a hon-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:

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

1 reporting our findings and conclusions in public

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

2017/18 annual report and accounts

1

In our opinion the North East Scotland Pension Fund’s financial
statements give a true and fair view and were properly prepared.

The management commentary, annual governance statement and
governance compliance statement are all consistent with the financial
statements and properly prepared.

Financial management

3

4

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

The fund’s investment return performance in comparison to other
Scottish LGPS funds has improved in 2017/18 compared to 2016/17, with
amove from second lowest to second highest performer.

Financial sustainability

5

The 2017 triennial funding valuation assessed the Main Fund as 107%
funded, an increase of 13% from the 2014 valuation. Council employers’
contribution rates are maintained for 2018-2021 at 2017/18 levels. Other
employers’ contribution rates range from 11% to 33.8%.

The 2017 triennial funding valuation assessed the Transport Fund as
94% funded, an increase of 1% from the 2014 valuation. Employer
contributions will remain at the current level for 2018-2021, but with an
additional £1.5 million payment per annum, to reduce the deficit.

Although Main Fund contributions from members currently exceed
benefits paid out, this is likely to change in the coming years.

Governance and transparency

8

The fund has effective governance arrangements in place that support
scrutiny of decisions made by the Pensions Committee.

Decisions are transparent with committee papers and detailed minutes of
meetings of the Pensions Committee available on the fund’s website and
on Aberdeen City Council's website.

Value for money

10 The fund has adequate arrangements in place for monitoring investment

performance and scrutinising investment management expenses.
Investment performance is subject to regular review and scrutiny by the
Pensions Committee.
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Introduction

1.This report i sr af isnudimagrsy aorfi /s@anugd iftheoni t he 2017

Nort hSEaestand Pension FundoOoBM&SPFWot h@ahds Fund

North East Scotland Pension Fund (the main fund) and t
Transkuwnd (the transport fund). Both funds are part of
Pension GSktGeRlEEereafter we wil!/l refer to “the Fund” in tl

2The scope of our audit was set out in our Annual Audi
Mar @0 1InBe et i n gA baefd eteme Ci tPye nGoiGoonesmi tTthe es.
report comprises:

9 an audit of the F u n dannaal accounts

9 consideration of the wider dimensions that frame the wider scope of public
audit set out in the Code of Audit Practice 2016 as illustrated in Exhibit 1.

Exhibit 1
Audit dimensions

Financial
sustainability

v

Best Value

Value
for money

Source: Code of Audit Practice 2016

3.The main elemanotdstofvook in 2017/ 18 have been:
1 areviewoft he Fund’s main financial systems

1 an audit of the fund's 2017/18 annual accounts including the issue of an
independent auditor's report setting out our opinions

9 consideration of the four audit dimensions.
4. Aber dee@o W aiyl is the adfmdimitshe rpgdnseiaacunt hfour d.y

counci l del egates themssirersp oOhnebii @ di yi. tttoe et hies
responsible for establishing effective governance arra


http://www.audit-scotland.gov.uk/report/code-of-audit-practice-2016

6

financigaelmemana sAedifeiconaealmmyttekbei € required to review
the effecti vecnoenstsr oolf airnrtaenrgneamie mtnsnuanind approve t he
accounts

[

5,0ur respon esans eéentdaepleindeead kwdihorLocal

sibiliti
Government (Se03)a@mtdeée AfttAuddi t, Parnadc tsiucpep o2rOtli6n g
gui dance, and are guided by the auditing profession’s
6.As public sector amdéemobrepwei gnseonndle@eannual accoun
We also rpvobewdandonclkhéieans veness of the Fund’s
perf ormance management arrangements, suitability and
governance arrangements, and fsi nfaonrcisaelc uroisnigti on and ar
financial .sustainability
7.Further details of the respective responsibilities of
can be foQmde i of t Ae®iOtl 6Pr acti ce
8This report raises matters fromanHde audit of the annu
control weaknesses. Communicating these does not absol
responsibility to address the issues we raise, and to
contr ol
9.0uannual audit report contApmendiex @iynged action pl an
specific recommendations, responsible officers and dat
al so includes outstandi pg oggateiseh bge mmtl ast year and
10.We can confirm that we comply with the Financi al Re p
St andwWea dcan also confirm that wauhlavermrotatendertaken ar
servandsthe 2017/ 48 0 et et oboh BHBur, Annual Audit Pl an
remaimshanged. We are not aware of any relationships t|

objectivity and independence.

Adding value through the audit

11.0ur aim i s ttohNeodd hv eElaseP eeBos o tolnadrdind by providing
insight and foresightijmpyovdemenhtfaghdgbgreasoommendi ng
and encouraging good practice. I n so doing, we aim to
i mproved standards of governance, better management an
more effective use of resources.

122This report is ademéessdof os®emPiethtceeed nand

the Controller pbbAudhtdand wudi ww&cattdabhd' s website
scotland. gov. uk

13.We would |ike to thank al/l manageedmeilmnt and staff who I

our work foprrtabheiomadoand assistance during the audit.


http://auditscotland.spideronline.co.uk/report/code-of-audit-practice-2016
http://auditscotland.spideronline.co.uk/report/code-of-audit-practice-2016
http://www.audit-scotland.gov.uk/
http://www.audit-scotland.gov.uk/
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Part 1

Audit of 2017/18 annual accounts

Main judgements

In our opinion North East Scotland Pension Fund’s financial statements
give atrue and fair view and were properly prepared.

The management commentary, annual governance statement and
governance compliance statement are all consistent with the financial
statements and properly prepared.

Unqualified audit opinions The Eund'’

14.The annual accounts for the year endeﬁ””Hai‘?‘Cf?/Pé‘Pt%h 2018
Aberdeen CiPteyos€®ummiititleephnembdn. we r elsthepringipal

within our independent auditor’'s r epor tmeansbywhich
the pension fund
1 an unqualified opinion on the financial statements; demonstrates
effective

1 the management commentary, annual governance statement and

governance compliance statement were all consistent with the financial stewardship and

statements and properly prepared in accordance with the guidance use of resources
to its external
f we have nothing to report in respect of those matters which we are required stakeholders.

by the Accounts Commission to report by exception.

