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What we do best...

Innovative assurance services
Specialists at internal audit
Comprehensive risk management

Experts in countering fraud

...and what sets us apart

Unrivalled best value to our customers
Existing strong regional public sector partnership
Auditors with the knowledge and expertise to get the job done
Already working extensively with the not-for-profit and third

sector
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Background and Context

Lincolnshire County Council Pension fund currently manages the pension fund investment of over £2.2bn on behalf of over 74,000
scheme members.
The Pensions Committee are updated on a regular basis with reports monitoring performance regarding investments, administration
and governance of the fund. The Committee review annually the governance policies and principles of investment to ensure that the
pension fund assets are invested appropriately.
The Audit will focus on the reviewing the Key controls and the effectiveness of the Management of the Pension fund to:

enable the Head of Internal Audit to form an opinion on the Council’s financial control environment

inform External Audit’s control evaluation

Scope

To provide assurance that:

- Key controls are in place within the pension system

- Pension system controls are consistently operated

- Pension transactions examined are complete and accurate

- Management of the Pension fund is effective and assets are maximised through investment to cover liabilities
- The fund complies with legislation and investment policy

- Fund managers investment performance is monitored

- Adequate security arrangements are in place for the IT systems

- LCC Pension staff have adequate knowledge, guidance and training.

Page | 1
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High Assurance

Our critical review or assessment on the activity gives us a high level of
confidence on service delivery arrangements, management of risks, and the
— operation of controls and / or performance.

The risk of the activity not achieving its objectives or outcomes is low. Controls
have been evaluated as adequate, appropriate and are operating effectively.

Rating

Risk (R-A-G) Recommendations

High Medium

TOTAL 0 1

Page | 2
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Our testing confirmed that the management and governance of investment activities are good and
that the Pension fund is effectively controlled.

We found evidence of good practice throughout the investment process which provides a high level of
assurance in this area, in particular:

e performance of investments are regularly monitored and reported to the Pensions Committee
with any exceptions highlighted and appropriately dealt with.

e Kkey policies have been agreed and adopted by the Pensions Committee to ensure sound
governance over the pension fund and compliance with the Local Government Pension
Scheme regulations.

e There is a Stewardship Code Statement outlining how the Authority will adhere to the 7
principles for local authority pensions, set out by the National Association of Pension Funds.

e there is a clear separation of duties between officers reconciling and reviewing the
performance of managed funds.

e Officers involved in managing investments on behalf of the Council are well qualified and
experienced.

e there is a staff and members pensions training plan and training policy in place. We did find 3
members of the Pensions Committee who had not undertaken the basic training agreed within

Page | 3
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the Committee's training policy
the Pensions Committee’s appetite for risk is factored into the Asset Liability

Guidance from the fund's investment consultant and the overall acceptable level of risk for the
Fund is used to allocate funds between different asset classes.

Our regular testing of key controls in this area including examination of reconciliations of
investments to custodian, investment manager and internal records confirmed that key controls
are in place, that these controls are consistently operated and that transactions examined are
complete and accurate.

There are 2 residual amber risk ratings even though a high assurance audit rating has been given
overall. This is due to the following:

Risk "There are insufficient asset within the pension fund to cover the liabilities": The last
triennial valuation as at 31 March 2016 found that assets were less than liabilities with a deficit
valuation of £529 million. The 2019 annual report detailing the results for the 315 March 2019
triennial valuation has not yet been published but assets may still not cover the liabilities and
therefore the risk is included as amber.

Risk "Poor investment performance by Investment fund managers". The investment manager
report for the quarter to 31/3/19 detailed that "Over the 12 month period, only four managers
have achieved their benchmark: Morgan Stanley Global Brands, Legal and General, Blackrock
(Fixed Income) and Blackrock Interim”. Poor investment performance by managers does occur
and therefore the risk is shown as amber.

