AGENDA ITEM 4

FALKIRK COUNCIL

Subject: PENSION FUND - ANNUAL AUDIT PLAN

Meeting: JOINT MEETING OF PENSIONS PANEL AND COMMITTEE

Date: 12 MARCH 2015

Author: CHIEF FINANCE OFFICER

1. INTRODUCTION

1.1 This purpose of this report is to bring the Annual Audit Plan of Audit Scotland to the attention
of the Panel and Committee.

2. ANNUAL AUDIT PLAN 2014/15

2.1 Audit Scotland has submitted its formal plan for the audit of the 2014/15 pension fund annual
report and accounts. A copy of the plan is attached as Appendix 1 to this report.

2.2 The key milestones of the audit process are set out on Page 6 of the plan. These include the
requirement to have unaudited final statements completed by 30 June 2015 and the audited
annual report and accounts completed by 30 September 2015.  Matters identified as being of
potential risk to the Fund are set out on Pages 9 and 10 of the plan.

2.3 The Local Authority Accounts (Scotland) Regulations 2014 require that the following items
must now be included in the annual report and accounts:.

e 2 management commentary;

e an annual governance statement (i.e. including a review of the system of internal financial
control);

e astatement of responsibilities; and

e aremuneration statement.

2.4 The management commentary has to be signed by the Pensions Committee Convener and by
the Council’s Chief Executive.

2.5 Audit Scotland has produced a guidance note on the new disclosures and this is attached at
Appendix 2.

2.6 In terms of process, the unaudited accounts now require to be approved by 31 August. It is
therefore intended to bring these accounts to the meeting of the Pensions Committee on 26
June 2015. A further change is that the Annual Audit Report — which concludes the audit
process - will be combined with the ISA260 (“Communication of audit matters to those
charged with governance”) to enable it to be formally issued by 30 September.

2.7 The fee for the 2014/15 audit is £23,010 and represents an increase of 3.4% from the 2013/14

audit. This reflects additional audit work considered necessary in the light of the systems and
governance developments taking place.



3. RECOMMENDATION

31 The Panel and Committee are asked to note the issuing of the Annual Audit Plan by
Audit Scotland, consistent with the audit of the pension fund annual report and

accounts 2014 /15.

Chief Finance Officer
Date: 01 March 2015

Contact Officer: Alastair McGirr

LIST OF BACKGROUND PAPERS

NIL
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APPENDIX 2

Falkirk Councill
Pension Fund

External Audit Update

d-\u DIT SCOTLAND

Prepared for the Falkirk Council Pensions Committee - March 2015



Audit Scotland is a statutory body set up in April 2000 under the Public Finance and Accountability
(Scotland) Act 2000. It provides services to the Auditor General for Scotland and the Accounts
Commission. Together they ensure that the Scottish Government and public sector bodies in
Scotland are held to account for the proper, efficient and effective use of public funds.
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Introduction

1.

The Local Authority Accounts Regulations (Scotland) Regulations 2014 introduced a number
of key changes which impact on the financial statements of local authorities (including
Pension funds), including the introduction of a:

e a management commentary (see details at paragraphs 4 to 8).

e an annual governance statement (see details at paragraphs 8 to 15).

The regulations also require that the annual accounts to include

e A statement of responsibilities prepared in accordance with the Code of Practice in Local
Government Accounting in the United Kingdom (the Code) 2014/15 as adapted by
paragraph 5 of finance circular 7/2014

e Aremuneration report or statement that no remuneration report is required because no
persons have received remuneration that requires to be disclosed.

Additionally, the regulations set out the process for approving the unaudited and audited
annual accounts.

Management commentary

4.

Pension Fund regulations already require a report on management and performance to be
included in the annual accounts. The 2014 regulations introduce a requirement from 2014/15
for the annual accounts to include a management commentary. This is to take into account
the relevant provisions of the Government financial reporting manual (FReM) in respect of
management commentaries.

Separate guidance from the Scottish Government is currently being drafted which will align to
the reporting requirements in the FReM. The FReM requires the management commentary to
comprise:

e astrategic report that includes

— afair review of the fund's business and a description of the principal risks and
uncertainties it faces. The FReM states that, while the report should be self-standing
and comprehensive, it is permitted to provide a summary with adequate cross-
references to other documents where they provide the full information required

— an analysis using financial and other key performance indicators

— the main trends and factors likely to affect the future development, performance and
position of the fund's business

— additional explanations of amounts included in the fund's financial statements.