Submission of annual accounts for audit

15We reedithe unaudited2dndwale 20d@u mtes wan h t he
audi t ti metab?2@lsdknrBwalt AwndioturPl an.

16. The working papers provided with the unaudited accoutl
standard and finance staffdptovedmd G§bobod bappedt to th
ensure the final accounts audit process ran smoothly.

Risks of material misstatement

177 Appendcgirovd des a description of those assessed risks
mi sstatement that wer eniindge nptriofcieesds dwhriicnhg htahde tphlean
greatest effect on the oversatldfefmodi testratege, the all
audit and directing tMWe afiisodtihse owWwi dehre audit t eam.

di mension risks, how we addr eshse cda ptplreensdd xand our <concl u
Materiality
18. Mi sst at e meanttesr iaade® W If d t hegygsonably be expected to influ

t heconomic decisions of users takenThheased on the financ
assessment of whadt tier maft epriafle d sinmmdnv ejsudgement and i
considering both the amount and nature of the misstate

19.0ur initial assessment of materiality for the annual
during the planni WWeg mase so ft hteh enaa wediita.l ity of wuncorrec
mi sstatement sal Ibyotéhnd nadlvliedaut i vel y. The assessment of n
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was recalculated on receipt of the unaudited financi al

summar i BxlWi hintTh® revised materiality | evels were

require a chaonodetiappuovoach.

Exhibit 2
Materiality values

Materiality level Amount

Overall materiality — This is the calculated figure we use in assessing the overall
impact of audit adjustments on the financial statements. It was set at 10% of
contributions receivable for the year ended 31 March 2018 based on the unaudited
accounts.

Main Fund
£13.8 million

Transport Fund

£0.245 million

Performance materiality — This acts as a trigger point. If the aggregate of errors Main Fund
identified during the financial statements audit exceeds performance materiality this £10.3 million
would indicate that further audit procedures should be considered. Using our Transport Fund
professional judgement, we have calculated performance materiality at 75% of overall port I

o £0.184 million
materiality.
Reporting threshold (i.e. clearly trivial) — We are required to report to those charged  Main Fund
with governance on all unadjusted misstatementsin excess of t he * £100,000

amount. This has been calculated at 2.5% of overall materiality. (With a maximum level
of £100,000).

Transport Fund
£6,000

How we evaluate misstatements

20 There were no materi aludadjeds tf mamans i ad

invest ments have been updated in the audited accounts
received from the fund managepsepafibd whabdithed accoun
most up to date figures available for Private Equity (
December. The Private Equity valwuations as at 31 Marc
Pension Fund in August and the accounts were updated f
result wascr eaa&nei loifinoE®Pr i vate Equity investments.

Significant findings from the audit in accordance with ISA 260

2.l nternati onal St2a6mMd a rUK o%n e gued raensdn)gs t o

communicate significamnt fthodiengdatrgenm twheé hagodiver nance.

Thesesammarh eslei@di@wx hi bAhhter3® a finding has resulted
recommendation to management, a CdcAppendriexf erence

lhas nmbeiencl uded.

22.Theéindings incdbwdieg surgniifewsant oqualitative

Fund’' s accounting practices including:

1 Accounting policies

9 Accounting estimates and judgements

1 Significant financial statements disclosures i Timing of transactions and the period in

which they are recorded

1 The impact on the financial statements of any 1 The effect of any unusual transactions on the
uncertainties financial statements
1 Misstatements in the annual accounts 9 Disagreement over any accounting treatment

or financial statements disclosure

not

shatement s
arising fr,omlowurcoamundoint wi t hPpreat euBqyieays(tybe 3)

n

t o

aspects

S

t he

(o]

L
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Exhibit 3
Significant findings from the audit of financial statements

Issue Resolution

1. Events after the reporting period Management decided that this amount was not
material and therefore did not adjust the 2017/18
accounts. This is recorded as an unadjusted
misstatement of £0.126 million.

The risk of employers being unable to meet their
pension obligations is managed through the NESPF
Termination Policy and the NESPF Employer
Covenant Assessment Policy. At 31 March 2018
the Fund recognised that there were three
employers who had exited from the Fund where
payment of the termination fee may not be
recovered in full.

For one of these, a termination fee of £0.212 million
had been registered with the company liquidator but
the final payment, received after the year end, was
only £0.086 million. The fund therefore incurred a
loss of £0.126 million. The current assets in the
NESPF Net Assets Statement are overstated by
£0.126 million and the impairment of this debt is
understated by the same amount in the NESPF
Fund Account.

Source: North East Scotland Pension Fund 2017/18 matters arising

Good practice in financial reporting

23.The annual repoirmclamdie azlcloumhese required disclosures f
fund accountSs.ctWe nndt2ed Cor por at e, Environment al and So
Governange’oda p rexatmpdréetpsatrhte acti vities and engagement
of the f untdg o otdormr eloatait@n gadegonadceoci al and

environmentTahi spriamcdli wke s

1 Voting at the AGMs of companies the fund invests in, to influence the
management of those companies. The main reasons for
companies are disclosed (e.g. vote on dividend or dividend policy not put to
shareholders, not rotating audit firms on a regular basis, high level of audit
fees potentially leading to undue influence over the auditor, executive pay
deemed to be excessiveetc.)Al i nk to the fund’s .voting record is i

1 Engagement through the Local Authority Pension Fund Forum (LAPFF) to
support shareholder resolutions on climate change; to engage with
companies on: employment standards, use of cluster munitions, sexual
harassment, worker access to corporate boards; and seeking assurances
from companies on how they are addressing cyber security risks.

9 Principles for Responsible Investment (PRI): the fund signed up in 2010 to
PRI"s aspirational and voluntary guidelines for inv
address environmental, social and corporate governance issues. The
disclosure includes 2017/18 issues (working practices: fire and building
safety, labour issues: labour standards, and climate change) and a link to
where further information can be found.

