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ABOUT STRATHCLYDEPENSION FUND ANNUAL REPORT 2023

e Strathclyde Pension Fund (SPF)is part of the Local Government Pension Scheme (LGPS)
e |tis one of 11 LGPS funds in Scotland and around 100in the UK
e SPFisthe second largest of the UK LGPS funds

e The LGPSisa statutory scheme established under primary legislation —
the Superannuation Act 1972 and Public Service Pensions Act 2013

¢ The scheme rulestake the formof aseries of regulations—the Local Government Pension
Scheme (Scotland) Regulations. The regulations are Scottish Statutory Instruments (SSls).

. L As at 31st March 2023 the
There are separate sets of regulations to set out the scheme benefits, investment arrangements Strathclyde Pension Fund
and governance requirements. had over 277,000 members,

152 participating
. . i . . . [ dinvestment
¢ The LGPSis a multi-employer, defined benefit scheme. The benefits are based on final salary gzgtzﬁrs andinvestmen

forall service to 31st March 2015 and career average earningsfor benefits from 1st April 2015. £27.9 billion.

¢ The Strathclyde Pension Fund wascreatedin 1974. It has been managed by Glasgow City Council
since 1996.

¢ The Fundisa poolinto which memberand employer contributions are paid. The money
is invested so that pensionbenefits can be paid as they falldue.

¢ Participatingemployersinclude the 12 local authorities in the west of Scotland; Scottish Police
Authority, Scottish Fire and Rescue, and Scottish Water; a number of universities and colleges;
local authority subsidiary companies and contractors; and a wide range of other organisations
with funding or service links to the local government sector.

e Asat 31st March 2023 the Strathclyde Pension Fund had over 277,000 members, 152
participating employers and investment assets of £27.9 billion.

Page 3



FOREWORD

At the start of this financial year, in April 2022, Russia’s invasion
of Ukraine was still recent news, and dominated the headlines.
Sadly, it continuedto do so throughoutthe year, though
displaced for periods by other calamities and misfortunes, some
directly related to it, some not: rising inflation; the continuing
cost-of-living crisis, a global energy crisis, a UK pension crisis (for
some pension funds), the death of amonarch, two changes of
Prime Minister, and towards the end of the year a potential
banking crisis.

A difficult year by any measure, and that is reflected tosome
extentin the financial statements which form part of this annual
report: a net loss oninvestments, and a net reductionin the
Fund of £495m.

However, apension fundis not a bottom-line business like a
company which depends on an annual profit to pay shareholders
a dividend. Strathclyde Pension Fund (SPF) exists to pay pensions
and, as a very long-terminvestor, thatis not dependenton, or
affected by, short-term market performance.

We paid £560m in the course of the year to our 90,000
pensionermembers, as wellas £169m in lump sums. And
perhaps the main headline figure for those members was +10.1%
which we confirmed would be added to their pensions shortly
afterthe year end, ensuring that they were fully protected
against the surge in inflation which continuesto cause economic
havoc. We were also able to provide assurance to our 114,000
active and 73,000 deferred members, that their pensions, not
yetin payment, enjoy similar protection. Providing retirement
income for more than 277,000 members s a vital service at the
best of times. But as times get more difficult, the security and
protection afforded by the scheme becomes even more valuable.

That value for members has to be paid for, of course, and rising
inflation increases the scheme funding cost which is largely
borne by employers.

However, the funding equation is complex, affected by many
otherfactors, not least bond yields and interest rates. Both of
these increased significantly during the year and this has the
effect of reducing the actuarial value of the Fund’s liabilities.

So the very clear indication is that, in spite of the rise in inflation,
the fundinglevelat the yearend was significantly higher than
previously. This matters, as the balance sheet date of 31°* March
2023 is also the date of the triennial actuarial valuation. This will
take much of the nextyearto complete, buta good or very good
outcome can be anticipated.

Investment performance willalso be a positive contributorto the
actuarial result. Total return may have been negative for 2022/23,
but it was well ahead of actuarial expectations forthe 3-year
period.

It’s also worth looking more closely at 2022/23 performance: both
equity and bond indices fell, so high-leveldiversification didn’t
help; UK Governmentindex-linked bonds (the “risk-free” pension
fundinvestmentasset) fell by -26.7%; US equities were down -
10.5% fordollar investors; UK property was down -8.9%. In that

context, SPF’s total return of -1.6% could certainly have been much

worse. Indeed, allthings considered, this was not at all a bad year
for SPFand its members, though the fullextent of thatisn’t
apparentin the financial statements and will not be fully

understood untilthe actuarial valuation is completedinthe coming

year.

Concerns about climate change were at times overshadowed inthe

last year by more immediate issues. But there was no loss of
momentum in SPF’s efforts to address this global challenge. As
previously agreed, the Fund joined the Paris Aligned Investment
Initiative duringthe year, and towards the yearend published a
Climate Action Plan which sets out our immediate priorities to

ensure that progress towards NetZerois achieved and maintained.

ANNUAL REPORT 2023

Councillor Richard Bell

City Treasurer, and
Convener of Strathclyde
Pension Fund
Committee
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MANAGEMENT COMMENTARY

Introduction

Inflation already loomed|large at the 2021/22 yearend: 7.0% and clearly set to rise further. Unsurprisingly, it provedto be the wholly
dominant financialtheme of the yearin both a macro and micro-economic context. That being thething about inflation—its effects
are pervasive and very difficult to shake off. In the UK, CPl peakedat 11.1% in October. By the yearend in March, it appeared to be on
a downward trajectory but remained stubbornly high at 10.1%, with remaining upwards pressures making the futuretrend far from
certain. From SPF’s perspective, inflation impacts on allaspects of pension fund activity: investment, administration, finance,
communications, and membership. To some extent, this is anticipated in SPF’s long-term objectives and strategies, but marked
changesinthe recent trend can still have afairly disruptive short-term effect.

Strategy and Objectives

The Strathclyde Pension Fund (SPF) has one overriding objective: to secure the paymentof pensions benefitsnow andinthe futureto
its members. Thatis the common purpose of the Fund’slonger-term policies, objectives and strategies. These are agreed by the
Strathclyde Pension Fund Committee and set out in its policy documents. These documents cover governance, risk, funding,
investment, administration and communications. Each of theseis reproduced or summarised within this annual report. All policy
documents are available from the Fund’swebsite at: www.spfo.org.uk

Through the Fund’s history, these strategies have proven robust. SPF has shown real resilience at both a strategicand operational
levelthrough anumber of turbulent periods: the dot-com bubble, the great financial crisis, and most recently the COVID-19 pandemic.
Pensions have been paid, longer-terminvestment returnshave beenstrong, funding level has been consistently around or above
target. The current period of high inflation presents further challenges which are not entirely newor unexpected, but are alien to
recent experienceand dorequire to be actively addressedin the shorterterm. The Fund’'s Business Planning processis designed to
identify shorter-term priorities.

Business Plan

The Fund’s decision-making body, the Strathclyde Pension Fund Committee agreesan annual business plan to identify immediate
priorities and ensure that ongoingmanagement and development of the Fundisin line with the longer-term policy, objectives and
strategy. The plan sets out resource requirements, Key Performance Indicators (KPIs) and business and development priorities for the
comingyear.

The first priority in the 2022/23 Business Plan was to establish and provide initial training to the new SPF Committee and Pension
Board which were formed shortly after the council elections in May. This was quickly achieved. Both Board and Committee
received training and had their first formal meetingsin June. Both bodies comprise a mix of new members and members with
previous experience of SPF. All this should provide continuity without complacency in SPF’s governance arrangements.

The next priority was preparation and planning for the actuarial valuation as at 31°* March 2023. Each triennial valuation is a
significant milestone in the progress of the Fund, providing a detailed health check and forming the basis for strategic planning
which follows the three-yearly actuarial cycle. Distinctive features of this valuation are that it will be carried out in an inflationary
environmentandis likely to reporta meaningful surplus. Both of these aspects have featured in preliminary discussions carried
out ahead of the valuation date. Other preparatory workincluded commissioning a review of employer covenants, and advance

ANNUAL REPORT 2023
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data-checking, togetherwith agreeing a plan to ensure that the valuation process progressesas quickly and smoothly as possible
overthe coming year.

Climate Change also featured prominently in the Business Plan with two separate but related projectsincluded: implementation
of the energy company standards framework which had been agreed in March 2022; and production of a Climate Action Plan.
Both were completed successfully and both will ensure that climate change continues to be actively and progressively addressed
in the Fund’sinvestment strategy, throughoutits investment portfolios, and in its interactions with investment managers,
investee companies and other counterparties.

Other significant Business Plan priorities included: a review of the Administration Strategy; a review of the current AVC
arrangements; and appointment of anindependentvaluerforthe UK property portfolio.

A majority of Business Plan priorities were successfully completed during the year or were making progress as anticipated, though
severalwill carry forward into nextyear as a result of dependencies on third party actions.

Further details of the Business Plan are included in the Governance section of this annual report. Achievement againstKPI targets for
day-to-day activity is reported to the committee throughout theyear. Details are included in the Administration and Investment
sections of this annual report and are summarisedbelow.

Administration

Administration performance was generally good and there was no requirement to report any breaches of legislation to the
Pensions Regulator.

A 3-yearly review of the Administration strategy was completed, and a revised strategy was approved by the SPF Committee

subjectto consultation with employers. The revised strategy reflected:

= changesto the scheme regulations and other relevant legislation since the last review in 2020;

= developmentsinthe role and activities of The Pension Regulator (TPR) (though arevised Code of Practice which was expected
to be published during 2022 has notyet beenreleased by TPR);

= significant changesin ways of working both at SPFO and scheme employers. In particular, the experience of lockdown during
the Covid-19 pandemicled to widespread working from home which has been maintained in the shape of hybrid working
arrangements. The lockdown experience also led to an acceleration in SPFQ’s already well-established digitisation of processes
and delivery. Notable advancesincluded adoption of SPFO’s data management solution (i-connect) by all employers, and a
significant increase in the functionality and uptake of SPFO’s member portal, SPFOnline.

The revised strategy is effective from 15t July 2023 and is available onthe Fund’s website: www.spfo.org.uk

A revised staffing structure for the administration function was implemented during the year to ensure that the staffingresource
fits with these strategicrequirements, and that the service continues to meet member needs and expectations.
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Membership

Employer numbers reduced again, from 159to 152. This continued atrend of some years’ standing. Main driver this year was smaller
employers preferring alternative, defined contribution pension arrangements. The increased funding level supported this by
facilitating managed exits foremployers at no cost. Indeed, most receivedsizeable exit credits in contrast to the previously prevailing
position where employers were required to make an exit paymentto the Fund. A list of participating employers is includedin the
Administration section of this annual report.

In contrast, scheme membership increased once more across all member categories — employee, pensioner and deferred — and hit
another new high of 277,000. This is particularly reassuring given therisk of increasing member opt-outs as a result of the cost of living
crisis.

The financial statements show pensionand lump sum payments of £729 million together with refunds and transfers of £27 million.
Total contributions and other benefits income receivable was £752 million, producing a net outflow of £4 million from dealings with
members. Thisis areversionto the expected netoutflow positionwhich wasreversed lastyear as a result of a single bulk transferin froman
employerconsolidatingits membershipin another LGPS Fund. The expected future trendis forthe netoutflow figure to increase over time. A
10-yearcashflow projectionis included atthe end of thisintroductory section of the annual report.

Communications

SPFOnlineis the secure portal which allows members to view their pension records, benefit statements, and other documents;
make changesto their contact details and nominations, and carry out modelling of their future benefits.

Members registered to use the SPFOnline service increased from 111,000 to over 124,000 over the course of the year and the
portal is increasingly becoming the primary portal forcommunications between SPFand its members.

Active engagement with members was more frequent during the year, including advising all online members of the +10.1%
pensionsincrease which they were to receive shortly afterthe yearend.

This was the first year during which all employers used i-Connect, the secure portal which allows employers tosend data
submissions direct to SPFO and to upload documents for processing. Thisis a distinct improvement on previous datatransmission
arrangements, butits full advantages have notyet beenrealised as employers continue to familiarise themselves with its
functionality. Data submissions are not yetas timely or accurate as they should be. SPF continues to work with employers to
addressthis.

Investment

The Fund’stotalinvestment return for the yearwas -1.6%. As everyone should know, the value of investments can go down as well as up.
In fact, this wasSPF's second negative annual returnin 4years. It wasalso only the second since 2009 after an unbroken run of positive
years from 2009/10to 2019/20. It was also a fairly modest reduction bothin comparisonto previous gains, and in the context of economic
uncertaintyandinvestmentmarket volatility: globally, concernsover risinginflation meant that both bondand equity marketsfell during
the year, so high-level diversification provided little cover. UKgilt and property markets, and global corporate bond markets were alldown
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by more than-10%, so there was plenty of potential forsignificant losses. In practice, several factors mitigated SPF's losses: relative sterling
weakness helped, giventhatSPFis primarilyan overseasinvestor; the capital protectioninherentin the Fund’stwoabsolute return
mandatesworkedas it should with both producingsmall positive returns; but the biggest contributor was SPF' s extensive private markets
exposure. Private equity, private debt, global real estate, and global infrastructure all produced very respectable positive returns, as did
SPF’s Direct Impact Portfolio.

The year’s total returmn of-1.6% was 0.9% behind benchmark.

In spite of thisyear’slosses, 3, 5, and 10-year annualised returnfiguresremainbothstrongly positive and ahead of benchmark: +9.9%v
+9.6%, +6.3% v +6.0%, and +8.2% v +7.5 respectively.

More detailed performance analysisis includedin the Investments section of thisannual report.

Impact

The Investments section also includes more detail on the Fund’s Direct Impact Portfolio (DIP) which has a stated objective of adding
value through local economic, environmental, social or governance impact. DIP agreed 5 new investments during the year —total
value £200m. These spanned renewable energy, clean technology, UK SME financing, and affordable homes. DIP now comprises 59
separate investments with aclosing Net Asset Value of £1,394m. DIP’sannual returnfor 2022/23 was +13.6%. Measurable impacts
from DIP fundsin 2022 included generation of green energy sufficient for more than 277,000 homes.

Stewardship

In September, The Financial Reporting Council (FRC) updated the list of signatories to its UK Stewardship Code after completing
its 2022 assessment. SPF was again confirmed as a signatory.

The Code sets high stewardship standards for those investing money on behalf of UK savers and pensioners, and those that support
them. Stewardshipis the responsible allocation, managementand oversight of capital to create long-term value forclients and
beneficiaries leading to sustainable benefits forthe economy, the environment and society. Signatories are required to report
annually on their stewardship policies, processes, activities and outcomes fora 12-month reporting period.

Those on the list have metthe standard of reporting required by the Code.

Climate Change

As previously agreed, the Fund joined the Paris Aligned Investment Initiative during the year, and towards the yearend published a
Climate Action Plan which sets out our immediate priorities to ensure that Climate Change is addressed across all portfolios so that
SPF achieves and maintains progresstowards its Net Zero objective and target.

Risk

The risk registeris reviewed every quarter. The most significant risk this year was from inflation. This was increased from 12 (Probability
3/5 x Impact 4/5) to 16 (4/5 x 4/5) during 2021/22 in responseto leading economicindicators. This now seemsprescient given the
inflation experience of 2022/23. The risk reflects the fact that whilst fullinflation protectionis a valuable benefit to members, it comes

at a significant funding cost. The summary Risk Registeris included in the Governance section of this annual report.
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Funding

SPF’s funding position as at 31°* March 2023 will be formally assessed in the triennial actuarial valuationwhich is required by the scheme
regulations. The processwilltake most of theyearto complete,butagood orvery goodoutcomeis anticipated in terms of the reported
fundinglevel. The funding levelis the value of assets/value of liabilities, usually expressed as a percentage. Improvements in the funding
levelsince the 2020valuation wereinitially driven by strong investment returnswhich increased the value of the Fund’s assets. Over

2022/23, although investmentreturns turned negative and rising inflation increased the funding cost, UK government bond yields
improved significantly. This has the effect of increasingthe discount rate (the future expectedinvestment return used in the actuarial
formula) and reducing the value placed on the Fund’sliabilities. As aresult, the present value of promised retirement benefits reported
in the financial statementsis significantlyless than the closing net asset value. A different actuarial basis is used for the triennial funding
valuation, butitis expectedto produceasimilar or greaterimprovementin the funding level.

Governance

Committee and Board meetings continued to be held by video conference in the early part of the year. In September, hybrid meeting
arrangements were successfully introduced forthe SPF committee. Board meetings subsequently alternated between video
conference andin-person. More details of the Committee and Board are included in the Governance section of this annual report.

Outlook

In the last few years, SPF has fairly comfortably absorbed the initial impacts of COVID, the Russia-Ukraine conflict, and the
consequentinflationary spike. The effects and after-effects of all of those remain prevalent. Theirlonger-termimpacts are far from
certain. Climate change continuesto cast a long shadow. New challenges will also emerge. What next? Recession?

However, and whatever, the Fund’s strategies are based on long-term modelling of multiple economicscenarios and outcomes.
There is always risk and uncertainty, but the strategies are designed to accommodate that. Both the Fundingand Investment
strategies will be reviewed as part of the triennial actuarial valuation and will be adapted as necessary to ensure that SPF can
address future challenges as robustly and resiliently as it has met these mostrecentones.

Conclusion

2022/23 was a very difficult year in many respects, but also a very successful one for SPFin many
respects: mitigating losses, achievingan improved funding level, and delivering value and security to our

members.

Councillor Richard Bell Annemarie O’Donnell Martin Booth

City Treasurer and Convener Chief Executive Executive Director of Finance
Strathclyde Pension Fund Committee Glasgow City Council Glasgow City Council
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KEYTRENDS

Membership and Member Transactions

Employers 172 166 164 159 15

N

Deferred Members 62,599 63,796 65,334 67,744 72,811

Total Members 242,274 253,758 258,378 266,600 277,091

Employer Contributions 437,552 483,844 493,978 524,771 551,379

Lump Sums Paid (137,713) (166,893) (135,384) (158,084) (168,524)

Other Income / (Payments) (30,414) (4,760) (20,705) 13,339 3,062

Investments

Opening Value 20,806,209 21,936,058 20,940,681 26,353,643 28,366,012

ManagementExpenses (125,692) (124,109) (210,383) (173,757) (166,195)

Changein Value 1,025,412 (1,184,967) 5,314,862 1,792,238 (732,599)

ANNUAL REPORT 2023

Contributions income and
pension payments have
increased year on year in
line with membership.

Net cash outflow of £4m for
member transactions was a
reversion to the expected net
outflow position which was
reversed last year as a result
of asingle bulktransferin
from an employer.