Page | 4
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Executive Summary

Key Messages

These risks are outside the control of the Pension team and have therefore not impacted on the
overall High assurance rating given, which was based on the Governance and system processes in
place within the Pension team.

We would like to take this opportunity to thank the staff for their help and assistance throughout the
audit.

Page | 5
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Management Response

We are pleased with the continued high assurance, and welcome the recommendation on mandatory
training for all Committee members.

We'd like to thank the audit team for their approach throughout the audit.

Page | 6
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LCC pensions staff do not have the knowledge, training or skill to
perform their duties effectively

James Grant and ClIr Peter Coupland (members of Pensions Committee) have attended some in house training events and had their
induction training but neither have attended the Fundamentals (as required by the Training policy and plan) or Border to Coast Pension
Partnership Training days. In addition, James Grant and ClIr Paul Key have not yet completed the Pension Regulator's toolkit.

Members may not
¢ have an adequate understanding of pension statutory requirements to make informed strategic pension / investment decisions
¢ comply with the CIPFA Knowledge and skills Framework and Code of Practice.

The Pension team need to :
Monitor and update the training log on a regular basis

Ensure that all members undertake all the training required in the Pension training plan and policy and other
training needed following changes to policy or statutory requirements

Consider whether a mandatory minimum level of training should be required for all members of the Pensions
Committee
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The Pensions team will continue to report lack of compliance with the training policy

th
to the Committee and Local Pension Board, and will raise the consideration of a Jo Ray 1ﬁar‘t]g:|y ZPOelngsi(c?r?;(t
mandatory minimum level with the S151 Officer and the Committee. gommit}tlee)

T¢T abed
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Appendix 1 - Assurance Definitions

High

Substantial

Our critical review or assessment on the
activity gives us a high level of
confidence on service delivery
arrangements, management of risks, and
the operation of controls and / or
performance.

The risk of the activity not achieving its objectives or outcomes is low.
Controls have been evaluated as adequate, appropriate and are
operating effectively.

Our critical review or assessment on
the activity gives us a substantial level
of confidence (assurance) on service
delivery arrangements, management
of risks, and operation of controls and
/ or performance.

/

There are some improvements needed in the application of controls
to manage risks. However, the controls have been evaluated as
adequate, appropriate and operating sufficiently so that the risk of the
activity not achieving its objectives is medium to low.

Limited

Low

Our critical review or assessment on the
activity gives us a limited level of
confidence on service delivery
arrangements, management of risks, and
operation of controls and / or
performance.

\

The controls to manage the key risks were found not always to be
operating or are inadequate. Therefore, the controls evaluated are
unlikely to give a reasonable level of confidence (assurance) that the
risks are being managed effectively. It is unlikely that the activity will
achieve its objectives.

Our critical review or assessment on
the activity identified significant
concerns on service delivery
arrangements, management of risks,
and operation of controls and / or
performance.

There are either gaps in the control framework managing the key
risks or the controls have been evaluated as not adequate,
appropriate or are not being effectively operated. Therefore, the risk
of the activity not achieving its objectives is high.
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Immediate management attention is required - an internal control or
risk issue where there is a high certainty of: substantial loss / non-
compliance with corporate strategies, policies or values / serious
reputational damage / adverse regulatory impact and / or material
fines (action taken usually within 3 months).

High
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S _ Disclaimer
Distribution List

The matters raised in this report are only those which came to
our attention during our internal audit work. Our quality
assurance processes ensure that our work is conducted in
Jo Ray — Pension Fund Manager conformance with the UK Public Sector Internal Audit
Standards and that the information contained in this report is
as accurate as possible — we do not provide absolute
assurance that material errors, fraud or loss do not exist.

v2T obed

This report has been prepared solely for the use of Members
and Management of Lincolnshire County Council Details may
be made available to specified external organisations,
including external auditors, but otherwise the report should not
be used or referred to in whole or in part without prior consent.
No responsibility to any third party is accepted as the report
has not been prepared, and is not intended for any other
purpose.
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