Other findings

24, 0ur audit i demtisfeinehts enal aland dviesel osure i ssues whi
di scussed with management. These were adjusted and ref
annual aTliosnitscl udes disclosing the full Governance Ci
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Statement rather than including a Iink to the statemen
is a reqoui rtehmree ngtui dance for | ocal government pension fu
and accbhetpresentation of some performance measures Ww;
amended to make it clearer.

Pre-audit inspection and objections to the accounts

25.Theocal Authority Acgcuouanttison(sSc200tll4da nrde)quRer e | oc al
governmentobpubleissh a tpludvitsei neti cat oinncl udes details

of the period for inspectiTlgi 2« ndu oth jreecrhding drm tthhe acco
website throughout Tihheeo tiincsebNefcotti o nE gpsetr i Sodot | and
Pension Fund was published on the website of the admin

Aberdee@ownaiyl) and compl i eéNo wibtjhe ctth eo nrse guelraet i ons.
receovwviendéort h EastPe®scdtolnamdind account s.
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Part 2

Financial management

Main judgements

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

The Fund’s investment return performance in comparison to other
Scottish LGPS funds has improved in 2017/18 compared to 2016/17, with
a move from second lowest to second highest performer.

Financial performance in 2017/18

26.Pension fund finances are independently assessed ever
actuary. This assessmentodetebmihnes taAtesmphdydeficit
fundpanygment s f or th-geapcpemingdthndetakes account of the
strength of empl eher fandesanthy(essetenent strategy

paragr aphys 40

27.The Fund's performance i BxRDOMWNhti s8 sihowsummar i sed in
t hdate tmaesets of the Fund increased to £4.1 billion at 3
£3.8 billion althe3llTrManrscplor201F&nd’ s net assets increased
million to £100 milliremse D©HiI 7. 9&Pa v nttsh earMaiimc Fund
and. %1f or the Transport Fund.
Exhibit 4
Assets, liabilities, funding level and investment performance
Increase in
Increase in net estimated Funding Investment
assets liabilities level performance
Main Fund Main Fund 107% Main Fund 7.95% Main Fund
+£303 million +£174 million 94% Transport 0.11% Transport
(+7.95%) (+3.7%) Fund Fund
2017 Funding Return on
Transport Fund Transport Fund Valuation investments 2017/18
+£0.1 million -£7.6 million

(0.11%) (-8.8%)
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Closing net assets: Closing liabilities: 94% Main Fund Return on
Main Fund Main Fund 93% Transport |nve35tr)r/1€eg;[:.over
- - Fund '
£4,118 million £4,892 million . Main Fund 10.7%
Transport Fund Transport Fund 2014 Funding
P P Valuation Transport Fund not
£100.0 million £78 million reported

Source: NESPF 2017/18 audited financial statements and NESPF reports

28.1n addition to the Tri &mndiasl akFurudirryg aValouati on, the

undertakes a valuation of pension fund Iliabilities (ac
promi sed retirement benefits) at the accounting date a
Accounting Standard (Il AS) 26 and caThkiud ated in |ine wi
uses the same base data as the Triennial Funding Val ua:
current financial year, taking account of changes in m
updating assumptions to the current year. This valuati

f

same lssitshat wused or setting employer contribution ra

not take account of I|iabilities to pay pensions and ot
29.The actuari al present value of prManimed retirement be
Fund’ s liinechisng tfdrec8m béitl |3ilonMar ch. B2 DLi7rohoa€t 31

Mar ch 2107148 n(it 1 e @a®ed msport Fund pension I|iabilities dec
from £85.6 million at 31 March R©O1§how!l € 78Be mi Il |l ion at

recognised thRhaveolti abill funels assessed on the same pr u
scales. The wuse of differing actuarial firms and assum
direct comparisons. I't should be noted that this valua

Financial management arrangements

30.Fr om 3 Sept embeChri e2f0 1@Bfifniadneskd er d e eCio WCni d iyl

is the proper oftfhiNoert hr eEsapsdhessi sholtoedn Affkcrn d .

financial RAbeuldetdouwsdiygf, as administering authority, :
the pendi oWepdimder tlteoserted ecbredi weir aadt

promot e ignoaondc i al management

3.l nvest ment and admini st rraet isounb npietrtfeodr nmtaon cteher eports a
PensiCoomsmi ttee on a quarterly basbser Ragorts are compr
revi ewseqoufi ttyheand bond mar ket s, overal/l performance of
reviews of the performance of each investment manager.
at Pensions Committ ebs mee ggionogde fl eeveelda e and

scrulhy nmember s

e

32.Based on evieeawede we conclude that the Fund has effe
management arrangements in place, including comprehens
review of investment performance.

Financial outcomes

33.20¥17&has been ad i vyed yr gfoord pervfectmamdece f or most
LGPS pension funds acr oisEx ISichhitt alid as il lustrated
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Exhibit 5
LGPS pension funds — Net return on investment 2017/18 (unaudited figures)

10%
9%
8%
7%

6%

5%

4%

3%

2%

1 T
0% -

North East

Return on Investment
g

ES

Source: 2017/18 LGPS pension fund unaudited financial statements

34 Exhi BhowsSthkbaWNorth EBenhsiScwtFamd’ s in year
invest men? . B&thu,cio mpared to other ,Sc¢atstiisnnh LGPS funds

t hteop 2 peirf otrememss of net return on investments (based
figures for 20ilMpri8yemdimi s psessiati on compared to 2016/ 1
when its investment sreectounrdn d poirweessetd at hel Boad

government pension fehdw tme SEwn dNen dooamedt dr get .

theahe relative performance should not be considered wi:
there are differentorndesteomeent stuatdegi es

35.We have concluded that the pension fund’s overal/l per
Howver, the pension fund requires to continually monit
unl i kely that high performance returns wil|l continue.