This was SPF’s second
negative annual return in4
years. It was also only the
second since 2009 afteran
unbroken run of positive
years from 2009/10 to
2019/20.
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Cash Flow Forecast

The figures below provide an estimate of annual cash flowsover the next10 years.

2022/23 figures are perthefundaccount.

Forecasts are based on actual cash flows to 2021/22 together with part-year cash flows for 2022/23.

PensionsIncome
Pensions Expenditure
Net Pensions Cash Flow
NetInvestmentincome

Net Cash Flow

PensionsIncome
Pensions Expenditure
NetPensions Cash Flow
NetInvestmentincome

Net Cash Flow

2022/23

(£000)
751,613
755,777

(4,164)
408,472
404,308

2023/24

(£000)
772,043
863,694
(91,651)
323,191
231,540

2028/29
(£000)
953,211
1,204,781
(251,570)
373,960
122,390

2024/25
(£000)
806,212
928,692
(122,480)
332,762
210,282

2029/30
(£000)
993,562
1,288,181
(294,619)
385,032
90,413

2025/26
(£000)
840,994
990,612
(149,618)
342,616
192,998

2030/31
(£000)
1,035,478
1,378,508
(343,030)
396,430
53,400

2026/27
(£000)
876,979
1,056,501
(179,522)
352,761
173,239

2031/32
(£000)
1,079,016
1,476,391
(397,375)
408,164
10,789

2027/28
(£000)
914,368
1,127,730
(213,362)
363,206
149,844

2032/33
(£000)
1,124,235
1,582,523
(458,288)
420,246
(38,042)

The Fund’s investments currently distribute significantly more income thanis required to pay pensions.

However, the projected shortfallin benefits cashflow has increased markedly from previous financial years, due to the impact

of current high inflation and projected wage growth.

By 2032/33, it is forecast that net pensions expenditure willexceed distributed investmentincome.
Investment Income shown includes distributed income only. The majority of income is earned and re-invested within pooled

investment vehicles. Much of this could be converted to a distributing basis if required.

Projected benefits cash flow will be reviewed as part of the actuarial valuation of the Fund as at 31°* March 2023, and could

change significantly if employer contribution rates are amended.
Given currentinflation experience all cash flows are more variable than previously.
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WHO MANAGES STRATHCLYDE PENSION FUND?

Given the size and complexity of the Strathclyde Pension Fund there are a large
number of decision makers, advisers and practitioners involved in running it.
The key roles are illustrated and summarised below and described further in the
following pages.

STRATHCLYDE PENSION FUND GOVERNANCE

Glasgow City Councilis the administering authority responsible for
managing the fund.

Glasgow City Council’s Strathclyde Pension Fund Committee is the main
decision-making body for the Fund.

The Committee Sounding Board reviews proposals before they are considered
by the Committee for decision.

The Pension Board assists the Committeein securing compliance with the
regulations, other legislation, and the requirements of the Pensions Regulator.

The Executive Director of Finance is the responsible officer.

The Director of Strathclyde Pension Fundis the principaladviserto the
Committee and to the Board and is the senior officer within the
Strathclyde Pension Fund Office which administersthe scheme, manages
the Fund and implements Committee decisions.

The actuary provides advice on funding. The investment consultants provide
advice on all aspects of investment objectives, strategy and structure.

The Investment Advisory Panel develops investment strategy and monitors
investment performance.

The internal auditors reviewrisk, controls, and governance.

The external auditors expressan opinionon the financial
statements and widerissues including financial management,
sustainability, governance and use of resources.

The investment managers manage the Fund’s investment portfolios.

SPF

Pension Board

Committee

Sounding Board

Auditors

ANNUAL REPORT 2023

SPF
Commitee

Investment
Consultant
Exec Director

of Finance

Investment
Advisory Panel

Investment

Managers
Strathclyde Pension S

Fund office
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WHO MANAGES STRATHCLYDE PENSION FUND?

STRATHCLYDE PENSION FUND COMMITTEE

The Committee comprises 8 elected members of Glasgow City Council.
Membership was renewed following Council elections in May 2022, though
a majority of the new membership had previously served on the
committee. Councillor Reid-McConnellreplaced Cllr. Dan Hutchison in
November2022. There were no other changes during the year. Committee
membership as at 31st March 2023 is shown opposite.

Current committee membership is displayed on the Fund’s website
at: https://www.spfo.org.uk/article/4348/Strathclyde-Pension-Fund-Committee

The Council and the Committee recognise that they have fiduciary duties
and responsibilities towards pension scheme members and participating
employersthatare analogoustothose holdingthe office of trustee.

Underits Terms of Reference, the Committee has the power to discharge all
functions and responsibilitiesrelating to the Council’s role as administering
authority for the Strathclyde Pension Fundin terms of the Local
Government (Scotland) Act 1994 and the Public Service Pensions Act 2013.

Committee members may also be scheme members either under the
provisions for Councillor membership oras a result of previous service as
employee members or both.

Committee Attendance 2022/23 ‘

Richard Bell 5/5
Abdul Bostani 5/5
Philip Braat 5/5
Allan Gow 4/5
Ruairi Kelly 5/5
Eva Murray 2/5
Dan Hutchison / Lana Reid-McConnell 5/5
Martha Wardrop 5/5

ANNUAL REPORT 2023

Councillor Richard Councillor Abdul Councillor Philip Braat

Bell (Convener) Bostani

Councillor Ruairi Councillor Eva Murray

Kelly

Councillor Allan Gow

Councillor Martha
Wardrop (Vice
Convener)

Councillor Lana Reid-
McConnell
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WHO MANAGES STRATHCLYDE PENSION FUND?

STRATHCLYDE PENSION FUND BOARD

The Local Government Pension Scheme (Governance)

(Scotland) regulations require each administering

authority to establish a board with responsibility for

assistingin relation to securing compliance with:

= theregulationsand otherlegislation relating to
the governance and administration of the
Scheme; and

= requirementsimposed inrelationtothe Scheme
by the Pensions Regulator.

A Pension Board has to comprise an equal number of
representatives appointed by scheme employers and
relevanttrade unions.

Pension Board membership was renewed following
council elections in May 2023.

As at 31st March 2023 the Strathclyde Pension Fund
Board membership comprised:

Employer Representatives

Cllr lan Davis South Ayrshire Council
Darren Patterson Scottish Police Authority

Clir Martin Rooney  West Dunbartonshire Council
Clir Sandy Watson North Lanarkshire Council

Trade Union Representatives

Scott Donohoe UNISON
Thomas Glavin UNITE
StephenKelly UNISON
AndrewThompson GMB (Chair)

Clir Sandy Watson replaced Clir William Goldie in August.

There were no otherchangesduringthe year.
The Joint Secretaries to the Pension Fund Board were:

Scott Donohoe (Trade Unions)

Morag Johnston (Employers)

In accordance with the regulations the Pension Board
meets at the same place and time as the Pension
Committee to consider the same agenda as the
Committee.The Chair of the Pension Fund Committee
acts as Chair of that meeting. The Pension Board also
meets separately from the Pension Committee with
the agreement of the Pension Committee.

SOUNDING BOARD

Since 2009 the Strathclyde Pension Fund Committee
has maintained aworking group or Sounding Board
drawn from its membership. The main function of the
Sounding Board is to review proposals before they are
considered by the Committee for decision—in
particular investment proposals forthe Direct Impact
Portfolio and proposals relating to development of
investment strategy. Sounding Board membershipwas
renewed following council electionsin May 2023.

Asat 31st March 2023 the Sounding Board membership
comprised:

Cllr Richard Bell (Convener)
Cllr Martha Wardrop (Vice-Convener)
ClIr Philip Braat
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WHO MANAGES STRATHCLYDE PENSION FUND?

INVESTMENT ADVISORY PANEL

The InvestmentAdvisory Panelis responsible for:
= developinginvestment strategy
= monitoring investment performance

= assistinginthe selection and appointment of
investment managers

= settingandreviewing detailed investment
mandate terms and guidelines

= implementation of the passiverebalancing
strategy

= monitoring cash flows

= implementationof the private equity, private
debtand globalreal estate programmes.

Throughout theyearto 31st March 2023 the
InvestmentAdvisory Panel membership

comprised investment officersfromthe Fund and
representativesfrom Hymans Robertsonas the Fund’s
actuary and investmentconsultant togetherwith 3
independent expert advisers:

lain Beattie qualified as an actuary and had a 20 year
careerin investment management atanumber of
Scottish investment houses. His roles included
Portfolio Manager, Director, Head of International
Equities, and Deputy Chieflnvestment Officer. He
subsequently spent 10years as a Senior Investment
Consultantin Edinburgh and London.

Geoffrey Woodis Emeritus Professor of Economics
at the Business School, City University, London and
Emeritus Professor of Monetary Economics at the
University of Buckingham. He has worked at the
Federal Bank of St. Louis and the Bank of England.
He has advised several central banks, national
treasuries, pension funds and other financial
institutions.

Alistair Sutherland joined the Panelin March 2022.
He spent more than 30 yearsin the investment
industryinrolesincludinginvestment analyst,
researcher, consultant, and director and head of
business development.

STRATHCLYDE PENSION FUND OFFICE (SPFO)

SPFOis a division of Glasgow City Council’s Financial
Services Department.

The Executive Director of Finance overseesthe
department and is the Proper Officer responsible
for the Strathclyde Pension Fund.

SPFOis overseenby its own Directorand Leadership

Team, and had 84 staff in postas at 31st March 2023.

The SPFO structure isillustrated below.

ANNUAL REPORT 2023
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WHO MANAGES STRATHCLYDE PENSION FUND?

Director
SPFO

Chief Investment

Officer

Pension Scheme
Manager

ANNUAL REPORT 2023

Investments
Team

Principal Pensions
Officer (Operations)

Principal Pensions
Officer (Compliance)

Principal Pensions
Officer (Development)

Pre-Retirement

Post-Retirement

Finance

Compliance

Digital
Communications

Employer & Data
Management
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WHO MANAGES STRATHCLYDE PENSION FUND?

INVESTMENT MANAGERS AND OTHER SERVICES PROVIDERS AS AT31" MARCH 2023

The InvestmentManagers are responsible for:

= portfolio managementincludingindividual decisions on purchase, retention and sale of investments

= decisions on corporate actions and corporate governance (proxyvoting)

= responsible investment activity including analysis and engagement with portfolio companies.

INVESTMENT MANAGERS
Alcentraz ~ Ashmore  BARINGS
i c G J.PMorgan [ AZARD
Asset Management ASSET MANAGEMENT
| | | C; Partners_kargup PIMCO
PANTHEON REALIZING POTERTIAL IN PRIVATE MARKETS
OTHER SERVICE PROVIDERS
AVISON
V/AUDIT SCOTLAND YOUNG SUSTAINALYTICS
Audit of accounts Property portfoliovaluation ESG engagement
O :
O MSCI ¢
Pinsent Masons
Legal services Corporate supportservices Carbon footprinting

BAILLIE GIFFORD

HYMANS H
ROBERTSON

Actuarial services

HYMANS H
ROBERTSON

Investment consultancy

||I||| PNT\%ESTORS

OHAME

OAK HILL ADVISORS

Veritas
— Asset
Management

W NORTHERN

L/ TRUST

Performance measurement

CMS

law-tax-future
Legal services (Property)
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-GENESIS

OP

Oldfield Partners

FIDELITY INTERNATIONAL
LOMBARD ODIER

W NORTHERN

L/ TRUST

Global custody

PRUDENTIAL

AVC provider
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TRAINING

TRAINING POLICY, PRACTICEAND PLAN
POLICY STATEMENT

Glasgow City Council, as administering authority for the Strathclyde Pension Fund, recognisesthe importance
of ensuring that all staff and members charged with financialadministration and decision-making with regard
to the Fund and the local government pension scheme are fully equipped with the knowledge and skills to
discharge the duties and responsibilities allocated to them.

The Counciltherefore seeks to utilise individuals who are both capable and experienced and will provide or
arrange training for staff and members of the pensionsdecision-making bodies to enable them to acquire
and maintain an appropriate level of expertise, knowledge and skills.

PRACTICE STATEMENT

Glasgow City Council, as administering authority for the Strathclyde Pension Fund, adopts the key
recommendations of the Code of Practice on Public Sector Pensions Finance Knowledge and Skills.

The Council recognises that effective financialadministrationand decision-making can only be achieved
where thoseinvolved have the requisite knowledge and skills.

Accordingly the Council will ensure that it has formaland comprehensive objectives, policies and practices,
strategies and reporting arrangementsforthe effective acquisition and retention of the relevant publicsector
pension scheme finance knowledge and skills for those in the organisationresponsible for financial
administration and decision-making.

These policies and practices will be guided by reference to the comprehensive framework of knowledge and
skills requirements as set down in the CIPFA Pensions Finance Knowledge and Skills Frameworks.

The Council will report on anannual basis how these policies have been putinto practice throughout the
financialyear.

The Councilhas delegated the responsibility for the implementation of the requirements of the CIPFA Code
of Practice to the Executive Director of Finance, who will actin accordance with the Council’s policy
statement, and with CIPFA Standards of Professional Practice (where relevant).

ANNUAL REPORT 2023
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TRAINING PLAN

The Committee agrees an annualtraining plan to ensure that all staff, Committee members and Board
members with arole in the management and governance of the Strathclyde Pension Fund are fully
equippedwith the knowledge, skills and understanding to discharge the duties and responsibilities
allocated to them.

The 2022/23 training plan was agreed atthe Committee’smeeting on 21stJune 2022.

Training offered and delivered during theyearincludedthe following.

= |nduction training fornew Committee and Board members and refresher training for returning members. This was the training priority given changesto the
Committee and Board membership as aresult of council elections in May. Based on the CIPFA Knowledge and Skills Frameworkthis covered the key elements of:
pensions legislation and guidance; pensions governance; funding strategy and actuarial methods; pensions administration and communications; pensionsfinancial
strategy, management, accounting, reporting and audit standards; investment strategy, asset allocation, pooling, performance and risk management; financial
markets and product knowledge; pensionsservices procurement, contract management and relationship management.

= Committee/Board Briefings or workshops on:
e Private Equity Markets (Pantheon)
¢ Investment Market Update (PIMCO)
e Private Debt and Green Loans Framework (ICG Longbow)
e Climate Action Plan (SPF Officers & Hymans Robertson)

Attendance at external events:
e LGCInvestment SeminarScotland 2022

Supportin completing The Pensions Regulator’s Public Service Toolkit

In addition, many agendaitems consideredat Committee and Board meetings are to note, forinformation.
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RISKMANAGEMENT

RISK POLICY & STRATEGY

No organisation can completely eliminaterisk. This is
particularly so fora pension fund.The Fund exists to
pay future pensionbenefits. The future isinherently
uncertain. There is therefore arisk that the
investment assets of the Fundwillbe less or more
than the pension liabilities. That risk is managed
through the Funding Strategy. Other risks are
managedthrough the investment, administration,
governance and communications strategies.

In March 2019, the Committee agreed an updated
Risk Policy & Strategy Statement which is available
fromthe Publications area of the website

at: www.spfo.org.uk

The statement sets outacommon basis for risk
management across the Fund’s strategies.

RISK MANAGEMENT PROCESS

The risk management processshould be a continuous
cycle as illustrated opposite.

The SPF risk management strategysets out how each
element of the process willbe addressedso that risks
are eliminated, transferred or controlledas far as
possible.

RISK IDENTIFICATION AND RECORDING

A detailed risk registeris maintained and is
centralto risk management.

5.
Integrate

The risk register records:

e riskID

e risk description

e related objective

e risk category

e inherent(pre-control) risk scoring
e controls and mitigating actions 4.
¢ residual (post-control) risk scoring g’:fé”r';ogrt
e previousrisk scoring '

e ownership

The register providesasimple, systematicand
consistent basis foranalysis, understanding,
communication, management, monitoring and
reporting of risks.

RISK ANALYSIS AND ASSESSMENT

Having identified potential risks, the next stage of
the process is to analyse and profile each of them.
This is illustrated in the risk tolerance matrix below,
which also shows the distribution of risks recorded
in the SPFregisteras at 31st March 2023.

RISK INTEGRATION

Consideration of risk forms part of established
routines for monitoring and development within
SPFO’s administration, communications,
investment and funding functions

ANNUAL REPORT 2023

1.
Identify and
record risks

2.
Analyse and
assess risks

3.
Respond
torisks
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RISK MATRIX AS AT 31" MARCH 2023

Total Very High
Risks Risks
Impact 36 1
1 2 3 4 5
Negligible Minor Moderate Major Critical
100% Changes since 31 March 2022
Almost € significant
_B\ 5 Certain risk zone ey
= 80% 1
% Increased
o 4 Likely 4
(@) 60%
| .
(al Decreased
3 Possible 3
35%
2 Unlikely Closed
15%
1 Rare Static
28
0%
RESPONSE TO RISK

Residualrisks may be tolerated, treated, transferred orterminated. In practice, mostwill be
treated. Controls and mitigating actions are shown in the risk register.

RISK MONITORING AND REPORTING
Regularreview of the risk registeris central to risk monitoring (see note). The register is reviewed by:

e the SPFO Leadership Teamatleast quarterly; and
e the SPF Committee and Board at least annually (a summary is reviewed more regularly).

Note: individual events such as the COVID-19 pandemicand Russia’s invasion of Ukraine are not
considered as separate risks in the risk register. Instead, the impact of these on all otherrisks is
considered, and risk scores amended as required.
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RISKMANAGEMENT ANNUAL REPORT 2023
The principal risks in terms of their residual ranking as at 31st March 2023 are summarised below.

S IE] Residual Residual

Description Impact Probability Score

(/5) (/5) (/5)

RISK: Pay and price inflation significantly more or less than anticipated fora
protracted period.

Inflation Impact CAUSE: Macroeconomic. 4 4

EFFECT: Increase in liabilities; increase in asset price volatility; potential
underfunding; potentialincrease in employer contribution rates.

RISK: Issues with pensions administration systemand other related systems.

CAUSE: Outages, hardware and software failure, cyber attack.

SystemFailure EFFECT: Staff downtime, loss of service delivery, data loss, and potential failure to pay

pensions.

RISK: Fund's investments fail to deliver returns in line with the anticipated returns
underpinning valuation of liabilities overthe long-term.

CAUSE: Macro Economic. 5 2 10
EFFECT: Long-term underfunding; significant increase in employer contribution rates.