— information on social, community and human rights issues, including information
about any policies of the fund in relation to those matters and the effectiveness of
those policies

— adescription of the body's strategy and business model
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— abreakdown showing at the end of the financial year the number of persons of each
gender who were directors, senior managers and employees of the body.

e adirectors' report disclosing the matters required by sections 416 of the Companies Act
2006 and Schedule 7 of The Large and Medium-sized companies and Groups (Accounts
and Reports) Regulations 2008 (as amended) with additional matters required by FReM
paragraph such as sickness absence data and personal data related incidents.

The management commentary in the audited annual accounts requires to be signed by the
proper officer, the Convener of the Pensions Committee and the Chief Executive of the
Council. There is no requirement for the unaudited version to be signed.

Auditors' responsibilities

7.

Auditors are required to read the management commentary and express an opinion in the
auditor's report as to whether it is consistent with the financial statements. An inconsistency is
anything in the management commentary that contradicts information contained in the audited
financial statements. Inconsistencies include

o differences between amounts or narrative appearing in the financial statements and the
management commentary

o differences between the bases of preparation of related items where the figures are not
directly comparable and the different bases are not disclosed

e contradictions between figures in the financial statements and the narrative explanation of
those figures in the management commentary.

Annual Governance Statement /Governance Compliance Statement

8.

10.

11.

Regulation 5 of the 2014 regulations introduces a new requirement from 2014/15 for local
authorities (including Pension Funds) to undertake an annual review of their system of internal
control and report this in an annual governance statement. Regulation 8(2) requires the
annual governance statement to be published as part of the annual accounts

The regulations require the annual governance statement to be prepared in accordance with
proper practices in relation to internal control, which are those set out in Delivering good
governance in local government: framework published by CIPFA and SOLACE.

Pension administration regulations require an administering authority to prepare and publish a
Governance compliance statement for the pension fund. The statement is required to provide
detail regarding the delegation of the pension fund function, and set out the extent to which
the governance arrangements for the pension fund comply with guidance from the Scottish
Ministers.

Auditors are required to review the governance compliance statement and annual governance
statement (or combined governance statement where that option is chosen) and report by
exception in the auditor's report if they do not comply with relevant requirements. Auditors are
also required to identify any information that is apparently materially incorrect based on, or

Falkirk Council Pension Fund Page 5


http://sppa.gov.uk/Documents/Local%20Government/Useful%20Resources/Circulars/2011/SPN%20LG%203-2011%2007%2004%202011.pdf
http://sppa.gov.uk/Documents/Local%20Government/Useful%20Resources/Circulars/2011/SPN%20LG%203-2011%2007%2004%202011.pdf

materially inconsistent with, the knowledge acquired by auditors in the course of performing
the audit.

Compliance with requirements

Annual governance statement

12.

13.

14.

15.

Local authorities (including pension Funds) under the 2014 regulations are responsible for
ensuring that the financial management of the pension fund is adequate and effective and that
there is a sound system of internal control. They are required to conduct a review at least
once in each financial year of the effectiveness of its system of internal control. The findings
of the review require to be considered at a meeting of the committee whose remit includes
audit or governance (i.e. Pensions Committee). This should also include the findings of any
assessment of the efficiency and effectiveness of its internal auditing service.

Following consideration of the review findings, the committee is required to approve an annual
governance statement (AGS). The AGS being part of the annual accounts should be
approved before the end of June (best practice).

The AGS should be prepared in line with Delivering good governance in local government and
an addendum. In summary, the following information should be included in the statement

e An acknowledgement of responsibility for ensuring there is a sound system of
governance (incorporating the system of internal control).

e Anindication of the level of assurance that the systems and processes that comprise the
pension fund's governance arrangements can provide.

o A brief description of the key elements of the governance framework

e A brief description of the process that has been applied in maintaining and reviewing the
effectiveness of the governance arrangements, including some comment on the role of
Pensions Committee and Panel, internal audit and other explicit reviews/ assurance
mechanisms.

e An outline of the actions taken, or proposed, to deal with significant governance issues
including an agreed action plan.

e A specific statement on whether the fund's financial management arrangements conform
with the governance requirements of the CIPFA Statement on the role of the chief
financial officer in the local government pension scheme; and, where they do not, an
explanation of how they deliver the same impact.