36. The |1 AS19 calculations give a guide to the relative f

fund as shown in Exhikrtd6t heWlNentthhiEasits Scons$iadd
Pensi on sFumadd g & Oflorr/ 1 8.

Exhibit 6
Net Assets as a proportion of IAS19 Liability as at 31 March 2018
120%

100%

80%
60%
40%
20%

0%

North
East

Net Assets as a % of IAS19
Liability

Source: 2017/18 LGPS pension fund unaudited financial statements
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Systems of internal control

37.As part daft omer iaduent i f
accounting systems whic
financial statements.

y and inspect the key internal
h we regard as significant for

38.The Pension Fund uses some of the administering aut hc
systems, arn tphaer tgiecnuelr al |l edger, payroll and accounts pa

We requested aXPMGandeéde fexamrnal auditor of Aberdeen C
Counciheg timatermal controls over these financial system
effectively UdogaliinyeipbDamdmhé8. audit approach was to be fu
substantive and would not provide20H&/18quested assur a
interim and final audit reports for Aberdeen City Coun
the following areas,j wiuthalsaausfiacitoatyi oesupapgroll coni
related to employee standing data, when joining, | eavi
controls around the transfer of pension data from the

actuaries There was one recemmenmadat Tocomtoml|l she test.i
including user access: that the review of | edger wuser

of whether access is appropriate to the wuser's role. (
recommendations about strengthening controls especiall
KPMG have given an unmodified opinion on Aberdeen City
account s.

39.l nternal audit’s annual omgiomifonm mear “Alheartdeen City Col
reasonabl e assurance can be placed upon the adequacy a
Councilwer kramegovernance, ri sk management and contr ol
March 2018."

40. Wehave taken assurance over the administering authori
from t heses sour

41.0ur audit testing of the fund’”s own pension administr
identify any significant internal control weaknesses w
ability to record, process, summarise and report finan
resul tatienr iaalm mi sstatement in the financial statements.
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Part 3

Financial sustainability

Main judgements

The 2017 triennial valuation assessed the Main Fund as 107% funded, an
increase of 13% from the 2014 valuation. Council employers’
contribution rates are maintained for 2018-2021 at 2017/18 levels. Other
employers’ contribution rates range from 11% to 33.8%.

The 2017 triennial valuation assessed the Transport Fund as 94% funded,
an increase of 1% from the 2014 valuation. Employer contributions will
remain at the current level for 2018-2021, but with an additional £1.5
million payment per annum, to reduce the deficit.

Although Main Fund contributions from members currently exceed
benefits paid out, this is likely to change in the coming years.

Funding position and financial planning

42.The Mar chi @@duifmadti anlguat i on r emad rotndH tah;asteé.tsh e.
were suffi cdioemt otfo imeevhi abhi £ bMmpaats etsh et o2
triennlaTIherefvumedwng l evel means that, oﬁ@slamabmty the inve
hi ghe p hapditateidTihi seenabl ed the fund t poksforwatddod n t he
employer’s contrifbart i ome r tahfrecera ttchde® npSe%l isqe medidn®and

2021. The rates for the other bodies r|6r{bgre[errﬁfoom 11% t
43.The Transport Fund was assessed Esn9’4&on§qeﬁwrl§wer meanir
ssets were sufficient to cover 94% of HheRUNd i apilities

a
and the employer, First Aberdeen Li mitemaintansthe agreed -
l evel of contributions which are 33% ofcap&u[ystome@table pa
annuwhich is being used to finance the g %urﬁenaﬁdrelat'o
this basis the deficit would be expecte é mov e d
contributions will/l coft0i2dua nd eesrs tthe antWSEHe&So°£'§e
reaches 105%easbgyssdée fund actuary. members.

4. As i denEx i ktidt eatMai n Fund stil! has a positive cash f
contribeteowmwed exceed benefits pkExyhaibhiet. However as sh
the increase in member numbers is decreasing, while th
i ncr earshieng.und wi | | move to a situation in the coming vy
benefits payable by the main fund wil/ exceed contribu
pensi oneresd wiol Iben paid from investment income or the sa

Membership levels

45.The pension feunpd oiyera JFlmmkd tivhiotrhi t i es, and around
50 ot her eTrpe ocyuverrrsent member s hBxphipbriotfhiel e i s shown at
number of active members continues to outweigh the num
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Exhibit 7
Main Fund Membership

30000

25000

20000
15000
10000
5000 -
0 d _— L T _____ | | B

2013/14 2014/15 2015/16 2016/17 2017/18
Membership

Thousand

m Active = Pensioners = Deferred

Source: NESPF 2017/18 audited financial statements

46.Member ship of the main fund increased slightly by 23¢
members at 31 March 2018; over the past 5 years member
2,688 active members, which represents an increase of

auteommr ol ment conitmdé hedea it mémber s.

47. The Transport Fund, which is closed to new entrants,
member ship numbers and more members move to pensioner
showrkExihn biet.o8

48. The Fund gives its member s d oguearoanrnttrd e utthatnsi n exchar
during their employment, the Fund wil/ pay a pension u
member ' s | ife. It is important that the fund maintains
current and future needs of its members.

Exhibit 8
Transport Fund Membership

500
450
400 - , — , — , —
350 - , :
T 300 - , , : : : : : ,
§ 250
2 200
F 150 - - — : — , — , :
50 : :
& | = N | = =B
2013/14 2014/15 2015/16 2016/17 2017118
Membership

m Active = Pensioners mDeferred

Source: NESPF 2017/18 audited financial statements
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Contributions

49.Fol |l owing the | atest triennial wvalwuation in 2017, 't he
contribution rates with individual employers for 2018/
these employer aoddt g eicrowvleurd/e  ochdfrii buti ons to support e
financi al planning. The approximate split of all contr

out Exah i9b@tth er scheduhe dAbbeerddieeesn s hi re Counci |
Counci lotahred 8B odi es

, Mor ay

Exhibit 9
Contributions in 2017/18

ol Acmission
Administering  scheduled Admitted Bodies
authority bodies bodies
£m £m £m £m