Fund Investment
Impact

Paagg 2
I



BUSINESS PLAN

ANNUAL REPORT 2023

Each year, the Strathclyde Pension Fund Committee is asked to agree a business plan. The plan sets out objectives, resourcing requirements, key
performance indicators, and business and development priorities for the Fund for the coming year. The 2022/23 plan was agreed in March 2022. The
table below provides a final review of progress made during the yearin respect of the business and development priorities listed in the plan.

Item

Governance
Council Elections

Description

Formation and Training of New Board and
Committee subsequent to May 2022 Council
Elections.

RAG
Status

Complete

Progress

Committee induction/refreshertraining and first meeting
heldin June. Training plan agreed foryear. Board briefing
delivered. Board induction/refreshertraining held on 1°t
September. One-to-one briefings delivered to
replacement members.

Actuarial Valuation

Climate Change Strategy

Preparation and planning for actuarial valuation as
at 31t March 2023.

Produce Net-Zero Action Plan.

Complete

Complete

Hymans Robertson re-appointed as SPF actuary at June
committee meeting. Preliminary discussion of funding
approach, draft plan, timetable, covenantreview, and
advance data check all completed.

SPFjoined Paris Aligned Investment Initiative (PAIl) in
June. Outline plan discussed at IAP in August. First draft
discussed in November. Committee briefing delivered in
January 2023. Climate Action Plan approved by SPF
committee in March 2023.

Climate Change Strategy

Implement Energy Company Standards Framework.

Complete

Initial assessment of holdings carried out in Q2 2022;
engagement with investment managers commenced Q3;
IAP reviewed at August meeting; summary includedin
Investment Update at September committee meeting.
Repeatannually.

Investment Strategy and
Structure

Planning for 2023 review.

Complete

Preliminary IAP discussion of approach and priorities
completed during August, Novemberand February
meetings. Climate Change strategy will be a central strand
of the review.

Property Valuer

Review of UK property portfolio valuation
arrangements and contract.

Complete

Tender carried out using Crown Commercial Services.
Concluded with committee approval of (re)appointment
of Avison Youngin March 2023.
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Item

Pensions Administration

Description

ANNUAL REPORT 2023

Progress

Administration Strategy

Review administration strategy in light of (pending)
regulation changes, the Pensions Regulator’s (TPR)

Combined Code, completion of i-connect rollout to

employers, and other process changes.

Complete

Reviewed andrevised to reflect: regulatory changes, TPR
developments, and changed working practices including
hybrid working and increased digitisation. SPF
Committee approved in March 2023 for consultation with
employers. Noresponses.

Additional Voluntary Contributions.

TPR Review new TPR Combined Code in orderto ensure To start on publication (originally expected Q32022 but
SPFO compliance. still awaited at year end). Ensure compliance within 6
months. Carry forward to 2023/24.
AVCs Review of currentarrangements for provision of Review of alternative providers carried out by Hymans

Robertson concluded that there were currently very
limited options for new/additional providers, and that no
immediate change would be made. This will be kept
underreview. The defaultinvestment option and fund
range with Prudential will be reviewed.

McCloud Remediation

Process Review

Spfo.org.uk

Implementremediation to be agreed in light of
McCloud judgement on age discrimination in the
LGPS.

Phase Il of review of SPFO financial processes.

Transferto new GOSS platform.

| Communications

Timetable dependent on legislation still to be enacted
and guidance still to be published. Actions likely to
involve review of up to 30,000 member records.
Outcomes: multiple record amendmentsand afew
payment revisions. Initial preparatory steps are
underway. Project will be carried forward and ongoing
throughout 2023/24.

Altair Insights managementinformationtoolnow live on
SPF system. Functionality is being used to develop
reconciliation processes. Will be completed as part of
final accounts exercise.

Platform available within GCC from mid-August. New
templates have been developed for SPFO with a view to
transferring content by mid 2023/24.
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GOVERNANCE COMPLIANCE STATEMENTFOR THE YEARTO 31ST MARCH 2023

This is a summary assessment of the Fund’s governance arrangements prepared in accordance with regulation
53(1) of the Local Government Pension Scheme (Scotland) regulations 2018.

DELEGATION

Glasgow City Council delegates all of its functions as administering authorityunder the scheme regulations to
the Strathclyde Pension Fund Committee.

TERMS AND STRUCTURE

The committee comprises 8 elected members of Glasgow City Council. The Committee’s Terms of
Reference, structure and operational procedures are set out on the Council’'s website:
https://www.glasgow.gov.uk/councillorsandcommittees/committee.asp?bodyid=17&bodytitle=Strathclyde+Pe
nsion+Fund+Committee

VOTING

All committee members have full voting rights.

PENSION BOARD

The Strathclyde Pension Fund Pension Board is established underregulation 5 of the governance
regulations and includes both employerandtrade union representatives. The Board meets alongside the
Committee in accordance with the governanceregulations. Employer membersinclude both local authority
and otheremployer representatives. The trade union members represent employee, deferred and pensioner
members.The Board has its own Constitution which can be found in the About Us/Governance area of the
Fund’s website at: www.spfo.org.uk

TRAINING/FACILITY TIME/EXPENSES

A training policy, practice statementand plan are agreed each year.These apply equally to the Committee
and Board. Training logs are maintained for Committee and Board members.

MEETINGS (FREQUENCY/QUORUM) AND ACCESS

The Committee and Board meet at least quarterly. Strathclyde Pension Fund Committee papers and Board
minutes are available on the Glasgow City Councilwebsite. An Annual General Meeting is usually held inJune
(cancelledin 2022 due to council elections), and is attended by a wide group of stakeholders. During 2022/23
meetings wereinitially held by video conference before hybrid meeting arrangements were introduced from
September 2022.

ANNUAL REPORT 2023

The Strathclyde Pension
Fund Committee discharges
all functions and
responsibilities relating to
Glasgow City Council’s role
as administering authority
for the Strathclyde Pension
Fund.
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GOVERNANCE COMPLIANCE STATEMENTFOR THE YEARTO 31ST MARCH 2023

SCOPE

Regularreports considered by the Committee and
Board include coverage of:

e scheme administration;

e scheme developments;

e investment performance;
e investmentstrategy;

e stewardship, responsible investment and climate change strategy;

e finance;
e funding;
e risk;

e audit;

e the Fund’sbusiness plan; and
e adhocreportsonotherpensionsissues.

PUBLICITY

The Fund’s website at www.spfo.org.uk has a section of its About Us area dedicated to governance.

CONCLUSION

The Fund’s governance arrangements are fully compliant with the scheme’s governance regulations. The
arrangements also comply with guidance givenby the Scottish Ministers with one exception. The exception is
that there is no provision foramember of the Board to be amember of the Committee. The guidance pre-
dates the governance regulationsand does not reflect the current mandatoryarrangement where the Board
and Committee meet atthe same time and in the same place.

Councillor Richard Bell

City Treasurer and Convener
Strathclyde Pension Fund Committee

Annemarie O’Donnell
ChiefExecutive
Glasgow City Council

ANNUAL REPORT 2023
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ANNUAL GOVERNANCE STATEMENT2022/23

1. ROLE AND RESPONSIBILITIES

Glasgow City Council (“the Council”) has statutory responsibility for the administration of the Local Government
Pension Scheme (“LGPS”) inthe West of Scotland, both on its own behalf and in respectof the other 11local
authorities in the former Strathclyde area, and around 140 other large and smallemployers.

The main functions are management and investmentof the Strathclyde Pension Fundand 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 PensionsAct 2013.

Glasgow carries out its role as Administering Authority via:

e the Strathclyde Pension Fund Committee and Strathclyde Pension Fund Board
e the Strathclyde Pension Fund Office (SPFO), a division of the Council’s Financial Services Department
e the Strathclyde PensionFund (the Fund).

2. DELEGATION

The function of maintaining the Strathclyde Pension Fundis delegated by the Council to its Strathclyde
Pension Fund Committee. Certain parts of the functionare further delegated to the Executive Director of
Finance and the Director of Strathclyde Pension Fund as set out in the Fund’s Statement of Investment
Principles and Administration Strategy. The Fund’s policy documents are available in the Publications area of
its website at: www.spfo.org.uk

3. TERMS OF DELEGATION

The terms, structure and operational procedures of delegation are set outin the Council’s Scheme of
Delegated Functions and Standing Orders. These are available at: Key Corporate Governance Policy Plans -
Glasgow City Council

4. COMMITTEE MEETINGS

Meetings of the Strathclyde Pension Fund Committee are held quarterly. Occasional ad hoc meetings are
also held as required. Committee meeting datesare listed in the Council Diary which is available at:
www.glasgow.gov.uk/councillorsandcommittees/calendar.asp

ANNUAL REPORT 2023

The function of maintaining
the Strathclyde Pension
Fundis delegated by the
Council toits Strathclyde
Pension Fund Committee.
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ANNUAL GOVERNANCE STATEMENT2022/23

5. REPRESENTATION
The Strathclyde Pension Fund Committee is comprised solely of elected members of Glasgow City Council.

6. COMPLIANCE

The Committee arrangements were compliant with guidance provided by Scottish Ministers. The extent of
this is detailed in the Strathclyde Pension Fund— Governance Compliance Statementincluded inthe Fund’s
annualreport.

7. PENSION BOARD

The Strathclyde Pension Fund Board was established on 1st April 2015 in terms of the Local Government
Pension Scheme (Governance) (Scotland) Regulations 2015, replacing the previous Representative Forum. The
Strathclyde Pension Fund Board is comprised of representatives from the Fund’s principal employers and
trade unions.

8. SCOPE OF RESPONSIBILITY

Asthe administering authority for the Fund, the Council is responsible for ensuring that its business, including
that of the Fund, is conducted in accordance with thelaw and proper standards, and that publicmoney is
safeguarded and properly accounted for, and used economically, efficiently and effectively. The Council also
has a statutory duty to make arrangements to secure best value under the Local Government in Scotland Act
2003.

In discharging this overall responsibility, the Strathclyde Pension Fund Committee is responsible for putting
in place proper arrangements (known as the governance framework) for the govemance of its affairs and
facilitating the effective exerciseof its functions, which indudes arrangements for the management of risk.

The Council hasapprovedand adopted a Local Code of Corporate Governance (the Code), which is consistent
with the principles of the Chartered Institute of Public Finance and Accountancy (CIPFA) and the Society of Local
Authority Chief Executives (SOLACE) Framework: Delivering Good Govemance in Local Government. A copy of
The Codeis available onthe council'swebsite at:

Local Code of Corporate Governance - Glasgow City Coundil

The work of the Strathclyde Pension Fundis govemed by the Code and by regulations specific to administration of
pensionfunds. The Strathdyde Pension Fundis governed by the Local Government Pension Scheme (Scotland)
Regulations. These include requirements for the preparation and production of a number of key policy documents
including a Funding Strategy Statement and Statement of Investment Principles. These documentssetout the
Fund’s objectives togetherwith the main risksfacingthe Fund and the key controlsin place to mitigate those risks.
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The Strathclyde Pension
Fundis governed by the
Local Government Pension
Scheme (Scotland)
Regulations.
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A Risk Registeris maintained to facilitate detailed risk monitoring, and an annual BusinessPlan is produced
to agree developmentand business priorities. All of these documents are availableatthe Fund’s website
at: www.spfo.org.uk

The Coundil's Executive Director of Finance is responsible for arrangingthe proper administration of the financial
affairs of the Strathclyde Pension Fund and is professionally qualified and suitably experiencedtoleadthefinance
function. The Strathdyde Pension Fund complieswith the CIPFAStatement on “The Role of the Chief Financial
Officerin Local Government 2016”.

The Strathclyde Pension Fund complieswith the requirements of the CIPFA Statement on "The Role of the
Head of Internal Auditin Public Organisations 2019". Glasgow City Council’s Head of Audit and Inspection
has responsibility for the Strathclyde Pension Fund’s internal audit functionand is professionally qualified
and suitably experienced to lead and direct internal audit staff. The Internal Audit service has been subject
to externalverification of its compliance with the CIPFA“Public Sector Internal Audit Standards 2017” during
2020/21. It was confirmed that the Internal Audit service conforms with the requirements of the Public
Sector Internal Audit Standards. The Internal Audit section continues to hold BSi quality accreditation under
1ISO9001:2015.

These arrangements also include an internal audit of an internal control environment which should:
e safeguardthe contributions made by employees and employersto provide funds to meet the future
pension liabilities of the Fund’s members,
e ensure controlovertheinvestment managers charged with growing the value of the Fund to meet
future liabilities, and
e secure paymentto the retiredmembers of the Fund.

The CIPFA Financial Management Code provides guidancefor good and sustainable financial managementin
local authorities. By complying with the principles and standardswithin the code authoritieswill be able to
demonstrate their financial sustainability. Councilmanagement undertook a self-assessment against the
Financial Management Code during quarter one 2022/23, which confirmed overall compliance with the
Code’srequirements.

The Committee’s terms of reference state that the Committee has the power to discharge all functions and
responsibilities relating to the Council’s role as administering authority for the Strathclyde Pension Fundin
terms of the Local Government (Scotland) Act 1994, the Public Service Pensions Act 2013 and the scheme
regulations. The Committee is also responsible for the governance arrangementsincluding regulatory
compliance and implementation of audit recommendations.
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Due to the structure and nature of the Strathclyde Pension Fund, financial datais held and transactions
processedviaa number of different sources, systems and reporting mechanisms:

¢ Funding: long terms cash flows and financial requirements are assessed in the three-yearly
actuarial valuations. A quarterly funding projection is also produced by the Fundactuary.

¢ Investment: day-to-day management of investments is outsourced toa numberof external parties.
Detailed investment records are maintained by the Fund’s externalinvestment managers and global
custodian and summarised in regular investment reports.

e Administration: the Fund usesAltair, abespoke LGPSadministration system, for calculating and
recording pensionsbenefits. Payments are madefrom the Fund’s bank account, and the Council’s
SAP-based financial systemis used for reporting.

Given the role of the extemal investment managersit is essential that the Fund obtains assurances on the
adequacy of the internalfinancial control systemsoperated by them. The main source of this assurance is
the annualauditreport produced by each of the managers’independentservice auditors. Fund officers
obtain and review thesereportsfor each of the investmentmanagers and the global custodian, which is
responsible forthe safekeeping and servicing of the Fund’sassets. Current practiceis for the findings of
these reports to be reported to the Strathclyde Pension Fund Committee only by exception where there are
audit concerns.

As part of the investment monitoring, a reconciliation process is well established which involves the
completion of a quarterly performance reconciliation andan accounting reconciliation by the custodian
Northern Trust.

9. REVIEW OF EFFECTIVENESS

The Counciland the Strathclyde Pension Fund have systems of internal control designed to manage risk to a
reasonable level. Internal controls cannoteliminate risk of failure to achieve policies, aims and objectives and
can therefore only provide reasonable and not absolute assurance of effectiveness. The system of internal
control is an ongoing process designed to identify and prioritise the risks to the achievement of the Fund'’s
policies, aims and objectives, to evaluate the likelihood of those risks being realised and the impact should
they be realised.

Areview of the Fund’s governance framework is conducted on an annual basis by

means of a self-assessmentquestionnaire basedon the principlescontainedin the CIPFA/SOLACE Framework.
Issued by Internal Audititis designedto allow the Director of the Strathclyde Pension Fundto determine the
extentto which the Fund complies with these principles. The accuracy of the responses to this questionnaire
is reviewedon arolling basis by Internal Audit and tested against evidence provided by the Fund.
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The Committeeis responsible for ensuringthe continuing effectiveness of the governance framework and system
of internal control. The review of effectivenessis informed bythe work of the Committee and SPFO, the Head of
Auditand Inspection’s annual report and by observations made by the external auditors. The conclusions of the
review are reflectedin the overall conclusion, whichis documented at section 13 Certification.

10. UPDATE ON SIGNIFICANT GOVERNANCE ISSUES PREVIOUSLY REPORTED

There were no significant governance issues in 2021/22 specificto the Strathclyde PensionFund.The
Council’s governance statement in 2021/22, reported onesignificant governance issue relevant to the
Strathclyde PensionFund. The Strathclyde PensionFund usesand relieson a number of the Council systems,
processes and controls and the Councilidentified one significantissuein relation to the current IT
arrangements. The Councilis continuing to progress these recommendations and updates are reportedto
the Council’s Finance and Audit Scrutiny Committee.

11. SIGNIFICANT GOVERNANCE ISSUES 2022/23

Glasgow City Council’s Head of Audit and Inspection has confirmed that there are no significant governance
issuesthatrequire to be reported as aresult of the planned assurance work undertaken by Internal Audit at
the Strathclyde PensionFund in 2022/23.

As noted above, the Strathclyde Pension Funduses and relieson anumber of the Council systems, processes
and controls. Assuch, any significant governanceissueswithin the Councilare considered forrelevanceto
the Strathclyde Pension Fund. In 2022/23, the Council experienced a critical incident involving the SAP
system, leaving this business critical ERP system unavailable for five weeks in January/February 2023. SAPis
used to manage essential business processes including payroll, accounts payable/receivable, and financial
ledger (managementaccounts). Although a GCCsystemitis used operationally by the Strathclyde Pension
Fundthereforethe outage of the systemfor five weeks had an impact.

During the outage, all Strathclyde Pension Fundstaffand pensions managedto be paid, albeit some manual
processes hadto be putin place.

A fulllessons learnedreport by the Council’s ICT provider CGl was issued in May 2023 and Internal Audit is
undertaking corroboration assurance work on the findings. Internal Auditis also currently working through
the significant manualand business continuity activity that happenedduring the incident. The processes
adopted andrisk based approach observed to date appearreasonable. However, substantive testing on
transactions by Internal Auditis ongoing due to the scale of the data.
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12. INTERNALAUDIT OPINION
During 2022/23 the following assurance reviews were undertaken:

e Information Security/Information Management;
e CustomerEngagement, and
e Scheme of Delegation.

Based onthe audit work undertaken, the assurances provided by the Executive Director of Finance and the
Director of Pensions, and excludingthe issues noted above, itis the Head of Auditand Inspection’s opinion
that reasonable assurance can be placed upon the adequacy and effectiveness of the governanceand
control environment which operated during 2022/23.

13. CERTIFICATION
It is our opinion that reasonable assurance can be placed upon the adequacy and effectiveness of the
systems of governancethat operated in the Strathclyde Pension Fund during 2022/23. The work

undertaken by Internal Audit has shown that the arrangements in place are generally operating as planned.

We considerthe governance and internal control environment operating during 2022/23 to provide
reasonable and objective assurance that any significant risks impacting on the Fund’s ability to achieve its
objectives will be identified and actions taken to avoid or mitigate the impact.