There is no requirement for the unaudited version to of the AGS to be signed although it is
best practice for it to be approved prior to inclusion in the annual accounts.

Governance compliance statement

16.

The administration regulations require the governance compliance statement to set out the
following details relating to the delegation of the pension fund function

e the terms, structure and operational procedures of the delegation
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17.

e the frequency of any committee or sub-committee meetings

e whether such a committee or sub-committee includes representatives of employing
authorities or members and, if so, whether those representatives have voting rights.

Guidance from Scottish Ministers sets out nine principles (e.g. structure; representation;
selection and role of lay members; voting, etc) against which administering authorities should
measure their governance arrangements. Where compliance does not meet a principle, there
is a requirement to set out any reasons for non-compliance in the statement.

Consistency with financial statements and auditors knowledge

18.

19.

20.

Auditors are required to read the governance compliance statement and annual governance
statement (or combined governance statement) to identify any material inconsistencies with
the financial statements. An inconsistency arises when information in the statement
contradicts information contained in the financial statements.

Audit Scotland does not require appointed auditors in the public sector to provide an explicit
opinion on consistency with the governance statements. Auditors should instead report a
material inconsistency.

The administration regulations allow an authority the option of giving details of where the
governance compliance statement can be obtained rather than including it in the annual
report. The auditors' responsibilities to read and report on the statement continue to apply.
The 2014 regulations require the annual governance statement to be included in the
document and not just simply referred to. This would also apply to a combined governance
statement.

Approval and publication of local authority accounts (including
pension fund annual accounts)

21.

From 2014/15, the 2014 regulations provide for the approval and publication of local authority
annual accounts, including the pension fund annual accounts as detailed below

Unaudited accounts

22.

23.

24.

Regulation 8(5) introduces new requirements for the proper officer under section 95 of the
1973 Act to ensure that the financial statements give a true and fair view of the pension fund's
financial position and transactions and that the statement of responsibilities accurately reflects
the proper officer's responsibilities.

Regulation 8(6) requires the proper officer to certify the above by signing and dating the
statement of responsibilities and the net assets statement and then submit the annual
accounts to the appointed external auditor no later than 30 June.

Regulation 8(8) introduces a new requirement to publish the unaudited annual accounts on
the website of the authority until the date on which the audited annual accounts are published.
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25.

Regulation 8(9) introduces a requirement for the authority, or a committee whose remit
includes audit or governance (i.e. Pensions Committee) to consider the unaudited annual
accounts at a meeting by 31 August.

Approval of audited accounts

26.

27.

28.

Regulation 10 sets out the process for the consideration and signing of the audited annual
accounts as follows

e The Pensions Committee (whose remit includes audit or governance) is required to meet
to consider whether to approve the audited annual accounts for signature.

e In making this consideration, the regulations require elected members to have regard to
any report made, or advice provided, on the annual accounts by the proper officer or
auditor (e.g. ISA 260 communication).

e The Pensions Committee is required to aim to approve the audited annual accounts for
signature no later 30 September.

Immediately following approval, the statements which form part of the annual accounts require
to be signed and dated by the following individuals

e the management commentary by the proper officer, the Chief Executive and the
Convener of the Pensions Committee

e the statement of responsibilities by the Chief Executive and the proper officer. The
Convener of the Pensions Committee is also required to certify that the annual accounts
have been approved for signature, and the proper officer is required to re-certify that the
financial statements give a true and fair view

e the annual governance statement by the Chief Executive and the Convener of the
Pensions Committee

e the remuneration report (if required) by the Chief Executive and the Convener of the
Pensions Committee

e the net assets statement by the proper officer to authorise the financial statements for
issue using the form of words set out in the Code.

Following signature, the proper officer is required to provide the signed annual accounts to the
auditor. Regulation 10(8) requires any further reports made on the annual accounts by the
auditor after they have been approved the annual audit report to also be considered by the
Pensions Committee.

Publication of audited accounts

29.

Regulation 11 requires an authority to publish on its website the signed pension fund audited
annual accounts, and the audit certificate, by 31 October. The annual audit report is required
to be published on the website by 31 December. Copies of these documents should remain
on the website for at least five years. Any statutory reports on the accounts under section 102
of the 1973 Act should also be published on the website for every year to which the report
relates.
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