Employer 26.751 56.009 6.427 3.251 92.438
contributions

Employee 8.504 17.797 2.104 1.127 29.532
contributions

Strain 5.050 1.160 0.552 0 6.762
Contributions

Deficit 2.312 3.513 0.095 0 5.920
Recovery

Contributions

Source: NESPF 2017/18 audited financial statements

50,.The main fund reported a surplus from dealings with 1
2017/ 18. This means that member contributions and i n\
exceeded pensiExmhipbhgmemt shows how North East Scotl ani
Pension Fund comprtretn®@cwail tlgoviee nomelmén pensi on funds
Scotl and in terms of contributions receivable and bei
el eypary out rmadreee ctehiavne . The North East Scotland Pensi
Fundclicssse to becoming one of n hpeerMsuinadmss t hat pays out
than it receives in contributions. This is |likely

t o«
The Transport Fund has been in that position for a ni
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Exhibit 10
Main Fund Benefits Payable as a proportion of contributions receivable
120%

100%
80%
60%
40%
20%

0%

Benefits Payable as % of
Contributions Receivable

North

East
Source: 2017/18 LGPS pension fund unaudited financial statements
5. The Transport Fund is a closedmembérand has not been
for a numbeenoiforyeaostrnblutdongnd ldaed inciiltl i on
recovyayyeats,excgaedédcantly by bExkifbits phyable (see
for contributions and benefits payable over the past 5
contributions were £2.448 million and benefits payable
Therefovest ment incomengsperbied paymenfandi
Exhibit 11

Transport Fund Contributions in 2017/18
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= Employee Normal Contributions Employers Normal Contributions
= Employers Deficit Recovery Contributions = Total Benefits Payable

Source: NESPF 2017/18 audited financial statements
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EU withdrawal

522.There remains significant uncertainty about the det ai

withdrawal (i . e.t hBrtexpiuth)l.i cl ts eicst ocr ibtoiddaels are wor king t
understand, assess and prepare for the impact on their
areas:

1 Workforce - the extent to which changes to migration and trade policies are
likely to affect the availability of skilled and unskilled labour.

1 Funding — the extent to which potential changes to funding flows are likely to
affect the finances of the organisation and the activity that such funding
supports.

1 Regulation — the extent to which potential changes to regulation across a
broad range of areas overseen at an EU level are likely to affect the
activities of the organisation.

53. The fund recognises the difficulty of planning for Br
uncertainty. I n terms of the market implications for i
fund is taking a diversified, bal ance approach to mitdi
exampl e, reducing equity investment and increasing inyv
which isi®wa@tglasbal events
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Part 4

Governance and transparency

Main judgements

The fund has effective governance arrangements in place that support
scrutiny of decisions made by the Aberdeen City Council Pensions
Committee.

Decisions are transparent with committee papers and detailed minutes of
meetings of the Pensions Committee available on the fund’s website and
on Aberdeen City Council's website.

Governance arrangements Governance and
54.Aber dee@o Wl aiyl i s the adnhieniNsotretrhi nEgasbtotr %pc?ftteorll(r:g.lsd
Pensi on HG@omudnci | has del egated responsil?@ Er‘”ﬂeg}‘W'For gover
PenssCommi tTthées. commi tt g, Phappont 8o ar d, the effectiveness
responsible for estoabanshiagthaerangeer nofscrwinycand of t he
affaiNostof EastPeSsotolnaffdnds al so responghingncd 0or ensuri
decisions are made within the ter mme.of rﬁéﬁgerjné’nfs?' Gover

55, The Pension Board was established by leﬂd@,rs*mad"f’ic Servi
| trool eassi B0 the Scihre mee dMarmianggvi ctohm pslci haenncélecision-making

regul ations and expectationdheetemyitomeadtanspaents Regul
meets conciurhr etnhtel yPewnsi ons Commi ttee. | treporfingdfual report
the fund’s website and on the administeﬁnbr{bi%'aﬁdjthority’

56.There have been significant E‘basgessiHeﬁprm%@nc%embershi[
Committ®enaBdaddring 2017/ 18t,he alrogcedly gddMeEMaliaNe n t

el ections iTheMdwna&ldnrse t hat members are—provided with
training so that they are clear about their roles and
to date on current iissues so that they can scrutinise

57..Fr omuat t endance ateedowegonhtcdeied mmmi ee

papers were weadbs @medveakembeeefteitreg al |l ow ti me for
rev,jeswufficigntvwtedhidnesovass t he i sasnudes on the agenda,
commi ttee members askedWea pcpornocpl ruidaetde tghuaetst i ons .
arrangemeappr wpreat eedgnddsgppernhance and

accountability.

Transparency

58. Transparency meanisn tphaarpteihchuel oapra mb gldasv e

access t o aubnldeer srtealnedvant and timely information about h
taking decisions and how it is using resources.

50. There is wevsiedveesroadlr tes mwhi ch demonstrate the Fund's
commitment to transparency. For amé@ample, the Fund's an
i nf oiromaton governanaeeeaavanbaembevedrsittlee Huthred' s

annual accounts are also availwébsi toem. the administerin

60. The PesCsoimrom ttee and RmReaestiaoctge Baibd i c, with
commercially semsideiave iwnf dr ifahteipmimv dtteeesessi on.
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paper smiaaud es of t hepswebImeecltyonamsplérsebbdbe fund’ s
website aadimiomi ¢ther i wgbautbkority's

61.0veralwle concluded that the Fundamdnducts its busines:
transparent manner.

Other aspects of governance

62.We reviewed various other aspects of governance that
including standing orders, financial regulations and a
breaches of regulation to the Pensions Regul ator.

63.Lat year we trte@oOteer ¢ hat Reference for the Pensions
Commi ttdeet hadeen updated.piThei PedsuphatFeic dOr ders of

Ref er enceaed mion it sated hiomg t ywanme ptrlireeseed by the counci l in
March 2018.

64.0verall, dwel ¢ dhma¢|l W« here are open and transparent arr al
pl ace.