Where areas forimprovement have beenidentified and action plans agreed, we willensure that they are
treated as priority and progress towards implementation is reviewed by the Strathclyde Pension Fund

Leadership Team, Board and Committee.

We will continue to review and enhance, as necessary, our governance arrangements.

Councillor Richard Bell Annemarie O’Donnell Martin Booth

City Treasurerand Convener Chief Executive Executive Director of Finance
Strathclyde Pension Fund Glasgow City Council Glasgow City Council
Committee
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FUNDING

The Local Government Pension Scheme regulations require each administering authority to obtain an
actuarial valuation of the assets and liabilities of each of its pension funds as at 31st March in every third
year. The regulations require each administering authority, after consultation withsuch persons as they
consider appropriate, to prepare, maintain and publish a written statement setting out theirfunding
strategy. The most recent actuarial valuation of the Fund was completed as at 31°* March 2020.

In completing the valuation the actuary must have
regard to the current version of the administering
authority’s funding strategy statement.

The actuarial valuation is essentially a measurement
of the Fund’s liabilities. The funding strategy deals
with how the liabilities will be managed. In practice,
review of the Funding Strategy Statement and
completion of the actuarial valuation are carried out
in tandem to ensure that the measurementand
management processes are cohesive.

Members’ benefits are guaranteed by statute.
Members’ contributions are setat a rate which
coversonly part of the cost of accruing benefits.
Employers pay the balance of the cost of delivering
the benefits to members. The Funding Strategy
focuses onthe pace at which these benefits are
funded and on practical measures to ensurethat
employers pay for their own liabilities.

Atthe 2020 actuarial valuation, the actuary reported
a funding position of 106%. The following total
employer contribution rates were certified for the
Fund’s Main Employer Group includingthe 12 local
authorities.

¢ 19.3% (of pensionable payroll)

from 1st April 2021,

¢ 19.3% (of pensionable payroll)
from 1st April 2022; and

¢ 19.3% (of pensionable payroll)
from 1st April 2023.

In completing the valuation, the actuaryassesses the
particular circumstances of each employerincluding
the strength of its covenant,and its individual
membership experience within the Fund. The actuary
appliesindividual adjustments to each employerto
reflect these circumstances. This resultsin a higher
contribution rate than the baseline 19.3% and/or an
annual cash contribution at a fixed amount being
certified for many employers.

The next actuarial valuation and review of the
Funding Strategy Statement will be carried out
as at 31st March 2023 and must be completed
by 31st March 2024.

The Fund has online access to a client portal
provided by the actuary. This allows ongoing
monitoring of the estimated progression of the
fundinglevel. As at 31st March 2023 this showed an
indicative funding positionin excessof 150%.
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FUNDING STRATEGY STATEMENT

As part of the 2020 actuarial valuation exercise, the
Funding Strategy Statement was reviewed and the
following revisedstatement was approved in March
2021.

1. Introduction

Glasgow City Council is the administering authority
for the Strathclyde Pension Fund. The Council
delegatesthis responsibility to the Strathclyde
Pension Fund Committee. The Counciland the
Committee recognise that they have fiduciary duties
and responsibilities towards pensionscheme
members and participating employersthat are
analogous to those holding the office of trustee in
the private sector.

This statement sets out the approach to funding
which the committee adopts in light of those duties.
Further backgrounddetails are set outin Schedule 1
of this statement.

2. Purpose of the Funding Strategy Statement(FSS)

Preparation and publication of the FSSis aregulatory
requirement.The statedpurposeis:

e to establishaclearandtransparentfund-
specificstrategy which willidentify how
employers’ pension liabilities are bestmet
going forward;

e to support the regulatory framework to maintain
as nearly constant employer contribution rates as

possible; and
¢ to take a prudentlonger-term view of funding
those liabilities.
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These objectives are desirable individually but may
be mutually conflicting. This statement sets out
how the administering authority balances the
potentially conflicting aims of affordability and
stability of contributions, transparency of
processes, and prudenceinthe funding basis.

. . Preparationand
3. Aims and Purpose of the Pension Fund publication of the Funding

The Fund is the vehicle forthe delivery of scheme Strategy Statementisa
benefits regulatoryrequirement.

The purpose of the Fundiis to:

* receive moniesinrespect of contributions,
transfervalues and investmentincome;

e invest moniesinaccordance with policy
formulated by the administering authority; and

e payoutmoniesin respect of scheme benefits,
transfervalues, costs, charges and expenses.

The aims of the Fund are to:

e ensure thatsufficient resources are
available to meet all liabilities as they fall
due;

* manage employers’ liabilities effectively;

e seekinvestmentreturns within reasonable risk
parameters;and

e enable employercontribution rates to be kept
as nearly constant as possible at reasonable
cost to the employersand taxpayers while
achieving and maintaining fund solvency and
long term cost efficiency

The objectives of the funding strategy are
consistent with these aims. The objectives are
setout in Schedule 2 of this statement.
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FUNDING STRATEGY STATEMENT

The aims of the pension fund can only be achieved
if all partiesinvolvedinits operation exercise their

statutory duties and responsibilities conscientiously

and diligently.

4. Responsibilities of Key Parties

The Fundis a multi-employer arrangement with 164

participating employers. The administering
authority managesthe Fund to deliverthe scheme
benefits and to ensure that each employeris
responsible forits own liabilities within the Fund.

The responsibilities of the key partiesinvolved in
management of the Fund are set outin Schedule 3
to this statement.

5. Solvency and Long Term Cost Efficiency
Employer contributionratesare requiredto be set
at an appropriate level to ensure the solvency of the
Fund and long term cost efficiency of the scheme.

In this context:

¢ solvency meansthattherate of employer
contributions should be setatsuch a level
as to ensure that the scheme’sliabilities can
be metas they arise; and

¢ long-term cost-efficiency implies thatthe
rate must not be setat a level that givesrise
to additional costs. For example, deferring
coststo the future would belikely to resultin
those costs being greater overallthanif they
were provided foratthe time.

These requirementsare reflectedin the
funding objective.

6. Funding Objective

The funding objective is to ensure that sufficient
funds are available to pay all members’ pensions
now and in the future. There are many inherent
uncertainties in the funding processand awide
range of possible outcomes. Itis acknowledged
thatthe actual funding level will fluctuate as a
result.

For measurement purposes the funding
objective isformulated as: to achieve the
funding target overthe target funding period
with an appropriate degree of probability. Under
the current funding strategy:

¢ The funding target (amount of assets compared

to liabilities expressed as a percentage)is at least
100% using appropriate actuarialassumptions.

¢ thetarget funding periodisthe weighted
average future working lifetime of the active
membership —currently around 13 years forthe
whole Fund, butlongeror shorter for different
employers depending on their own membership
profile; and

¢ the probability of achieving the targetis at least
66%, and higher where possible.

For the Fund as a whole and for ongoing
employers the funding level will be measured
on an ongoingactuarial basis, taking advance
credit for anticipated investment returns.

For employers whose participationin the Fund
is to cease the fundinglevel will be measured
on a more prudent cessation basis and
contribution rates will be setaccordingly.
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FUNDING STRATEGY STATEMENT

The approachto funding strategy for individual
employersincludingthe policieson admissionand
cessation is set out in Schedule 4.

7. Contributions Strategy

The contributions strategy aims toensure that the target
fundinglevelis achieved at both Fund and employer
levelina manner which is fair and affordable for
employers.

Forongoing employerswitha good covenantthe Fund
willadopt measures to stabilise the contributionrate
and willseekto limitchanges in the rate payable by
them.

Foremployers withaless secure covenantor where
participationin the Fund may cease, ratesand
adjustments will be set to minimise risk to the Fund
and its otheremployers.

The contributions strategyis setoutin Schedule 5
to this statement.

8. Links to Investment Strategy set outinthe
Statement of Investment Principles (SIP)

The investment strategy is set forthe longterm butis
monitored continually and reviewed every 3years
using asset-liability modelling to ensure that it
remains appropriate to the Fund’s liability profile.

The Fund initially applies a single investment strategy
for all employersbut may apply notional or actual
variations afteragreement with individual employers.

Details of the investment strategy are set out in the
Fund’s Statement of Investment Principles which is
available at:
https://www.spfo.org.uk/media/5042/Statement-
of-Investment-Principles-31-03-22/pdf/
Statement_of Investment_Principles_31.03.22.pdf
?m=1684502515690

9. The Identification of Risks and Counter
Measures

Risk managementisintegralto the governance
and management of the Fund atastrategicand
operationallevel. The Fund actively manages
risk and maintains a detailed risk register
which is reviewedon a quarterly basis.

Details of risk managementare setoutinthe
Fund’s Risk Policy and Strategy Statement
which is available at:
https://www.spfo.org.uk/media/10343/Funding-

Strategy-Statement-Final-2023/pdf/FSS_2023 Final.pdf?
m=1709814706020

The key funding risks are set outin Schedule 6
to this statement.

Acturial Valuation as at 31°t March 2020

Key figures from the actuarial valuation as at
315t March 2020 are set outin Appendix 7.
Schedules:

=

. Background

2. Objectives of the Funding Strategy
3. Responsibility of KeyPartiesinvolved
in management of Fund
4. Funding Strategy forindividual employers
5. Contributions Strategy
6. Key financial, demographic,regulatory
and governance risks
7. Statistical Appendix: key figures
from the 2020 actuarial valuation
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The full Funding Strategy
Statement including
schedules is available from
the publications area of the
SPFO website at:

www.spfo.org.uk
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ACTUARIALSTATEMENT FOR 2022/23

This statement has been preparedin accordance
with Regulation 55(1)(d) of the Local Government
Pension Scheme (Scotland) Regulations 2018. It has
been prepared at the requestof the Administering
Authority of the Fund for the purpose of complying
with the aforementionedregulation.

Description of Funding Policy

The funding strategy objectives are setout in the
Administering Authority’s Funding Strategy (FSS).
In summary, these are:

¢ to ensure the solvencyof the Fund and the
solvency of individual employers’ share of
the Fund;

* to ensure the long term cost efficiency of the

scheme in orderto secure as faras possibleits
affordability to employers;

* toensure that sufficient funds are available to
meet allbenefitsas they falldue for payment;
to provide aframeworkfortheinvestment
strategy of the Fund;

to help employers recognise and

manage pension liabilities as they

accrue;

to inform employers of the risks and potential
costs associated with pensionfunding;

to minimise the degree of short-term change in
the level of each employer’s contributions
where the administering authority considers it
reasonable todo so;

to use reasonable measures to reduce the riskto
otheremployersand ultimately to the Council Tax
payer from an employer defaulting on its pension
obligations; and

* to address the different characteristics of the
disparate employers or groups of employers to
the extentthat this is practical and cost-effective.

The FSS sets out how the Administering Authority
seeks to balance the conflicting aims of securing the
solvency of the Fund and keeping employer
contributions stable.

Funding Position as at the Last Formal
Funding Valuation

The most recent actuarial valuation carried out
under Regulation 60 of the Local Government
Pension Scheme (Scotland) Regulations 2018 was
as at 31 March 2020. This valuation revealed that
the Fund’s assets, which at 31 March 2020 were
valued at £20,941 million, were sufficient to meet
106% of the liabilities (i.e. the present value of
promised retirement benefits) accrued up to that
date. The resulting surplusat the 2020 valuation
was £1,197 million.

Each employer had contribution requirementsset
at the valuation forthe period 1 April 2021 to 31
March 2024, with the aim of achieving their
funding target within atime horizon and
probability measure as perthe FSS.

Principal Actuarial Assumptions and

Method used to value the liabilities

Full details of the methodsand assumptions used
are described in the 2020 valuation report.

Method
The liabilities were assessed using an accrued
benefits method which takes into account
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ACTUARIALSTATEMENT FOR 2022/23

pensionable membershipup to the valuation date,
and makes an allowance for expected future salary
growth and inflation to retirement or expected
earlier date of leaving pensionable membership.

Assumptions

A market-related approachwas taken to valuing the
liabilities, for consistency with the valuation of the
Fund assets at their market value.

The key financial assumptions adopted for the 2020
valuation were as follows:

Financialassumptions 31 March 2020

Discount rate 3.0%
Salaryincrease assumption 2.6%
Benefit increase assumption (CPI) 1.9%

The key demographicassumption was the allowance
made forlongevity. The life expectancy assumption
was based on the Fund's Vita Curves alongside future
improvements based on the CM12019 modelwith an
allowance for smoothing of recent mortality
experience and alongterm rate of improvement of
1.5% p.a. Based onthese assumptions, the average
future life expectanciesat age 65 are as follows:

Males Females

Current Pensioners 19.9 years 22.6 years

Future Pensioners* 21.3 years 24.7 years

*Currently aged45

Copies of the 2020 valuation report and Funding
Strategy Statement are available on www.spfo.org.uk

Experience over the period since 31 March 2020
Markets wereseverely disrupted by COVID-19at the
31 March 2020 funding valuation date, resulting in
depressed asset values but recovered very strongly in
2020 and 2021. Markets have continued to be
disrupted by the ongoing warin Ukraine and
inflationary pressures, impacting on investment
returns achieved by the Fund’s assets. High levels of
inflation in the UK (comparedto recent experience),
have resulted in a higherthan expected LGPSbenefit
increase of 10.1% in April 2023. Despite this, the
fundinglevelof the Fundis likely to be higherthan
reported at the 31 March 2020 funding valuation due
to the significantrise in interest rates which reduces
the value placed onthe Fund’s liabilities.

The next actuarial valuation will be carried out as at 31
March 2023. The Funding Strategy Statement willalso
be reviewed atthattime.

Craig Alexander FFA
For and on behalf of Hymans Robertson LLP
18 May 2023
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CLIMATE CHANGESTRATEGY ANNUAL REPORT 2023
CLIMATE RISK

SPF believesthat Climate Changeis asystemicrisk and thus a material long-term financial
risk.

SPF supports the recommendations of the Financial Stability Board’s Task Force on Climate-
related Financial Disclosures (TCFD). TCFD provides a global frameworkto enable
stakeholders to understand the financial system’s exposure to climate-related risks
particularly affecting organisations most likely to experience climate-related financialimpacts =
from transition and physical risks. TCFD has been endorsed by over 4,000 companies y Strategy
and financial institutions representing a combined market capitalisation of US$27 trillion
and USS194 trillion assets under management. SPFhas committed to reportingonits ; Risk -
approach to climate risk using the TCFD frameworkforasset owners, and sets out below its Management
approach to managing climate risk within the TCFD’s four thematic areas of Governance, §
Strategy, Risk Management and Metrics and Targets.

GOVERNANCE
Recommended Disclosure (a)
Describe the board’s oversight of climate-relatedrisks and opportunities.

The Fund’s governance structureisillustrated opposite.

The Strathclyde Pension Fund (SPF) Committee s responsible for agreeing investment
objectives, strategy and structure and for developingthe responsibleinvestment and
Climate Change strategies. The Committee receives regular reports on the Fund'’s
stewardship, responsible investment and Climate Change activity. e

Pension Board

SPF
Commitee

Exec Director
of Finance

Committee

Sounding Board

Investment
Advisory Panel

Auditors

Strathclyde Pension
Fund office
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CLIMATE CHANGESTRATEGY

Since 2015 the SPF Committee has considered anumber of reports specifically addressing Climate Change risks and the
development of a Climate Change strategy. These are summarised as follows:

August 2015 the Committee considered areportinvestigating the feasibility, cost and benefits of introducing partial or

complete fossilfuel divestment for the Strathclyde Pension Fund. Divestmentwas notrecommended. Instead the

Committee agreed tore-state the Fund’s commitment to active ownership and responsible investment.

March 2016 the Committee considered areport concluding areview of the Fund’s Responsible Investment strategy. A

number of changeswere agreed with a specific focus on Climate Change.

September 2016 the Committee considered areport reviewing the Fund’s progressin developing a Climate Change strategy.

December 2016 the Committee considered areport which presented summaryfindings of:

- afirst carbonfootprint analysis of the Fund’slisted equities;

- areview of non-exclusion, passive, low carbon investment solutions; and

- aninvestigation of membership of additional industry forums or initiatives to support engagement workaroundkey
issues such as Climate Change.

March 2020 the Committee considered areport reviewing the management of climate relatedrisks and opportunities. The

Committee agreedthat Climate Changeshould be treated as a separate risk and opportunity in developing SPF’s investment

strategy and structure.

June 2021 the Committee agreed that SPF should:

- implementaninvestmentstrategy thatis consistent with achieving the goal of global netzero emissions by 2050; and

- adopta target of netzero emissions across SPF portfolios by 2050 or sooner.

March 2022 the SPF Committee consideredfurtheractions in respect of the Strathclyde Pension Fund Climate Change

strategy and agreed that Strathclyde Pension Fund should:

- produce a high levelclimate action plan; and

- usethellGCCNetZerolnvestment Framework as the basis forits climate action plan;

- join the Paris Aligned Investment Initiative (PAIl); and

- adoptan interim target for carbon reduction of at least 45% from the baseline by 2030;

- adoptand implementan energy company standards framework.

March 2023 the SPF Committee agreed a high-level climate action plan which is available from the Publications area of

the website at: www.spfo.org.uk.

The SPF Committee and Pension Board have participated in a series of workshops investigating legal, actuarial, strategicand

investment management issues relating to Climate Change. This included a specific session on the SPF Climate ActionPlan

during 2022/23.
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Recommended Disclosure (b)

Describe management’s role in assessing and managing climate related risks and opportunities.

The Executive Director of Finance is the responsible officer who ensures that committee decisions are implemented by the
Strathclyde Pension Fund Office which administers the scheme, and the investment managers who manage the Fund’s
investmentportfolios.

Climate Change activity is carried out by:

e the Fund’sinvestment managers who are required to exercise the Fund’svotingrights, to incorporate analysis of ESG issues
into their investment analysis and are expected to engage on theseissues with the companies in which they invest. All of
the Fund’sinvestment managers are PRI (Principle for Responsible Investment) signatories. The vastmajority of managers
within the Direct Impact Portfolio are also signatories. The Fund strongly encourages managers to become signatories and
to adhere tothe principles. Additionally, all the Fund’s listed equity managers are signatories to the climate change
focused NetZero Asset Managers Initiative (NZAM).

e Sustainalytics, a specialist responsible investment engagement overlay provider whose services have been retained by SPF
since 2012 (originally trading as GES).

e SPFitself through direct engagement, and collaboration with otherinvestors including the Local Authority Pension Fund
Forum (LAPFF), ShareAction, Institutional Investor Group on Climate Change (IIGCC), CDP, Climate Action 100+ and other
ad hocalliances.

This collective approach ensures that SPF maximises the resource it employs on Climate Change issues by involving all parties —
dedicatedinternal resource as wellas external managers and consultants.