Pensions Regulator Public Service Code

65.The Public Sector Pensions Act 2013 provided for exte

oversight by the Pensions Regulator. The Pensions Regu
goewr nance and administration of public service pension
which funds are expected to comply with. The | ast repo
compliance with the Pensions Regulator’s code was subm
Committee andr Peinrsi Mdaar Bmwma2018. This provided assurance
Fund is | argely in compliance with the regulations. Th
Code that required to be reporw#/&d to the Pensions Regu

Internal audit

66.1l nt er nal a u dkF o nwtihrt oivn ddeepse nncheent aFswrud ance on t he

overall ri sk management, internal control and corporat
67.The internal audioutfAbgcdieemshsreaCoiuaedi |l s internal
audit .seWaewndeatedview of the naceqquaacyuadfi ttiewncti on

and concliuddpeedr attheast or dance with the Public Sector I nter:i

Standards (PSI AS) and has sound documentation standard
procedures in place.

68.Every | ocal authority inteemmdll yawmdiste sfsierdct i on must be
against the Public Sector Internal Audit Standards (PS
2017 Aberdeen City Council engaged KPMG to undertake a
audit function cover i mgudtatke nRSIlcASnprae g liornesmd ot e st

practice for an entity | istEBlheomnmaeapdestdowcdhidon St ock EXxche
internal youdigte neesrmaplliiyant wi th the majority of the stan
partially compl i antthewistehr vtihcee rweassh tp awhteirael | y compl

recommendati ons were made. These related to: closer 1
the council’s rye&r regi st egicaplmanhtikey performance i n
management agreement of detailed scopes; communication

f rom kkeeyh oslthae M&i e poe ¢t o mmendatdi d mg ernal Audit’' s’
response wtaopet dheesrea rdo ttmyber deen City Council’s Audit,
Ri sk and Scrutiny CommAttieens nadNoepmberb0ldternal
Audit were approverthapgriCoymofttwlkichhlkeave since been
i mpl emented.

69. To avoid doddedlfioocdt iwen pl ace reliance on the work of in:
wher ever IpmosXx(thddéeldpd aecrefyor ma l reliance on internal
audi t if ewhteawisni ng di r ecrt faisnsaunrcainacle sftoars eooment s wor Kk
t heoverwage not directly relevant to.Weur audit of the fi
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considered Timneponbldrmabdi pgsasi ocanss psayrstt eoni our
wi der di mension wor k.

Management commentary, annual governance statement and
governance compliance statement

700 Thapplicable | egi slradqwienandntroé gpardespt a roen san d
publish, along with @mahagétmepanhcc@thhmsenatement s,

equi vanenatnynnual governamgevetaaermentomphdance

st at etmeantt are consistent with the disclosures made i n t
The management commentary should be fair, balanced and
clearly addrtsesmthienamaig&lr sustainability of the body.
71..Based on our knowl edge caomdc | wdrekd peéraftortrmed, we
management comanemud alr ygo ¢t &aereanmecnd sand the governance
compliance statement are consistent with the financial

Standards of conduct for prevention and detection of fraud and
error

722.Weassessed the Funtibs theapgewemtison and detection of
frale Fund relies on tAbeadmeddwtaeciyli)ng body' s (
arrangements for the prevention and detection of fraud
includeofCoG@enduct f or meavbheirsst laenbdl cowifngc eprosl,i cy and a
counftreaud strategy.

73.We conctlhuadtedappropriate arrangements were in place fo
detecting fraud2@®@nhd/ L&®.rruption in

Cyber security

74.The Scottish GdvRumlmimentSdctsaure Action Plan on Cyber

ResiliendNevember 2017 which requires al/l public sector
revi ewute €heir cyber security Bardina&sgements are approp
encouraged to seek independent assurance of critical t
the Scottish Government’'s view is achieved by obtainin

Essential s Hlouns. aMec rneodiet athat t he @ymémi stering authori
Essenti adscr(dd.iutsgt i on

General Data Protection Regulation

75. The new Gener al Data Protection Regulation (GDPR) car
May 2018. This replaced thesUX Ragal Priodtectaloh BUt 199
member states must i mplement it in the same way. GDPR
requirements than the DPA and has introduced new and s
protection concepts.

76.GDPR introduces a wide rangre rods meot rafghttlseifror i ndi vi
personal data. These include the right to be forgotten
processing activities and to deEabslone taken by ut oma
comply with new GDPR data handlingdarrangements oul d

incurring significant fines.

77.The North East Scogrl ajnec tPeqirsda wmpm, Fiumwo!l ving all teams,
carried out a data gathering exercise to identify all/l

GDPR. The fund has reviewed iltasl sdoo cmuenbe nwtiatthi on and cont
ot her Scottish pension funds and the software supplier
devel opments (delivered at the start of 2018) to ensur

pr ot eicrtfiommatri onne mbasisl y saecmr eistss bwWwebsite.
concl hdaedtthe PensiongoFopdndghassmadepl anning for and
i mpl ementing GDPR requirements.


https://beta.gov.scot/publications/cyber-resilience-strategy-scotland-public-sector-action-plan-2017-18/
https://beta.gov.scot/publications/cyber-resilience-strategy-scotland-public-sector-action-plan-2017-18/
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Good practice

7. The North East Scotl and oFfe tahifed waFwend uippla emeémber
national TestidgpeWbukidhng Peceypel edisheesre(y soft ware
wertewo i n ,20tle7s/tleBd by NESPF and condtrhédmutleGPS$ of unnds
readiness for change, including readiness for GDPR
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Part 5

Value for money

Main judgements

The Fund's investment performance is subject to regular review and
scrutiny by the Aberdeen City Council Pensions Committee.

The Fund has adequate arrangements in place for monitoring investment
performance and scrutinising investment management expenses.

Investment performance

79. The PenCsoinbmsttee meets on a quarterly basis. A review
manager s’ performance is a standAtngeacthem on the commit
meeting, committee members receive a report outlining
including an anal ysTihe odfommistktsa sssnedteisreet ur ns .
perfor manmd & i @fuail invest ment managers
80.Il n 2005 a long term i Maest marttagteaetdewythorm the
customi sed benchmark that %aiarhed et d heee lbiemerhmarrket ur n of
over a rollingExxhildéehgowart pattri oder the year, the Fund
generated a return of 11. 1%qadadiyn guoerrdeftmdn olsmar k of 3. 0
the most significantasccontri butor to this incr
Exhibit 12
Fund investment performance
12%
10%
()]
(o))
8 8%
=t
(]
(8]
o 6%
o
4%
- -
0% —— — — — —h o —
Annual Retum 3 Year Retum 5 Year Retum Since Inception
m Fund Return = Benchmark return
Source: North East Scotland Pension Fund 2017/18 audited financial statements
8l.Over the medium to | onger term the Fund has outperfor
over yYydardyievaarsdver the | onger term since inception

82.As shown Exhil lhgettr i3nnvest ment perfdof mzocue abd mp a
wi t h loadchelr gover nfmeds peBnStohl and.
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83.The Fund sagweerixatles n al i nvest ment managg® ndi vi dual
invest ment manager performance i s resaor\tla'!a“@fof)rﬂonﬁy quarte
Committee. The Fund’'s iinasugt memduisl it geamc & Conearneehwith

for each appointed fund manager. using resources

. . . o effectlvely and
84.l nvest ment return ahndnlaem%l}uaremnektpg{oﬁ_I e for wus t
give an opinion on the Foetlasiveveet menm vem t he

risk exposure of amhle i avest médlolvey anidewe 'RPrRVING

awar e hteheansitommi €tee is regularly updat 8&dVICRS.t h det ail s
al i gtnheed Fundést mentws tdd its inVbhetRmentd sBsrategy.
currently taking steps tocae¢albingnwihéd pbetfioviest menet
strategy, which have become out of Iine due to the inc

85.We concluded that the Fund has adequate arrangements
monitoring investment performance.

Management expenses

86. There are ttheger mmeangé&ment expeéerrs@geswith the

being investment management costs Ot her expenses are
admi at sbn servicescopnovi daddbyhtehgovernance fees for
actuarial and audit services.

87.CI PFA publishederewilsedalgugdaecnment pension scheme

management (ex@R$N)IbsSs guidance sets out a framework for

reporting of i nvecsdasgrtesnta mda nvaagse meempt!l Ted from 2016/ 17
new guidance recommends that oobotnpt eacpladelythat can be
the fund should be included

88.Now that the additional information on the cost of L
manangent services Hwndvsahduwlbd ecornthienue to review the | e
management expenses. This inc-madkg the devel opment of
information and in the context of returns achieved, to

is being secured.

89.External i nvest ment manager fees are agreed in the re
governing theiGenaepradli¢eytemesndd .on t he mar ket value of
the investments under their management and therefore i
value of these investments changes.

90.Tot al manage mém@atvieexrpeeansseecs from £18.5m in 2016/ 17 to
£20.9m i nTRO47/V¥4d8primarily due to hhcfeased investment
aligned to the increased value of the Fund and an incr
a result of the relative return on investments in 2017

91.Ex hil®d(iga2wes howpurfes forgéeménat empanses relative to
nedssattcs oss the Scottish Local Government Pension Fund:
managemape nfsceree North East ScdtilgahdndTgihetredi.on Fund

Fund had the fourth highest percentage in Scotland; ho
investment strateatgiives atnrdu ehtduaisees s@itea. fgf. visn

out sourced services) wild.l i mpact on the amount of exte
management expertise purchased.
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Exhibit 13
Investment Management Expenses
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Source: 2017/18 LGPS pension fund unaudited financial statements

Administrative expenses

92.The workload of the pension admipmii sntamratiiyon section cc¢
due to the introduction of the career average pension
2015. Ot h,ers ucahc taosr sa uatlos oe nirithcernegadstej ni st r ati on

wor kl Bamnd mber ship has increased by 11.7% in the past 5

93.Empl ogeesrequired to submit contributions returns to

this is an i mportant control over the accuracy of pens
receddin the pensions system and is of increased I mpor
introduction of CARE as the member benefit statement r
from all empl oyers. The fund made monthly online submi
mandatory requiremefhtomoitsemppoiyle 2017. This facility
extension of6ed bystamger wamsp|laomended wthd cdat er

towards the needs and capabilities of smaller employer

providing information online.

94.The Fund’' s bauetimmeswst pd amange of service standards aga
administration performance is monitored. These are mea
and are reported to the Pensions Committee.

National performance audit reports

95.Audit Scotland carrieasce@udaudi mapri ograamperdmrinmehal f
of the Accounts Commission andDurmhienfquad0iIdhkl1&eneral for
we publfieploeds whiodh dmirgelctt bFeum@hest ®Boet he

outl i Appe m3dhicx o mp atnlyii sngr epor t .

96. The Pensions Comend tttlteee lc@GmMS i deppl ement to the Local
Government in ScotlagO0l16Fildaati at sOMarehe®018 meeting.
We have drawn ot her relevant publications to the atten

the year.
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Good practice

97.The pension fund was named “Public Sector Scheme of t
Professional Pensions Pension Scheme Awards. The Fund
several criteria including investment management, comm

i nnovati on ainan aanmd ntiltsd rvaitn recogni ses the achievement ¢
i mproving their service to members and employers.
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Appendix 1

Action plan 2017/18

2017/18 recommendations for improvement

No.

Q

Issuelrisk

E:@

Recommendation

Agreed
management
action/timing

Follow up of prior year recommendations

b/f

1. Pensions Committee
Orders of Reference

The Pensions Committee
Orders of Reference within
AberdeenCi t y
Standing Orders have not
been updated to reflect
changes in pension fund
governance. The Orders of
Reference still refer to the
Joint Investment Advisory
Committee, which was
disbanded in March 2015.