SPF continues to performin the top tier of global PRI signatories and received the maximum A+ score in the mostrecent PRI survey.
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STRATEGY
Recommended Disclosure a)
Describe the climate-related risks and opportunities the organisation has identified over the short, medium, and long term.

Risks

As an investor with along-term time horizon, the macro-economicand demographicimpacts of Climate Change are arisk. This
includesimpacts on: GDP growth, inflation, equity market returns, gilt yields, credit spreads, and longevity. Asset-liability and
climate-scenario modelling are used to assesstheserisks.

SPF has a globalinvestment strategy widely diversified by geography, asset class, sector and manager. Giventhe diversified nature
of the Fund’s strategy it willbe exposed to all of the risks identifiedin the TCFD analysis, thoughthe degree and timing of the
impact cannot be accurately gauged.

SPFis primarily an equity investor, therefore the Fund’s primary concernis that its equity portfolio managersand the
management of the companies in which they invest have fully assessed climate-related risks and the potentialimpact on asset
valuations, in particular from:

e obsolescence, impairment orstranding of assets;

¢ changing consumer demand patterns;and

¢ changingcoststructuresincluding increased emissionspricing, insurance and investment in new technologies.

With respect to shortand mediumtermrisk, the Fund ensures that responsible investment considerations and Climate Change
continue to be embedded throughout the investment and management processes of allthe externalinvestment managers and
that the managers continue to manage climate related risks and opportunities.

As a public sector fund, reputational risk is also a concern, though not for financial reasons.

With respect to the short-term policy risk, the Fund has closely monitored the status of its property and infrastructure
investmentsincluding results of the Global Real Estate Sustainability Benchmark (GRESB) annualassessment and assessment
of portfolio compliance with Minimum Energy Efficiency Standards (MEES).

Opportunities

In 2009, the Strathclyde Pension Fund Committee agreed to establish a New Opportunities Portfolio with a broad remit to
investin assets for which there was an attractive investment case but to which the current structure did not provide access.
The strategy is reviewed every 3years. [t was re-branded as the Direct Impact Portfolio (DIP) in 2021. DIP’s primary objective is
identical to the overall SPF investment objective. DIP has a secondary objective of adding value through investments with a

positive local, economicor ESG (environmental, social, governance) impact. DIP is supporting technology and solutions crucial
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for the transition to a low carbon UK economy. To date the DIP portfolio has committed a total of £571m to a total of 15
separate renewable energy infrastructure investments which include specialist onshore and offshore wind funds, UK solar
funds and generalistrenewables and community powerfunds. Many of these investments have a 25-year fund life. DIP also
investsin cleantech private equity and more generalist infrastructure funds which include some renewables assets.

Investment managers across the Fund’s other portfolios are also increasingly identifying positive investment opportunities in
areas related to a global energy and carbon transition.

Recommended Disclosureb)
Describe the impact of climate relatedrisks and opportunities on the organisation’s businesses, strategy, and financial planning.

The purpose of the Fund is to pay pensions. The principal strategy document is the Funding Strategy Statement. It describes the
funding objective as: to ensure that sufficient funds are available to pay all members’ pensions now and in the future.

The basis for strategy and financial planning is the 3-yearly actuarial valuation of the Fund. The valuation is accompanied by
detailed Asset Liability Modelling (ALM) which informs development of the investment strategy. As part of the 2020 valuation
and modelling process, the Fund’s actuary completed an analysis of the impact of climate risk on the Fund’s liabilities, assets and
operating costs.

Liabilities and assets

The analysis undertaken considers the impacts of climate risk to the liabilities and assets of the Fund in conjunction and therefore
the outputis represented asanimpactto the fundinglevel.

Impacts are modelled across 3 potential economic scenarios:

= Headin the Sand - a range of disastrous outcomes resulting from a total lack of response to climate risk.
= Challenging Times-wheresomeadaption is achieved, and ‘peakoil flow’ is reached constraining economies of the future.
= GreenRevolution - whererapid technological advances lead to positive adaptationto climate change.

The output of this analysis is illustrated in the chart below.

Page 46



CLIMATE CHANGESTRATEGY

Base ALM

Green revolution

Challenging times

Head in the sand

0% 50% 100% 150% 200% 250%
Funding level

Conclusions reportedin March 2021 were that:
e the Fundis exposed to climate risk throughboth its assets and liabilities

e the modellingillustrates awide range of potential future funding outcomes as adirect result of
government and businessaction orinaction on climate change

e some, though, by no means all, of these are very negative and

e SPFalready recognisesthe risk posed by climate change and is respondingtoit via its Climate Change
strategy. The modelling willbe usefulin informing future development of that strategy.

No immediate change was proposedas aresult of the firstiteration of modelling, but the review of
investment strategyincludedagreementto:

e afl.7 bnallocation to the RAFI Fundamental Climate Transition Index, which targets a 30% reduction
in carbon intensity at launch relative to market cap levelsand a further 7% per annumthereafter; and
e af250m increase (to £750m) to the Fund’s global Infrastructure commitment, which has a one third
allocation to renewable energyassets.
The output of the scenario modelling willbe used in future to assess an appropriate allowance for climate
risk within funding assumption prudence as well as future investment strategy considerations, including
asset allocation decisions.

The modelling willbe updated as part of the actuarial valuation and ALM of the Fund as at 315t March 2023.
The associated review of investment strategy will have a strong focus on net zero activity and initiatives.
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Recommended Disclosure c)
Describe the resilience of the organisation’s strategy, taking into consideration different climate related
scenarios, including a2°C or lower scenario.

Asdescribed above, the Fund has undertakenscenario analysis to assess the resilience of its strategy over
the short-, medium- and long-term time horizonsto a number of different climate scenarios. These climate
scenarios estimate the impact to the Fund of temperaturerises broadly equivalent to 2°C (“Green
revolution”), 3°C (“Challenging times”) and 4°C above pre-industrial times (“Head in the sand”).

Although some outcomes are very negative, the climate scenario analysis shows that the increased
adoption of climate aware policies as part of a Green Revolution would most likely help the Fund to
achieve astrong, healthy funding position over the long term with greater certaintyand reduced
downside risk. This is

despite short term difficultyin moving to a more climate aware society with initial disruption to GDP,
equities and credit markets. Underthe Head in the Sand and Challenging Timesscenarios, the short term
fundinglevel projectionsare broadly similarto the wider strategic analysis the Fund has carried out, before
a deteriorationinthe fundingoutlookunderthesescenarios overthe longterm. The impact of climate
change, and therefore any resulting advantagesor disadvantagesarising from global developments, is
long termin nature.

Risk Management

Recommended Disclosure a)
Describe the organisation’s processesforidentifying and assessing climate-related risks.

SPF’s externalinvestmentmanagers are responsible for identifying and managing all risks associated with
theirinvestments, and this includes Climate Change. This means thatexternalinvestment managerstake
into account any climate-related risks when making theirinvestment decisions. The Fund’s internal
investment team and specialist advisor, Sustainalytics, work with managers to help ensure that climate
risks are being assessedand addressed. The Fund’s listed equity carbon footprinting is used to inform this
process. The Fund has also made use of the Transition Pathway Initiative (TPI) Toolkit and thematic, sector
and company specificresearch from Sustainalytics to observe climate risk managementin listed equity
stocks. The Fund’s energy company standards frameworkis an additional portfolio risk analysis tool which
recognizes the acute climate-related risks surrounding energy sector investments as the world transitions
to a low-carbon future.
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Recommended Disclosureb)
Describe the organisation’s processes for managing climate related risks.

¢ Development of SpecificInvestment Strategies

During 2021, SPF made a £1.7bn allocation to a Climate Transition Index which targets a 30% reduction in carbon intensity at
launch relative to market cap levelsand afurther 7% perannum thereafter.

The Direct Impact Portfolio has committed a total of £571m to renewable energy infrastructure investments which include
specialist onshore and offshore wind funds, UK solar funds and generalist renewables and community power funds.

SPFalso investsinaglobal infrastructure fund with a one third allocationto renewable energy assets. Investment managers across
the Fund’s other portfolios are also increasingly identifying positiveinvestment opportunitiesin areas related to aglobal energy
and carbon transition.

e Formal Advice

A key elementin the developmentof SPF’s Climate Change strategy has been the measurement of carbon emissions and intensity.
This was carried outin order to more fully understand the carbonrisk sources and dynamics. Toachieve this SPF engaged the
leading carbon audit service provider, MSCl, to provide a carbon footprint of the Fund’s listed equity portfolios. The Fundis
committed to repeating this foot-printing ona bi-annual basis and investigating the inclusion of other asset classes in addition to
listed equities.

o Exercise of OwnershipResponsibilities

Activity relating to Climate Change risk is carried out by:

- the Fund’sinvestment managerswho arerequired to exercise the Fund’s voting rights, to incorporate analysis of Environmental,
Social and Governance (ESG)issuesinto theirinvestment analysis and expected to engage on these issues with the companies
in which they invest;

- Sustainalytics, aspecialist responsible investment engagement overlay provider; and

- theFunditself through direct engagement, and collaboration with otherinvestors including the Local Authority Pension Fund
Forum (LAPFF), ShareAction, Institutional Investor Group on Climate Change (IIGCC), Climate Action 100+ and other ad hoc
alliances.

The Fund has expended considerable effortin supporting collaborative engagement initiatives that havea specific Climate Change
remit. The Fund is a founding member of Climate Action 100+. This collaborative initiative uses carbon mapping datato targetthe
worst corporate climate offenders directly, to curb theiremissions, improve climate governance and strengthen disclosure. The
Fundis also a supporter of the RE100, EP100 and EV100 energy initiatives and the CDP Non-Disclosure and Science Based Targets
Initiatives (SBTi).
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During 2022 SPF adopted a minimum standards framework as a basis for assessment of energy companies within its active
equity portfolios. The objective is to support the Climate Change strategy by identifying companies which SPF directly holds
within the energy sector which are not adequately considering climate risk, the impact on their business, and how to transition
towards a low carbon economy, recognizing the potentialfor ongoing policy and regulatory change. The framework also aims to
identify where there isa need to engage with a company on specific areas or consider divestingfroma company.

Ratings

Verification of data around transition readiness/ strategy. Acceleration of engagement between the managerand
company around demonstrating intention to address the climate transition.

Red overall Engage with asset manageraround intention to sell; consideration of current rationale for hold and price/value.
If the above do not resultin improved score, sale to be agreed with investment managerand implemented over
period of time

Active stewardship actions triggered. This should feed into GES/Sustainalytics and their engagement priority plans.
Managerto present business case for holdings on annual basis, addressing low scoring areas

If engagementresultedin noimprovementin score after2 years, consider shareholder resolution OR mandate that
investment managers remove that security from portfolios.

Flagged for active engagement actions

Monitor rating annually
Any decline in rating overall or at sub sector level triggers actions above

Flagged for further data verification. Engage with asset manageraround obtaining sufficient data to complete
scoring.
Managerto present business case for holdings on annual basis, addressing data gaps.

The framework is based on the 4 pillars of TCFD and uses data sourcesincluding Climate Action 100, TPI, Influence Map, MSCI,
and Science Based Targets. Based onthese an overall scoreis derived foreach company. Companies are then rated 0-20% =
Red; 20% - 50% = Amber; 50% + = Green. Aseparate fourth score of Grey is applied where data availability is lessthan 45%
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Recommended Disclosurec)
Describe how processes foridentifying, assessing, and managing climate-related risks are integrated into
the organisation’s overall risk management.

SPF’s overallapproach to risk managementis described in its Risk Policy & Strategy Statement which is
available from the Publications area of the website at: www.spfo.org.uk. The statement is summarisedin the
Governance section of the Fund’s annual report. Climate Change is addressed at risk SPFO61 which is
summarised below.

Risk Title / Risk Description Residual Residual Residual Residual

Probability Impact Risk Rank
/5 /5

RISK: Climate-related financial loss.

CAUSE: failure of climate change strategy; failure of global
economy to address climate change issues.

EFFECT: obsolescence impairment or stranding of assets;
changing consumer demand patterns; changing cost structure
(including emissions pricing).

Controland mitigating actions listed against the risk include: Climate Change strategy, climate action plan, responsible
investment strategy, diversification of investments, Direct Impact Portfolio and other positive
investment opportunities.

The Fund currently reportsextensively on environmental, social and governance issues including Climate
Change. Thisincludes:

e aquarterly report on Responsible Investment Activity which is considered by the SPF Committee and
published onthe Fund’s website at www.spfo.org.uk

e coverage withinthe Fund’sAnnual Report, member newsletters, and atits AGM; and
e annual PRIreporting and assessment surveyincluding climate-related indicatorsbased on the
TCFD recommendations.

The Fund’sUK property investments are subject to the Global Real Estate Sustainability Benchmark (GRESB)
annualassessment and assessment of portfolio compliance with Minimum Energy Efficiency Standards
(MEES).
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CLIMATE CHANGESTRATEGY

METRICS AND TARGETS

Recommended Disclosure a)
Disclose the metrics usedby the organisation to assess climaterelatedrisks and opportunitiesin line with
its strategy and risk management process.

SPF has engaged the leading carbon audit service provider, MSCI, to provide carbon and emissions
footprinting of the Fund’s listed equity portfolios in 2016, 2018 and 2020.

For each listed equity portfolio, the carbon footprinting enabled the identification of the top 10assets
responsible for contributing to the carbon footprint of that portfolio. This information was communicated to
externalinvestment managers to ensure that theyare aware of where their greatest exposures lie.

The Fundis committed to repeating this foot-printingon a bi-annual basis and investigating the inclusion of
otherassetclasses in addition to listed equities.

Recommended Disclosure b)
Disclose Scope 1, Scope 2, and, if appropriate, Scope 3greenhouse gas (GHG) emissions, and the related
risks.

SPF has consideredScopes 1and 2 in its analysis. Scope 3 datawas not consideredto be of a sufficiently
robust standard to incorporate. Summaryfindings of the analysis are as follows:

e In2018 the Fund’s weighted average listed equityfootprint was 192.5tCO2e/£ revenue. This was 4.8%
lowerthanin 2016 and 6.2% lower than that of the MSCI All Country World Index.

e In2020 the Fund’s weighted average listedequityfootprint was 146.2tC0O2e/£ revenue. This was
23.6% lowerthanin 2018 and 5.0% lowerthan that of the MSCI All Country World Index.

e The analysis further highlights that dominant sectors, in terms of emissions, tendto be Energy, Utilities,
and Materials - contributing 82.4% of the carbon footprint.

e The carbon footprinting analysis has considered the risk of ‘Stranded Assets’ in the Fund’s listed equity
by calculating the total potential emissions from fossil fuelreserves as tons of CO2. In 2018 the total
potential emissions from fossil fuel reserveswas 23.7 million tCO2e. This was 23.8% lower thanin 2016
and 23.7% lower than that of the MSCI All Country World Index.

e In 2020 the total potential emissions from fossil fuel reserves held acrossall SPF portfolios was 26.3 million tCO2e. This was 23.5%

lowerthan that of the MSCI All Country World Index.
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Potential Emissions from Fossil Fuel Reserves

The chart opposite provides ayear on yearview of 56
the Fund’s ownership of potential emissions from 190
all proven reservesof Thermal Coal, Oiland Gas 17.0
owned by all the fossil fuel companies held in the A0
Fund’s active equity portfolios. Expressed as
millions of tons of CO2 and compared to an equal
value of the most widely used global equity -
benchmark, the MSCI All Country World Index. 5.0 - 3.8

3.0 [

19.6
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Recommended Disclosure c)

Describe the targets used by the organisation to manage climate related risks and opportunities and
performance against targets.

Strathclyde Pension Fund’s Climate Change strategy has the explicit objective of implementing an investment
strategy thatis consistent with achieving the goal of global net-zeroemissions by 2050.

SPF has a target of net-zero emissions across its own portfolios by 2050and an interim target for carbon reduction of at least 45% from the baseline by 2030.

Listed Equity
SPF has used historic portfolio and MSCI data to establish the Listed Equity
2010 position as a baseline. This is consistent with [PCC
(Intergovernmental Panel on Climate Change) modelling which
underpins the Paris Agreement and the Glasgow Climate Pact.
Results for SPF’s listed equity portfolios are summarised in a
simplified formatin the chart opposite.
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During 2022 SPF joined the Paris Aligned Investment Initiative (PAIll) and became a signatory to the PAll Net Zero
Asset Owner Commitment.

In March 2023 the Fund adopted the IIGCC Net Zero Investment Framework (NZIF) as the basis for its climate action
plan. NZIF providesa common set of recommended actions, metrics and methodologies through which investors
can maximise their contribution to achieving global net zero global emissions by 2050 or sooner. The NZIF
assessment focuses on companies in high carbon emitting sectors and aims to ensure that these companies are
increasingly:

- achieving netzeroor

- aligning to netzeroor

- aligned to netzero

Initial assessment of the current alignment position of SPF active equity portfolios produced the summary results
below.
% SPF High Emitting Transitioning Not aligned or Insufficientdata
Companies companies committed
(aligned, aligning,
or committed)

By Number 30% 13% 57%
By Value 58% 27% 15%

The goal is to have 100% of companies confirmed as net zero or alighed to net zero by 2040. The Fund’s Climate
Action Plan sets outinterim targets on the journey to full alignment.

NZIF aims to ensure that SPF engages increasingly with the companies it investsin to supportand enforce their
journey towards net zero. The Fund’s goal is that at least 90% of SPF financed emissions in high emitting companies
are eitherassessed as netzero, aligned with a net zero pathway, or the subject of direct or collective engagement
and stewardship actions by 2030 or earlier. The Fund’s interim target is to achieve 70% by 2026.

In support of this goal SPF actively participatesin IIGCC’'s NetZero Engagement Initiative.
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The Fund’s investment consultants have completed an
analysis to illustrate the current transition pathway of
SPF’s active equity portfolios. The analysis considered
Scopes 1, 2 and 3 and is summarised in the chart
opposite.

The total active global equity portfolio is estimatedto
be on track relative to an aggregated “fair share”
pathway, with cumulative emissions to 2030 below
budget (SPF’sshare of the remaining carbon budget to
limit global warmingto 1.5°C).

Other Asset Classes
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2,000
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Absolute emissions, scope 1, 2 and 3

2022 2025 2030

= Total active equities u Total fair share

SPF’sfocusto date has been almost entirely on equities given that they constitute a majority of the investment strategy. Fixed income will also now be brought
into scope. A similar approachis envisaged tothatadopted for equities, though the pace of alighment may be different. Initialwork will focus on what portfolio

solutions are available.

In otherasset classes: SPF hasbeen a long-term UK property investor. The current portfolio, managed by DTZ Investors represents 10% of total SPF assets. DTZis
committed to achieveing Net-Zeroforits clients’ direct investment portfolios by 2040. A summary of DTZ’s pathway to achievingthis is included in SPF’s Climate
Action Plan. SPF will engage closely with DTZ to ensure that the pathway can be maintained.

Additional commercial Real Estate exposure is achieved through investmentin private debt funds managed by ICG Longbow. SPF allocates 1% of total Fund to
Real Estate debt. SPF’s Private Real Estate debt manager, ICG Longbow, is committed to supporting the goal of Net Zero greenhouse gas emissions. Again, further

details are included in SPF’s Climate Action Plan.

Other portfolios will still be actively addressing climate change although they are not yet covered by the scope of the NZIF or SPF’s Climate Action Plan.
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STRATHCLYDE PENSION FUND - STATEMENT OF INVESTMENT PRINCIPLES

The Statement of Investment Principles (SIP) is the Fund’s main investment policy document. The SIP is
reviewedregularly and updatedto reflect any changes agreed by the Strathclyde Pension Fund Committee.
The statement has 6scheduleswhich are not reproduced herebut can be found in the fullversion on the

Fund’s website at https://www.spfo.org.uk/

1. Introduction

Glasgow City Council is the administering authority
for the Strathclyde Pension Fund. The Council
delegatesthis responsibility to the Strathclyde
Pension Fund Committee. The Counciland the
Committee recognise that they have fiduciary duties
and responsibilities towards pensionscheme
members and participating employersthat are
analogous to those holding the office of trustee in
the private sector. In carrying out those dutiesthe
committee adopts thefollowing approach.

2. Regulations

Management of the Fund’sinvestments is carried
out in accordance withrelevant governing
legislation and regulations, in particularthe Local
Government PensionScheme (Managementand
Investmentof Funds) (Scotland) regulations.
Schedule 1to this statement contains certain
disclosures required by the regulations.

3. KeyPrinciples

There have beenanumber of underlying investment
principles which have guided the evolution of the
Fund’s structure. These principles will be as
important in the future asthey have beeninthe
past. The key principles are as follows:

Long-term perspective — by the nature of its
liabilities and sponsor covenants, the Fund is
able to take a long-termview and position its
investment strategy accordingly.

Diversification —the Fund seeksto diversifyits
investments in order to benefit from a variety of
return patterns.

Efficiency—the Fund aims to achieve an efficient
balance between investment risk and reward.

Competitive advantage—the Fund'’s size, time-
perspective and risk appetite give it some
competitive advantages whichit seeks to exploit.

Pragmatism—the Fund recognisesthat there are
implementation considerations including cost
and manageability which may lead it to favour
practical investment solutions over optimised
modelstructures.

Stewardship—the Fundis aresponsible investor
and adopts policies and practices which
acknowledge the importance of environmental,
social and governance (ESG) issues.
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4. Investment Objective

The Fund’s investment objective is to support the
funding strategy by adopting an investmentstrategy
and structure which incorporate an appropriate
balance between riskand return. Thecurrent
objectives of the investment strategyshould

be to achieve:

e agreaterthan 2/3 probability of being 100%
funded overthe future working lifetime of the
active membership (the target funding period)
and

e alessthan 10% probability of falling below 70%
funded overthe nextthreeyears.

5. Investment Strategy

The Fund’s investment strategy broadly definesthe
types of investment to be held and the balance
between different typesof investment. The strategy
reflects the Fund’s key investment principles, is
agreed by the Committee and reviewed regularly.
The investment strategy is consistent with the
Funding Strategy.

6. Investment Structure

The Committee agrees an investment structure to
deliverthe investment strategy. The current
investment objective, strategy and structure are
setout in Schedule 2to this statement.

7. Roles and Responsibilities

The roles and responsibilities of the main parties
involved in the management of the Fundare set out
in Schedule 3to this statement.

8. Risk

In orderto achieve its investment objective, the
Fundtakes investment risk including equity risk and
active managementrisk. Itis understood and
acknowledged that this leads to significant volatility
of returns and an ultimate risk that its objectives will
not be met. The Fund pursues a policy of lowering
risk through diversification of investments by asset
class, managerand geography. Risk is also controlled
by setting appropriate benchmarks and investment
guidelines and maintaining a robust investment
monitoring regime. The Fundemploys a global
custodian to ensure safekeeping and efficient
servicing of its assets.

9. Liquidity and Cash Flow

The majority of the Fund’sinvestments are traded on
major stock markets orare in pooled funds which could
be realised quickly if required. There is also significant
investmentin illiquid assets, including property,
infrastructure, private equity and privatedebt. These
provide diversification, areturn premiumand some
inflation protection. The Fund monitors cash flow to
ensure there is sufficientinvestmentincometo meet
immediate and anticipated pensions payments.

10. Responsible Investment

The Fund is a signatory to the Principles for
Responsible Investment and has adopted the
principles as its responsible investment policy. The
principles are set outin fullin Schedule 4 together
with a note on the Fund’s strategy for applyingthem
in practice.
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11. Exercise of Rights

The Fund ensuresthat the votes attaching to its
holdingsin all quoted companies, bothin the UKand
Overseas, are exercised whenever practical. The
Fund’svoting policy is exercised by its investment
managers in accordance with theirown corporate
governance policiesand taking account of current
best practice includingthe UK Corporate Governance
and Stewardship Codes.

12. Climate Change strategy

SPF believes that Climate Changeis a systemicrisk
and thus, a materiallong-term financial risk forany
investorthat must meetlong-term obligations. The
Fund’s strategyto address this is summarised in
Climate-related Financial Disclosures which are
included inits annualreporteach year.

13. Additional Voluntary Contributions (AVCs)

The Fund provides anin-house AVCarrangement.
Furtherdetails including investment choices available
to scheme members, are set outin Schedule5.

14. CIPFA/Myners Principles

The Fundis compliant with guidance given by Scottish
Ministers. This includes each of the six Principles for
Investment Decision Making and Disclosure in the
Local Government Pension Scheme in the United
Kingdom 2009 published by CIPFAand based on the
updated Myners principles. Further details are set out
in Schedule 6.

15. StockLending

The Fund participatesin a securities lending
programme managed by its global custodian. All
stock on loan is fully collateralised with a margin
above daily mark-to-market value. The programme
is also indemnified by the custodian and provides a
low-risk source of addedvalue.

16. Schedules:

LGPS Regulations - Disclosures
InvestmentObjectives, Strategy and Structure
InvestmentRoles & Responsibilities
Responsible Investment Policy and Strategy

AVCarrangements

ISAEE A R A

CIPFA/Myners Principles — Assessment of
Compliance
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The Fund’s investment objective is to support the funding strategy by adopting an investment strategy
and structure which incorporate an appropriate balance betweenrisk and return.

Following the 2014 actuarial valuation, the Fund adopted a risk/return asset framework as the basis for
modelling and agreeing investment strategy. The risk/return framework is summarised in the table and
chart below.

Asset Category Main Objectives

Equity To generate return

Hedging / Insurance To reduce the exposure of the funding level to variations ininterest rates and

inflation

Credit To ensure additional yield, provide income and reduce funding volatility

Short-term Enhanced Yield To provide anincome stream above the expected return on investment grade

corporate bonds

Long-term Enhanced Yield To provide a long-term income stream and a degree of inflation protection

Incommon with many Local GovernmentPension Scheme funds, valuations of the Strathclyde
Pension Fund since 2014 have confirmedthat:

¢ pensionerand deferred liabilities outweigh active member liabilities; and

¢ cash-flow from members to the Fund has shifted from a netincome figure to a net outflow.

Usingthe risk/returnframework as a basis for modelling, a route-map for strategy development that
reflected these changing dynamics andanticipated further potential changes to the Fund'’s liability profile
overtime was agreed in 2015 and is showninthe table below.

A phased implementation process was adopted. Implementation of Step 1was completed during 2016/17. In
2018, Step 2 was adopted as the strategictargetmodeland has since been retained.

The nextinvestment strategy reviewis scheduled for 2023/24. Results of asset liability modelling based onthe
31 March 2023 actuarial valuation willinform a review of the Step 2modeland determine whetherthe
currentrisk/ return frameworkfor strategy development remainsappropriate or whether it should be revised
or replaced.

ANNUAL REPORT 2023

GROWTH

Hedging/ Long term
Insurance enhanced

Investment yield
objectives -

Risk vs
Return

Short term
enhanced
yield

SWOJN:

Page 60



INVESTMENT STRATEGY

Strathclyde Pension FundRisk/ Return Framework

Asset Category

Equity

Hedging/Insurance

Credit

Short-term Enhanced Yield (STEY)

Long-term Enhanced Yield (LTEY)

Return (% p.a.)

Volatility (% p.a.)

Investment Structure

Start

%

72.5

4.5

3.0

7.5

12.5

100

6.1

13

The current Step 2investment structureis broken downby asset class in the charts below.

Eauity o.59

[ Passive Global Equity

I Active Global Equity
Specialist Equity

M private Equity

I Direct Impact Portfolio
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I UK Index Linked Gilts
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Step4
%
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1.5
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30.0
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Direct Impact Portfolio
I Multi Asset Credit
[l Emerging Market Debt

i Cash
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Investmentmandatesare managed by 19 externalinstitutional investment managers. In addition, a target
of 5% of Fund isinvested opportunistically within the Fund’s Direct Impact Portfolio (DIP).
A further 32 investment firms manage specialist funds within DIP.

ASSETS UNDER MANAGEMENT

Allocations by Asset Category
Asset allocation atthe end of March 2022 and March 2023 was as follows:

31 Mar 2022 31 Mar 2022 31 Mar 2023 31 Mar 2023
(Em) (€Em) (%)

Asset Category

Equity 16,424 58.3 15,619 56.3 52.5

Hedging & insurance

Credit 1,558 55 1,979 71 6.0

STEY 4,712 16.7 4,742 17.1 20.0
LTEY 4,886 17.4 5,142 18.6 20.0
Cash 259 0.9 236 0.9

Total 28,185 100.0 27,718 100.0 100.0

£470m was withdrawn from Equity portfolios during the yearto fund increased investmentin global
infrastructure, passive credit and private markets. Allocation decreased further as aresult of the fall in
value of equity markets.

During the year, the Fund switched its holdings in cash funds to short-dated gilts (Hedging and
Insurance) and then into corporate bond funds, increasing exposure to Credit.

STEY increased as private debt portfolios with ICG Longbow and PartnersGroupreached target
allocations.

The allocation to LTEY increased as a result of drawdowns of new money to global infrastructure and
global real estate as well as the positive absolute performance of these portfolios.

Page 62



INVESTMENT STRATEGY

Investment Manager Allocations

Each externalinvestment manager is appointed to manage a specifiedtarget % allocation of total Fund
investment assets. The breakdown of the Fund’s assets by investmentmanager, mandate type and asset
class atend of March 2022 and March 2023 was as follows:

Mandate Type 31 Mar2022 31 Mar 2023 Target Allocation

Manager (%) (%) (%) (%)

Legal & General Passive Global Equity 26.8 25.3 24.0
Baillie Gifford Active Global Equity 7.6 7.4 7.5
Lazard Active Global Equity 3.2 3.2 2.5
Oldfield Active Global Equity 2.9 2.9 2.5
Veritas Active Global Equity 3.1 2.9 2.5
Lombard Odier Specialist Equity 1.6 14 1.0
JP Morgan Specialist Equity 3.1 3.0 3.0
Active EM Equity Specialist Equity 1.3 1.2 1.5
Pantheon Private Equity 5.2 5.3 5.0
Partners Group Private Equity 3.2 3.3 2. 5

Private Equity

Legal and General Passive Index Linked/ Cash

Hedging / {HrSnee _n

Legal and General Passive Corporate Bonds
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Mandate Type 31st Mar 2022 31t Mar 2023 Target Allocation
Manager o
(%) (%) (%) (%)
PIMCO Absolute Return 3.6 3.7 5.0
Ruffer Absolute Return 2.0 2.0 1.0
Barings Multi-Asset Credit 2.5 2.4 2.75
Oak Hill Advisors Multi-Asset Credit 1.7 1.7 1.75
Alcentra Private Corporate Debt 1.3 14 1.25
Barings Private Corporate Debt 1.8 1.7 1.25
Partners Group Private Corporate Debt 0.8 1.0 1.0
ICG-Longbow Private Real Estate Debt 0.8 1.1 1.0
Ashmore Emerging Market Debt 1.7 1.6 2.5
DIP Various 0.4 0.5 1.5
Cash
—m-m
UK Direct Property 10.0
Partners Group Global Property 1.5 1.9 2.5
JP Morgan Global Infrastructure 3.0 3.9 3.5
DIP Various 3.6 4.2 4.0
17.4
0.9
100.0

The Fundincreased exposure to passive credit with Legaland General and switched out of the PIMCO
PARS Il fund into the PIMCO Dynamic Bond fund during 2022/23.

Net cash flow to private market programmeswas +£159m, with the Fund’s exposure to Partners Group
global property and private corporate debt, ICG Longbow private real estate debt and the Direct Impact
Portfolioincreasingas aresult. The Fund completed an additional commitment of £140m to the JP
Morgan Global Infrastructure Fund in January 2023.
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Holdings Snapshot
As at 31st March 2023

Top Equity Holdings

Microsoft

Amazon

£12,525m
Pooled Funds

£5,586m
Equity

Mastercard
Moodys Corp
Thermo Fisher
Prosus NV
Elevance Health

Alibaba

26 pooled holdings 787 listed holdings

Martin Marietta
Alphabet 45.2% Total Fund 20.2% Total Fund
- 20 40 60 80 100 120 140 160
fm
Top Pooled Fund Holdings
LGIM North America Equity Fund (Hedged) | RN
JP Morgan Institutional Infrastructure Fund _ £ 6 ) 80 3 m £ 2 ) 2 5 7 m
LGIM RAFI Low Carbon Tranistion Fund _
LGIM US Corporate Bond Fund _ P rlvate U K P ro pe rty
LGIM UK Investment Grade Corporate Bond Fund _
Partners Group Relative Value Private Equity [ M a rkets
Barings Direct Lending Fund 2 _
LGIM Europe (ex UK) Equity Fund (Hedged) _
LGIM Emerging Markets Equity Fund [ 155 Investments 56 Investments
LGIM UK Equity (5% Market Cap) Fund | A AR 24.5% Total Fund 8.6% Total Fund
0 500 1,000 1,500 2,000 2,500

[
3
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Market Commentary

The combination of escalating geopolitical tension, military conflict in Europe and the after-effects of the
pandemicexacerbated inflationary pressuresin 2022/23. In many developed markets, inflation
approached or exceeded double-digit annual percentage rates. Stock markets began to worry about how
high global inflation, and a barrage of central bank interest rate hikes to combat it, would impact
consumption, wage growth and business confidence. World equity markets tumbled in Quarter 2 2022
and were particularly volatile as investors became increasingly nervous about the global economic
outlook.

Equity marketsfellagain in Quarter 3 before recovering with European markets leading the way as lower
wholesale energy costs increased optimism that inflation would start to moderate and that the risks of
severe recession were reducing. China’s sudden relaxation of many of its COVID-19 restrictions also
increased expectations of aboost to economic activity. Despite concerns about the effects of central
bankinterestrate rises on the banking sector following the collapse of Silicon Valley Bank and Signature
Bank in the US and the forced buyout of Credit Suisse in Europe, equity markets rose again in Quarter 1
2023, with the MSCI All Countries World Index returning -1.4% for the yearto 315 March 2023 as a
whole.

Yields on global government bonds rose sharply in the first half of the financial year as inflation continued to
surprise on the upside and central banksdoubled down on their hawkishresponses. US 10-year Treasuries
rose totheir highestlevels since the credit crunch. UK Giltyields also beganto rise before spiking
dramatically in the last week of Septemberin responseto the UK government’s minibudget, forcing the
Bank of England to intervene and restore order with large scale Gilt purchases. Yields fellbackinthe second
half of 2022/23 as investors became increasingly hopeful that inflation was slowing and central banks would
ease the pace of rate rises.

UK commercial real estate values fell significantly in 2022/23 as the market repriced to reflect the higher
interestrate environment and weaker economicoutlook. After strong performancedriven by positive
capital growthin Q2 2022, valuationsfellby -4.1% and -14.5% in Q3 and Q4 respectively, when industrial
property values, the leading performerin recentyears, saw the sharpest decline. Marketsstabilised during
Q1 2023, when further small capital values falls were offset by a positive incomereturn, resultingin an
overallreturn forthe MSCI All Properties Monthly index of -15.4% in the 12 months to 31%* March 2023.
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Market Returns 2022/23
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Performance Measurement

The Fund measuresperformance using the service providedby its global custodian, Northern Trust.

The performance objective for each investment manager with an active investment mandate is to outperform
a benchmark, which may be a cash plus target oran appropriate marketindex or performance universe.The
performance of the Fund as awhole is measuredagainst a blended benchmark, based on individual

manager benchmarks and allocations. Details of the Fund’s current benchmark are provided in Schedule 2 of
the Fund’s Statement of Investment Principles.

The Fund’s performance has been calculatedbased on Northern Trust's consolidated valuation of the Fund as at 31°"
March 2023.

Investment Returns for 2022/23
Fund and Asset Class Performance

10.0
50 Strathclyde Pension
Fundreturned-1.6%in
© 2022/23,comparedtoa
o 0.0 ’
c B Fund benchmarkreturn of
% Il Benchmark -0.7%.
© 50 t
x M Relative
-10.0 |
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Total Fund Equity Credit STEY LTEY

Strathclyde Pension Fund returned -1.6% % over 2022/23, -0.9% behind its benchmark return of -0.7%.

e Equityportfolios achieved acombined return of -1.8%, compared with abenchmark return of
-2.0%. Lazard global equity, Pantheon private equityand Partners Group private equity achieved
positive returnson an absolute and relative basis while the Lombard Odier UK Smaller Companies
and the Oldfield and Veritasglobal equity portfoliosdecreasedin value butoutperformed their
respective benchmarks. Allotheractive equity manager portfolios underperformed.
¢ STEY performance was negative (-0.3%) and behind benchmark (+5.3%). While the majority of STEY
portfolios achieved a positive absolute return, all mandates underperformedtheirbenchmarks. The
PIMCO (absolute return) and Ashmore (emerging market debt) portfolios detracted most from Page 68
performance.
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e LTEY combined performance was positive but behind benchmark. The DTZ UK direct
property portfolio fell in value while the Partners Group global real estate portfolio’s return
was positive but behind benchmark. The JP Morgan International Infrastructure fund was
the only portfolio in this asset class to achieve positive absolute and relative performance.