Risk

Out of date committee
information on the website

may reduce public confidence

in the quality of published
information and imply that

regular review of governance

information does not occur.

Counc

The Pension Fund should request
that the administering authority
updates the Pension Committee
Orders of Reference within the

counci |

S

Standi

r

Updated audit response

The Pension Fund
provided the administering
authority with a revised
version of the Orders of
Reference and these were
approved by the council in
March 2018.

No further action required:
closed.
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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 Results and conclusions

Assurance procedure

Risks of material misstatement in the financial statements

9 Assurances will be agreed

1 Assurances on administering Requested assurances were not

authority key financial
systems used by NESPF

Aberdeen City Council (ACC) is

the administering authority for the

North East Scotland Pension
Fund. Several ACC key financial
systems (general ledger;
accounts payable; accounts
receivable) underpin the NESPF
accounting records. We are
dependent on the council's

external auditor, KPMG, for audit

assurances on these systems.

with and obtained from
KPMG on key Aberdeen
City Council financial
systems which underpin
NESPF accounting
records.

provided due to the planned
substantive nature of the
Aberdeen City Council audit. We
have taken assurance from
KPMG' s iamdtareual aodit
reports to Aberdeen City Council,
which reported on controls testing
undertaken. We anticipate
requiring additional assurances
on internal controls next year as
we can no longer take prior year
assurance from earlier work by
the previous auditor.

2 Risk of 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 in order to change the
position disclosed in the
financial statements.

Detailed testing of journal
entries.

Review of accounting
estimates.

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

Based on our testing, we found
no evidence of bias in accounting
estimates, no evidence of
transactions out with the scope of
the pension fund and no evidence
to suggest that management were
overriding controls.

3 Risk of fraud over income
and expenditure

ISA 240 presumes a risk of
fraud over income; this is
expanded to include the risk of
fraud over expenditure in the
public sector by the Code of
Audit Practice and the Financial
Reporting Council's Practice
Note 10 (revised).

The North East Scotland
Pension Fund receives a
significant amount of
investment income from third

Evaluating the
effectiveness of systems
for income recognition and
recording.

Conduct a review of third
party service providers,
where relied upon by
management, including
review of service auditor
reports.

Analytical procedures on
income and expenditure
streams.

Interim controls testing results
were satisfactory.

We carried out
management exper
custodian and the actuary and
concluded that we could place
reliance on third parties.

Analytical procedures on income
and expenditure, sample
checking of pension contributions
and confirmation of investment
income did not identify any
issues.



http://auditscotland.spideronline.co.uk/report/code-of-audit-practice-2016
http://auditscotland.spideronline.co.uk/report/code-of-audit-practice-2016
http://www.public-audit-forum.org.uk/wp-content/uploads/2016/12/Statement_of_recommended_practice_PN10.pdf
http://www.public-audit-forum.org.uk/wp-content/uploads/2016/12/Statement_of_recommended_practice_PN10.pdf
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Audit risk

Assurance procedure

Results and conclusions

party sources. This presents a 1 Agree income to third party ~ We found no evidence of fraud
risk due to the extent and confirmation. over income.
complexity of income.  Substantive testing of
The Pension Fund also makes expenditure.
a high volume of payments, 9 Assurances on
including high value payments, contributions obtained from
which can constitute a risk of scheduled body external
misstatement of expenditure. auditors.
4 Estimation and judgements i Confirm valuations to We carried out
. valuation reports and/or managemen t exper
T.he'.rf. are t(\jNO areasf with a other supporting custodian and the actuary. This
S'gg?' icant degree o documentation. included review of the PwC report
subjectivity: ! Compl eti on of onactuarialassumptions. We
 the measurement and the work of a concluded thatwe could place
valuation of investments; accordance with ISA500, reliance on the custodian and the
 the actuarial valuation. for thﬁ work of the actuary ~ actuary.
mcsimets sichsratecd Gy B o cpacty 35 Ety a3 mosimen
valuations use techniques that consulting actuary to Audit  valuations which were available in
require significant judgement in Scotland on actuarial August 2018. We substantively
quire sig judg assumptions in use in checked all valuations to fund
determm_mg appropriate 2017/18 MAnAner renorts
assumptions. U g ports.
) ) Consideration of GAD
The actuarial valuation depends reports under Section 13 of
on a number of assumptions the Local Government
about the future. These include Pension Scheme
investment returns, contribution (Scotland) of LGPS
rates, commutation Scotland funding valuations
assumptions, pensioner and employer contribution
mortality, discount rates and rates.
earning assumptions.
This subjectivity represents an
increased risk of misstatement
in the financial statements.
5 Changes to financial reporting 1 Communication of technical  Officers were aware of the

Pension funds will be required
to disclose information on
investment management
transaction costs, including the
amount for each asset class,
their nature, and how they arise
for different types of
investment.

It is essential that the pension
fund is in a position to capture
these costs.

changes with officers.

Agree amounts in primary
financial statements to
supporting documentation
from third parties.

requirements when preparing the
accounts.

We agreed the disclosure on
investment management
transaction costs to supporting
documentation. We concluded
that the disclosure of this
information was in line with the
requirements.
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Appendix 3

Summary of national performance reports 2017/18

@ 2017/18
Reports
Apr

May

Common Agricultural Policy Futures
programme: further update e

j |
b

Jun . Scotland's colleges 2017

)

Jul NHS workforce planning

’u

Self-directed support: t .
2017 progress report !/\3" Aug

Equal pay in Scottish councils A ! Sept
[~

Oct l( '\ NHS in Scotland 2017

Transport Scotland's ferry services

‘ A i
Local governmentin Scotland: Nov
Financial overview 2016/17
Dec
Jan

Early learning and childcare  *[1-YY) Feb

Managing the implementation

of the Scotland Acts :ﬁ@ —

Reports relevant to local government pension funds

Local Government in Scotland: financial overview 2016/17 - LGPS Supplement — November 2017


http://www.audit-scotland.gov.uk/uploads/docs/report/2017/nr_171128_local_government_finance_supp2.pdf
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