* The Hedging/ Insurance and Creditasset classes wereinvested in cash, short-dated gilts and
credit during the year, switching solely to passive corporate bondfundsin Q4 2022. Credit
portfolios were down -10.4% in line with benchmark.

Longer Term Performance
Long Term Performance to 31st March 2023

15.0
10.0
MFund
o
o Il Benchmark
g0
g Il nflation (CPI)
-3 .
© I I Average Earnings
0.0
1 Year 3 Years 5Years 10 Years Since Inception
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Total Fund performance was behindbenchmark, inflation and average earningsover the financial year.
The Fund has outperformed inflation, average earnings and the strategic benchmark over3, 5 and 10
years. Equity investments remain the largest contributor to the Fund’s positive absolute performance over
the past 10 Years, with positive property portfolio performance the second largest factor.

Strong performance of individual portfolios, most notably JP Morgan and Lombard Odier smaller
companies, Pantheon and Partners Group private equity and DTZ UK property, has added further
value on a relative basis overthe long term.
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Pension Fund Returns

Strathdyde Pension FundsubscribestoPIRC's Local Authority Pension Performance Analytics Services, which
gathersand comparesthe performance of UK Local Authority Pension Funds. Strathclyde Pension Fund has
exceeded median performance over all time periods. The Fund has rankedin the top quartile of local authority
funds overthe 1,5, 10, 20 and 25 year time periods.

150
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G
g‘ 50 | I Fund
S
2 I PIRC Median
&
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-5.0 -

1 Year 3 Years 5 Years 10 Years 20 Years 25 Years

Investment Management Costs

The level of fees and expenses paid by the Fund to individualinvestment managersvaries relative to the
complexity involved in managing a particularinvestment asset and strategy, the associated risk and expected
investment returns. The Fund complies with CIPFAguidance on investment management costs when
completing its financial statements. Feesand expenses incurred within a pooled investment vehicle as a
result of thatvehicle’s investment in other pooled fundsare notincluded in the Fund’sfinancial statements,
as the Fund has no control over these costs. This type of ‘fund of fund’ investingtypically occurs in private
marketinvestments. CIPFAsuggests that these ‘Tier 2’ expenses can be included forinformationelsewhere in
the annual report. Investment manager estimates of the Fund’sshare of ‘Tier 2’ costs for 2022/23 were

£71.5m (2021/22 £65.8m).
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The Local Government Pension Scheme (LGPS) Code of Transparency

The LGPS Scheme Advisory Board in England and Wales launched a Code of Transparency in May
2017, publishingacost template that would allow pension fundsto gather costinformationfor listed
investment assets in a consistent manner. Sincethen, the Financial Conduct Authority has setup a
new organisation, the Cost Transparency Initiative, to take forward the work of standardising cost
disclosure across the investmentindustry.

The Fundis a strong supporter of the workcarried out to date on cost transparency,and allbut two
of its institutionalinvestment managers have signed up to the Code. The Fund continues to engage
with all managers, including managers of the Direct Impact Portfolio, to support the Code and to
encourage themto complete the cost template relevant to theirasset class.
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DIRECTIMPACT PORTFOLIO (DIP)

Background and Strategy

In December 2009, the Strathclyde Pension Fund Committee agreed to establish a New Opportunities
Portfolio with a broad remit to invest in assets for which there was an attractive investmentcase butto
which the then current structure did not provide access. The portfolio strategy has been subject to 3-
yearly reviews.

The most recent review was concluded in November2021. This made no change to the objectives,
structure, overall size parameters, risk and return parameters, or governance structure, but did resultin
an increase in the individual investment size parameters and a name change from the Direct Investment
Portfolio (which it had been renamedin 2015) to the Direct Impact Portfolio.

The framework agreedat the 2021 review is summarised below.

Direct Impact Portfolio: Investment Strategy

Objectives Primary objective identical to overall Fund investment objective.

Secondary objective of adding value through investments with a positive local, economic or
ESG (environmental, social, governance) impact.

Strategy & Structure In line with the Fund’s risk-return framework but focused onthe UK and on Equity, Long Term
Enhanced Yield and Short Term Enhanced Yield asset categories.

Risk and Return Individual risk and return objectives for each investment
Total DIP benchmark: LIBOR to 31st December 2018, CPI +3% thereafter.

Capacity Target allocation of 5% of total Fund (based on Net Asset Values). Range of 2.5% to 7.5% of

total Fund.

Investment Size Target: £30m to £100m
Minimum: £20m
Maximum: greater of £250m or 1% of Total Fund Value.

Assets under Management

At 31st March 2023, DIP commitments totaled £1,911m, or 7% of total Fund, with a further £100m of
commitmentsinthe finalstages of legal diligence.The Net Asset Value of investments was £1,394m or
5% of total Fund. DIP investmentsspan 7 broad sectorswith Infrastructure, Renewable Energy and
Property comprising the 3largest components and representing acombined total of 74% of the total
portfolio.

ANNUAL REPORT 2023

COMMITMENTS BY SECTOR
£2,011m

1% |-3%

Credit

Growth Capital
Infrastructure
Property
Renewables

Supported Living

Venture Capital
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Review of Investment Opportunities

Duringthe yearthe SPF directinvestment team reviewed
187 opportunities across arange of asset classes:

Credit (51)

Infrastructure (17)

Property (29)

Renewable Energy (24)

Supported Living (0)

Venture/Growth Capital (66)

YVVVVYYVYY

5 Investment opportunitieswere approved by the SPF
Committee inthe financial year.
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2,000 -
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Investment Performance

DIP has performed well against both its
benchmark and total Fund, achievinganetreturn
of +7.9% per annum since inception and showing
less volatility than the Fund overall.

- 2023 Q1
- 2022 Q4
- 2022 Q3

2022 Q2

% RETURN
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Total Investment Opportunities
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Change in Investment Profile

The value of approved DIP commitmentsincreased by £178m
in the financialyearand totaled £2,011m at 31%* March 2023.

The net asset value of DIP increased by £198m in

2022/23. £121m of distributions brought the total
received since inception to £487m.

M o
- SPF Total Fund
- - DIP Benchmark*

Q12023 1 year 3 years 5 years Since Inception
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New Investments

The following new DIP investments were agreed during 2022/23.

BEECHBROOK

» £40m to Beechbrook UK SME Credit Fund lll, to provide loans to UK regional businessesin the lower mid-market segment.

NENTENERGY

CAPITAL

> £60m to NextPowerUK ESG Fund, generating attractive, long-term, stable cashflows by creating a portfolio of contracted, utility scale,
solar PV assetsin the UK.

CapitalDynamics Y

» £60m to Capital Dynamics Clean Energy UKFund, investingin clean energy technologies including solar PV, onshore/offshore wind, hydro
and electricity storage, electric vehicle and grid infrastructure.

@ Corran Capital LLp

» £20m to Corran Environmental Fund Il, to investin UK based businessesinthe clean energy, environmental & sustainability sectors.

& Places

~ for People

» £20m to Places for People Scottish Mid-Market Fund, to develop an additional c.500 purpose built, affordable residential units for rentin
Scotland.
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OPPORTUNITIES AND PERFORMANCE

Impact

The Direct Impact Portfolio measuresimpactacross all its
investments and can demonstrate: CO2 emissions, gas and
carbon offsetsinits Infrastructure and Renewable Energy
funds; a reductionin carbon emissions through development
and energy efficiency in its Property Investments; as wellas
delivering strong Environmental, Social and Governance
practices across its Credit, Venture, and Growth Capital
funds. Figuresfor2022 are setout in the table opposite.

The underlying data in the Impact table is obtained from DIP
managers and reflects DIP’s weighted stakes in the assets.
The conversion factors used by SPF to calculate offset figures
are sourced from Ofgem and official UK Government
websites.

A full list of DIP investmentsis set out on the following pages.

Risk and return are the primary considerations of DIP’s investments but since the
portfolio’s inceptionin 2009, local and ESG impacts have beenimportantsecondary
considerations.

In 2018, DIP seta formalsecondary objective to add value through investments with
positive local, economicor ESG benefit andin 2021 the portfolio furtherreflected the
importance of impact with the change of name to the Direct Impact Portfolio.

Measurable Impact in 2022 includes:

ANNUAL REPORT 2023

Through DIP in particular, Strathclyde Pension Fund has invested in the industries and
companiesthat will deliverthe climate solutions required to achieve the Paris Agreement’s
overall goal of global net zero emissions by 2050.

Impact 2022

Environmental
- CO2e (tons) Emissions avoided p.a.
- Homespoweredp.a.
- Average sized cars removed from the roads p.a.

155,666
277,985
149,469

Social
- Infrastructure projects - stakesin

>15,000 assets

Governance

- PRI Signatories 31/(34)
Local

- Scottish Investments —stakesin

- 105 Schools £202m

- 13 hospitals £129m

- >1,000 Affordable Housing Units £139m

- 670 Build to Rentunits £118m
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Sector SPF Commitment (£m) Vintage Year
Beechbrook UK SME Credit Il Fund Credit 30 2018
Beechbrook UK SME Credit Il Fund Credit 40 2022
Healthcare Royalties Partners Ill LP Credit 20 2014
Invesco Real Estate Finance Fund Il (formerly GAM REFF Il) Credit 20 2018
Muzinich UK Private Debt Fund Credit 15 2015
Pemberton UK Mid-Market Direct Lending Fund Credit 40 2017
Scottish Loans Fund Credit 6 2010
Tosca Debt Capital Fund Il LP Credit 30 2017
Tosca Debt Capital Fund Il LP Credit 30 2021
9 231
Corran Environmental Fund Il Growth Capital 20 2023
Foresight Regional Investment V LP Growth Capital 30 2021
Maven Regional Buyout Fund Growth Capital 20 2017
Palatine Private Equity Fund IV Growth Capital 25 2020
Palatine Impact Fund Il Growth Capital 25 2022
Panoramic Enterprise Capital Fund 1 LP Growth Capital 3 2010
Panoramic Growth Fund 2 LP Growth Capital 15 2015
Panoramic SME Fund 3 LP Growth Capital 25 2022
SEP (Scottish Equity Partners) Il Growth Capital 5 2004
SEP Il Growth Capital 5 2006
SEP IV Growth Capital 5 2011
SEPV Growth Capital 20 2016
SEP VI Growth Capital 30 2021
Clean Growth Fund Venture Capital 20 2021
Epidarex Fund Il Venture Capital 5 2012
Epidarex Fund Ill Venture Capital 15 2018
Pentech Fund Il Venture Capital 10 2017
17 278
Dalmore PPP Equity PiP Fund Infrastructure 50 2013
Dalmore Capital Fund 3 LP Infrastructure 50 2017
Dalmore Capital Fund 4 LP Infrastructure 50 2020
Dalmore 11 39 LP Infrastructure 50 2020
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SPF Commitment (£m) Vintage Year

Equitix Fund IV LP Infrastructure 30 2016
Equitix Fund V LP Infrastructure 50 2018
Equitix Fund VI LP Infrastructure 50 2019
Equitix MA 19 LP (Co-investment Fund) Infrastructure 50 2019
Foresight Infra Holdco Ltd (prev PIP Ltd) Infrastructure 1 2012
Hermes Infrastructure Fund Il Infrastructure 50 2017
PIP Multi-Strategy Infrastructure LP(Foresight) Infrastructure 130 2016

11 561
Albion Community Power LP Renewables 40 2014
Capital Dynamics Clean Energy Infrastructure VIII Renewables 40 2019
Capital Dynamics Clean Energy UK Fund Renewables 60 2023
Greencoat Solar Fund Il LP Renewables 50 2018
lona Environmental Infrastructure LP Renewables 10 2014
lona Renewable Infrastructure LP Renewables 14 2017
lona Resource and Energy Efficiency (Strathclyde) LP Renewables 6 2021
Macquarie GIG Renewable Energy Fund | Renewables 80 2015
NextPower UK ESG Fund Renewables 60 2022
NTR Wind | LP Renewables 41 2015
Quinbrook Renewables Impact Fund Renewables 50 2020
Resonance British Wind Energy Income Ltd Renewables 10 2014
Temporis Renewable Energy LP (Onshore Wind) Renewables 30 2015
Temporis Operational Renewable Energy Strategy LP Fund Il Renewables 30 2017
Temporis Impact Strategy V LP Renewables 50 2021

15 571
Alpha Social Long Income Fund Supported Living 15 2014
Clydebuilt Fund LP Property 75 2013
Clydebuilt Fund Il LP Property 100 2020
Funding Affordable Homes Property 30 2021
Legal & General UK Build to Rent Fund Property 75 2019
Man GPM RI Community Housing Fund Property 30 2020
Places for People Scottish Mid-Market Rental (SMMR) Fund Property 45 2019

7 370 2021

Total as at 31/03/2023 59 2,011
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RESPONSIBLE INVESTMENT

POLICY

The Fund is a signatory to the United Nations Principles for Responsible Investment (PRI)and has
adoptedthe principlesas its responsible investment policy.
The text of the principles is as follows:

As institutional investors, we have a duty toact in the best long-term interests of our beneficiaries.

In this fiduciary role, we believe that environmental, social, and corporate governance (ESG) issues can
affect the performance of investment portfolios (to varying degrees across companies, sectors,
regions, asset classes and throughtime). We also recognise that applying these Principles may better
align investors with broader objectives of society. Therefore, where consistent with our fiduciary
responsibilities, we commit to the following:

We will incorporate ESG issuesinto investment analysis and decision-making processes.
We will be active ownersand incorporate ESGissues into our ownership policies and practices.
We will seek appropriate disclosure on ESG issues by the entities in which we invest.

We will work together to enhance our effectiveness inimplementing the Principles.

o Uk~ W N

We will each report on our activities and progress towardsimplementing the Principles.
STRATEGY

Responsible Investment activity is carried out by:

e the Fund’sinvestment managers who are required to exercise the Fund’s voting rights, to incorporate
analysis of ESG issues into their investment analysis and expected to engage on these issues with the

companiesin which they invest;

e Sustainalytics, a specialist responsible investment engagementoverlay provider;and

¢ the Fund itself through direct engagement, and collaboration with other investorsincluding the Local
Authority Pension Fund Forum (LAPFF), ShareAction, Institutional Investor Group on Climate Change

(IIGCC), Climate Action 100+ and other ad hocalliances.

We will promote acceptance and implementation of the Principles within the investmentindustry.
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We believe that
environmental,social,
and corporate
governance (ESG)
issues can affectthe
performance of
investment portfolios.
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PRI ASSESSMENT

Strathclyde Pension Fund achieved a maximum overall A+ score in the most recent annual PRI survey.

Reporting
The Strathclyde Pension Fund Committee receives regular reports summarising the Fund’s

responsible investment activity. The Fundis a sighatoryto the UK Stewardship Code and publishes an
annual stewardship report. Reportscan be viewedon the Fund’s website at www.spfo.org.uk.

Engagement

The following is a selection of the engagement topics reported over the year.
The engagements addressa majority of the 17 UN Sustainable Development
Goals (SDGs):

= Climate Change

= Executive Remuneration

= PlasticWaste

= ModernSlavery

= Occupational Health & Safety
= WaterRights

= Farm Animal Welfare

= Business Ethics and Corruption
= Cybersecurity & Data Privacy

= The Living Wage

= Deforestation and Biodiversity
= Responsible Cleantech

= LabourRights

= HumanRights

= Accountingand Taxation

= Agriculture Emissions

= Indigenousland Rights

= FoodSecurity

= Equality & Diversity

= Air Pollution

ANNUAL REPORT 2023

Signatory of:
o] Principles for
(1] Responsible
L] ]| Investment

Signatory of:

STEWARDSHIP
CODE | 2021

There isclear evidence
that engagement by
investors with companies
on ESG issues can create
shareholdervalue.

PRI
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RESPONSIBLE INVESTMENT

Responsible Investment Partnerships

Signatory of:
El Principles for
=] | Responsible
] Investment

Local
Authority

ShareActiony)

the movement for Responsible Investment

FA==

A COLLER INITIATIVE

The Institutional Investors
Group on Climate Change

The United Nations backed Principles for Responsible Investment works to understand
the investment implications of environmental, social and governance (ESG) factors
andto supportitsinvestor signatoriesin incorporating these factors into their
investment and ownership decisions. The PRI’s 6 Principles contribute to developing

a more sustainable global financial system with over 5,300 signatories, from over 50
countries, representing over US$121 trillion.

The Local Authority Pension Fund Forum (LAPFF) brings together 86 public sector
pension fundsand investment poolsin the UKwith combinedassets of over £350 billion
to promote thelong-term investment interests of member funds and beneficiaries, and
to maximise theirinfluence as shareholderswhilst promoting the highest standards of
corporate governance and corporate responsibility atinvestee companies.

ShareAction is a UK charity that promotes responsible investment. ShareActionaims to
improve corporate behaviour on environmental, social and governance issues.

The charity has launched numerous campaigns, with support fromsavers, charities,
unions, faith groups and other civil society organisations to engage with investorsto
bring about change. The Fund is an active supporter of their Good Work campaignand
Investor Decarbonisation Initiative.

Farm Animal Investment Risk and Return (FAIRR) is a collaborative initiative which aims
to encourage analysis and engagement around the long-termrisks that factory farming
poses to portfolios. The Fundis one of 304 institutional investors representing over
USS55 trillion in assets supporting FAIRR’s collaborative investor engagement on
antibiotics and managing environmental risks in meat and dairy supply chains.

The Institutional Investors Group on Climate Change (1IGCC) is the leading European
investor body for collaborationon climate change. With over 400 members, from 26
countries, representing over €60 trillion in assets IIGCCprovides investorswith a
collaborative platform to encourage public policies, investment practices and
corporate behaviour that address long-termrisks and opportunities associated

with Climate Change.
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CDP

INVESTOR
SIGNATORY

Sh

A proud participant of:
Climate

Achon100;¥

Global lnvestors Driving Business Transition

SCIENCE
BASED
- TARGETS

DRIVING AMBITIOUS CORPORATE CLIMATE ACTION

The Carbon Disclosure Project (CDP)is a collaborative initiative to accelerate company action on

carbonreduction and energy efficiency activities. The Fund is an active supporter of four CDP
initiatives.

CDP Climate Change — Requests informationon climate risks and low carbon
opportunitiesfrom the world’s largest companies and encourages them to take
action to reduce their Green House Gas emissions.

e CDP Water— Asks companiesto provide dataabout their efforts to manage and
govern freshwater resources.

e CDP- Forests—Asks companies to provide data on their efforts to stop
deforestation.

e CDP Non-Disclosure Campaign — Targetsthose companies that
continually decline to disclose and offers a tangible processin which
they can contribute to broadening the coverage of environmental data.

Climate Action 100+ was launched in December 2017 and has the support of 700 investors
representing USS68trillion in assets. Entities backing the projectinclude many of the UK’s local
authority schemes, and some of the most influential Australian, Canadian and US public pension
funds. Co-ordinators include the Institutional Investors Group on Climate Change (IIGCC), and
Principles for Responsible Investment (PRI).The initiative uses carbon mappingdatato targetthe
worst climate offendersdirectly, to curb their emissions, improve climate governance and
strengthen disclosure. Engagement is focused on 167 companies who have a majorrole to play in
the transition to a net-zeroemissions economy with the goal of cutting their global emissions by
80 percent by 2050.

The Science-Based Targets initiative (SBTi) is an investor supported partnership between CDP,
the World Resources Institute, the WWF and the UN Global Compact, which aims to define and
promote best practice in greenhouse gas emissions reduction target-setting. More than 2,000
companies, equivalentto 25% of total global emissions, are targeted.
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Sustainalytics

The Fund’s external investment managers are assisted by responsible investment specialist, Sustainalytics, who
co-ordinate engagement efforts and provide detailed research to focus the collaborative effort of the
investment managers.

In 2022, Sustainalytics engaged on 167 cases associated with violations of internationalnorms and
conventions. In addition, they resolved 10 cases and opened 22 new cases. Meetingswere held with 146
companies relating to these cases, including 200 conference calls and 8 meetings in person. In total,
Sustainalytics was in contact with companies 3,238 times through emails, conference calls and meetings.

Types of Engagement Geographic Breakdown

Il Labour Rights
Human Rights

Il United States / Canada
M Latin America / Caribbean
Europe
Py I Asia / Pacfic
/‘ I Africa/ Middle East

I Environment
I Business Ethics

Sustainalytics engagement highlights in 2022

Sustainalytics engaged with a range of companiesin 2022 including: Dow Inc. regarding long-term
environmentaland health legacies of manufactured chemicals; Tesla Inc. regarding allegations of workplace
racial discrimination and harassment; Rio Tinto Ltd. regarding the safeguarding of the cultural heritage of
indigenous peoples; Samsung Electronics regarding allegations of Bribery; Sime Darby Plantation, Bhd.
regarding Labour conditions; BooHoo Group, Plc. regarding supplier audit and risk assessments.

Following Russia’s invasion of Ukraine, Sustainalytics ceased engagement with all directly sanctioned Russian
companies and paused engagement with all other Russian companies.

In 2022, Sustainalytics launched a new engagement initiative, Feeding the Future. Agricultureis responsible for
significant levels of greenhouse gas emissions, deforestation, water use and pollution. This engagement theme
aims to contribute to a more sustainable trajectory forthe future of food by focusing on how companies are
transforming their business models to address the new realities for production and consumption. Details of the
initiative are available at: https://connect.sustainalytics.com/thematic-engagement-feeding-the-future
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SUSTAINALYTICS

Industry Sector Breakdown

Il Utlities

31
Telecommunication Services

Real Estate
Il Vaterials
Il Information Technology
Industrials
Ml Healthcare
Financials
Energy
Il Consumer Staples

I Consumer Discretionary
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Voting Results
2022/23 United Kingdom

The Fund ensuresthatthe votes attaching toits holdings in all quoted companiesare exercised whenever
practical. The Fund’s voting policy is exercised by its investment managersin accordance with their own
corporate governance policies, and taking accountof current best practice including the UK Corporate
Governance and Stewardship Codes. The Fund occasionally votes shares directly, usually in support of
shareholder motions.

No of No of Combined No of Votes Votes . Proxies Proxies
. , X . Abstentions Not
Meetings EGM’s | AGM/EGM Resolutions For Against Lodged Lodged

Baillie Gifford

Oldfield Partners

Lombard Odier 1,471 1,381

Genesis
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2022/23

Proxi
No of Combined No of Votes Abstentions Proxies r;):)ltes Overseas
Meetings S AGM/EGM Resolutions Against Lodged
Lodged

Baillie Gifford 1,098

Oldfield Partners

Lombard Odier
JP Morgan 423 351 63 9 3,974 3,166 35 319 402 21
Genesis 1,219 1,033 144

T e

Most resolutions involve routine mattersof business and the expectation would be for
managers to vote forthe majority of proposals. The Fundoperatesasecurities lending
program. Where sharesare outon loan at the time of the company meeting, proxies are not
lodged. The tables above show howvotes were actually cast.
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HOW THE SERVICE IS DELIVERED

STRATHCLYDE PENSION FUND OFFICE (SPFO)

Glasgow City Councilis the administering authority for the Local Government Pension Scheme
(LGPS) inthe west of Scotland. To fulfil this role the Council has established and maintains the
Strathclyde Pension Fund (SPF). Administration of LGPS benefits for members of the Fund is carried
out by the Strathclyde Pension Fund Office (SPFO).

SPFO:
¢ s a division of Glasgow City Council’sFinancial Services Department; and
e administers the Scheme on behalf of 152employersand over 277,000 members.

THE LOCALGOVERNMENT PENSION SCHEME (LGPS)

The LGPS is a statutory scheme established under primary legislation —the Superannuation Act
1972 and Public Service Pensions Act 2013. The scheme rules take the form of aseries of
regulations —the Local Government Pension Scheme (Scotland) Regulations. The regulations are
Scottish Statutory Instruments (SSls).

The scheme benefitsare set outin the Local Government Pension Scheme (Scotland) Regulations
2018 which are available here:
http://www.scotlgpsregs.org/schemeregs/Igpsregs2018/timeline.php

l S Local Government
Pension Scheme

SCHEME BENEFITS
The Local Government Pension Scheme is a defined benefit scheme.

From 1st April 2015 benefitsare accrued at a rate of 1/49th of pensionable pay on acareeraverage
basis. Prior to that date benefits were accrued on afinal salary basis. These benéefits are fully
protected on the basis under which they were accrued.

A full description of the scheme benefits can be found in the Members area of the SPFO website
at www.spfo.org.ukorat www.scotlgpsregs.org

The following table provides asummary.
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HOW THE SERVICE IS DELIVERED

Summary of Scheme Benefits

Membership Membership from Membership
up to 1 April 2009 to From

31 March 2009 31 March 2015 1 April 2015

AnnualPension AnnualPension + AnnualPension

Pensionable pay each year

(Service years/days x Final Pay) (Service years/days x Final Pay)
/80 /60 /49
(halfthat if in 50/50 section)
+ + +

Automatic tax-free cash
lump sum No automatic tax-free cash lump sum
= but can convert pension.
3 xAnnual Pension

No automatic tax-free cash lump
sum butcanconvert
pension.

¢ Annual revaluation and pensionsincrease in line with CPlinflation
e Partners’and dependents’ pensions

¢ |l health protection

e Deathin service protection

All benefits are paid in accordance with the Local Government Pension Scheme regulations.
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ADMINISTRATION STRATEGY

SPFO introduced its first Pension Administration Strategy (PAS) in March 2010. The PASis reviewed
regularly —usually every 3 years. The Strathclyde Pension Fund Committee agreedarevised strategy
in March 2020. A furtherreview of the PAS wasincluded inthe 2022/23 business plan and was
completed duringthe year. The revisedstrategy is due forimplementation from 1°tJuly 2023.

The strategy sets out the procedures and performance standards required of both SPFO and its
employers to ensure the efficient and effective administration of the pension scheme.

Aims and Objectives
The strategy aims to ensure that:

. a high quality pension serviceis deliveredto all scheme members;

. pension benefits are paid accurately and on time;

= successful partnership working develops between SPFO and its employers;

. performance standards are understood, achieved and reported; and

] performanceand service delivery comply with the Local Government Pension Scheme

(LGPS) regulations, other related legislation and The Pensions Regulator’s Codes of Practice.

Achieving the Objectives
There are five key elements necessary to achieving the PAS objectives:

= clear roles and responsibilities;

= performanceand service standards;

. good memberdata;

. engagement and communication; and
= appropriate resource.

The strategicapproach to each of these is describedin the strategy.

The strategy is published on the Fund’s website at:
https://www.spfo.org.uk/media/6894/Pensions-Admin-
Strategy-2023/pdf/Pension_Admin_Strategy 2023.pdf?
m=1692959238697
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HOW THE SERVICE IS DELIVERED

SPFO RESOURCE

Delivery of the PAS objectives requires both employersand SPFO to resource their operations with
adequate numbers of staff with suitable knowledge and skills. SPFO resource is reviewed annually
in the Business Plan which is approved by the SPF committee.SPFQ’s staffing structure

is summarised below.

SPFO Structure
Total staff in post at 31st March 2023 was 84 (FTE 78.7).

The SPFO staffing structure modelis shown below.

Director

SPFO

Chief Investment Pension Scheme

Officer Manager

Investments Principal Pensions Principal Pensions Principal Pensions
Team Officer (Operations) Officer (Compliance) Officer (Development)

Digital Employer & Data

Pre-Retirement Post-Retirement Finance Compliance -
Communications Management

Implementation of the above structure was completed during 2022/23, though some vacancies
remained at yearend.
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Key functions

Pre-Retirement

* updates for new members and status changes

e calculation and processing of a range of provisional
benefits

* calculation and processing of a range of transactions
in and out of the Fund

Post-Retirement

e calculating and processing actual retirement benefits
e calculations of all death benefits
e recalculations

Finance

e payments in: monthly employee and employer

contributions, transfers
¢ payments out: lump sums, transfers, refunds and

monthly pension payroll
Compliance
* system & website maintenance
* regulatory compliance
* data protection, information compliance,
* system security and business continuity
e audit
* procurement/contracts
* health and safety

Digital Communications

¢ call handling and switchboard

e email: SPFO inboxes, pulse

* mail sorting, scanning & issue

e development of SPFOnline & website

« design of all publications

* member, employer, and staff communications
Employer and Data Management

e monitoring, reconciliation, and reporting of i-Connect
* employer management

* data quality — maintaining member data base
¢ admissions and cessations
e actuarial valuations
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Systems
SPFOis an established user of Altair—a bespoke Local Government Pension Scheme administrationsystem. The Altair application is upgradedfourtimes ayearand
SPFQis currently running on version 23.1. Within Altair, SPFO has implemented Task Management, Workflow and Performance Measurement modules. These form
the core of process planning, management and monitoring. Altairis aligned with a Document Image Processing System (DIPS) to achieve straight-through
electronicprocessing. It also providesinternet-based Member Self Service functionality together with i-Connect, a secure portal which allows employersto send
data submissions direct to SPFO and to upload documents for processing. Ongoing use, continuous development, and increasing member sign-up in these areas
are key aspects of the SPFO administration strategy. SPFO introduced Altair Insights, a data analytics tool, during 2022. This will aid with improving data quality.
For otherfinance functions, SPFO uses the Council’s SAP-based systems. All staff have laptops which provide remote network and systems
access. This facilitates hybrid working and flexibility and resilience of working arrangements.

Hybrid working

Hybrid working arrangements which had beenintroduced during COVID-19lockdown were maintained as

a pilot scheme until October2022 when it was agreed that hybrid working will remainin place for

the foreseeable future. The current arrangementis service delivery through a combination of staff being

in the office at least 2 days a week and working from home the remaining days.

Hybrid working will remainin
place for the foreseeable
future. The current
arrangementis service

. delivery through a
Developments During 2022/23 combination of staff beingin

Priorities in the SPF 2022/23 business plan included: the office at least 2 days a
Administration Strategy— areview was carried out in light of (pending) regulationchanges, the Pension weekand working from
Regulator’s (TPR) combined code, completion of i-Connect rollout to employers and other process home the remaining days.
changes. Atits meeting in March 2023, the SPF Committee approvedan updatedversionfor

consultation with employers. The revised strategy will be implemented from 15t July 2023.

AVCReview—a review of current arrangements and alternative providers of AVCs (Additional
Voluntary Contributions) was completed. The conclusion was that there are currently very limited
options for new or additional providers. This will be kept underreview. The defaultinvestment
option and fund range with Prudential will also be reviewed.

McCloud Remediation — detailed data analysis was carried out during the year. The Scheme Advisory
Board (SAB) (Scotland) published McCloud remedy missing data guidance. The final timetable is
dependent on legislation still to be enacted. This project will be ongoing throughout 2023/24 and
2024/25.
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The chart below shows movementin membership numbers over the last yearand since the 2008 actuarial
valuation of the Fund.

Mar-23 114,178 72,811 90,102

Mar-22 111,804 67,744 87,052

2020 Val 107,828 65,516 81,382
W Active
2017 Val 94,647 53,465 74,748
B Deferred
Pensioners

2014 Val 87,430 46,541 70,482

2011 val 85,188 45,977 65,484

2008 Val 90,856 38,810 58,924

o

50,000 100,000 150,000 200,000 250,000 300,000

All member categoriesincreased over the course of the year.
Totalmembership as at 315t March 2023 was 277,091.
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SPFO Service Standards

The pension administrationstrategy sets out the statutory responsibilities of SPFO.

Service standards and Key Performance Indicators (KPIs) for SPFO are set each yearin the business plan
which is approved by Strathclyde Pension Fund Committee. The KPI definitions are also set out within the
business plan.

Administration performance is reported regularly to the Pension Board and to the Strathclyde Pension
Fund Committee. All committee reports are published inthe Governance area of the SPFO website at:
www.spfo.org.uk

Performanceforthe yearto 31st March 2023 is set out below.

Payment of Pensions

The single mostimportant critical function of SPFO is to ensure that the monthly pensions payroll runs on its
due date. This was achieved each monthin 2022/23 withoutincidentordelay.

Customer Service

SPFO uses arolling customer survey to measure members’ satisfaction with the quality of service delivery.
Scheme members receive ashort online questionnaire when each significant transaction is processed.
Survey results are summarised in the following table. In addition, comments received in the survey
responses are followed up as ameans to continuously improve service.

Survey Results 2022/23

Forms issued 1,857 3,167
Responses 111 720
Response rate (%) 6.0 22.7
Satisfaction Rating (%) 84.3 90.0
Target (%) 80.0 90.0
2022/23 full year (%) 86.3 90.0

The survey process was changed to online part-way through the year which resultedin a drop in the response rate.
Afterfurther changesto the survey itself, this had retumedto a more meaningful level by year end.
Satisfactionleveltarget was achievedin both survey categories.
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Transaction Turnaround

Pensions administration is carried out on the Altair pensions system. Turnaround performance s efficiently
monitored through a workflow management system called Task Management. The table below shows the
targeted and actual performance for 2022/23 together with statutory deadlines.

Turnaround performance 2022 /23 SPFO Targets Statutory

Target Actual Deadline SPF
% % Actual
%

Process Volumes

Target Days

Membership
Transactions

New Starts 1 month

As soon as reasonably
practicable

Refunds

Deferred Members

2 months

Retiral Estimates 2,498 20 80%

2 months

Payments

Pensions payroll run

on due date

New retirals processed
for due payroll date

Lump sums paid on
retirement date

Contributionsincome

received on due date 7 n/a 100%

The SPF targetis expressed as x% of transactions completed within a target time of y days. Performance
against the statutory timescales is also shown.
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Turnaround performance
was generally good,
particularly for the key
transactions - retiral
estimates and actual
retirals.
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Complaints

SPFO complaintsare actionedin accordance with Glasgow City Council Complaints Handling procedure. All
complaintsare recorded using Lagan, the Council’s systemfor complaintmonitoringand recording.

Stage 1 complaints must be answered within5working days. Members can proceed to stage 2if not
satisfied with the response.

Stage 2 complaints must be answered within20working days. The Pension Scheme Manager responds to
these. Anacknowledgement letter must be issued within 3 days.

If the member remainsdissatisfiedthey havethe right to refer the complaint to the Scottish Public

Days to Respond

Services Ombudsman.

Actual Achieved

Cat Vol
ategory olume (Average) (%)

Processing Delay 13 5 6.9 38.5
Other

Procedure 1 5 5 100
Staff Knowledge 2 ) 6.5 50

Quality of Information 4 5 5.3 75

Waiting Time - Correspondence
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Member Data

Employers are required to notify SPFO promptly of members joining or leaving the scheme. Thereis some
incidence of failure to do this and regular reports are issued to employers identifying missing data, both
historicand current. The table below summarises the position at 31st March 2023.

2022/23 2021/22
Members Members
Record status matched 113,804 99.7 111,367 99.6
Missing new start data 0 0 75 0.1
Missing leaver data 359 0.3 362 0.3
Total employee members 114,163 100 111,804 100

The missing datatotal of 0.3% for 2022/23 achievedtheyear-end targetof <0.5% and is a slight
improvementonthe previous year figure of 0.4%.

Data Quality

The Pensions Regulator (TPR) has set targets for common data of:
e 100% accuracy fordatacreated after June 2010; and
e 95% accuracy for data created before that date.

TPR also provides guidance on scheme-specific data but has not set prescriptive targets as this should be
agreed atScheme level.

The Pensions Regulator provides the following definitions:
= Common Dataare basicitems which are used to identify scheme members, including surname, sex,
nationalinsurance number, postcode, date of birth, etc.

= Scheme Specific (Conditional) Data are items relating to the member’s pension, includingemployer
name, salary records, service history, contributionshistory, etc.

All pension funds are required to make an annualschemereturn to TPR which includes summaryfigures for core data tests passed
Results for the data quality tests for those members in scope are summarised below.
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TPR Tests Passed

Data Type

(%)

Common data 97.5 97.8

Scheme-specific data 96.3 96.7

The only area of significant weaknessis in the address field. This relates to a cohort of historic deferred
members forwhomSPFO has either never held an address or with whom contact has been lost. A
strategy isin place to trace these members before their benefits become due.

Altair Insights allows SPFO to monitor data quality scoresin realtime.

Reporting to the Pensions Regulator

All breaches of the regulations which are identifiedare logged within SPFO. Any breaches which might be
of material significance to The Pension Regulator (TPR) require to be reported.

No breaches which required to be reported occurred during 2022/23.
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A

AMEY BPO Services Ltd (Renfrewshire Schools
PPP)

Amey PublicServices LLP

Argyll & Bute Council

ArgyllCollege

Argyll Community Housing Association Ltd
Auchenback Active Ltd

Ayr Action for Mental Health Ltd. (E)
AyrHousing Aid Centre

Ayrshire College

Ayrshire Housing

Ayrshire North Community Housing
Organisation (E)
Ayrshire Valuation Joint Board

B

BAM Construct UK Ltd (East Renfrewshire)
BAM Construct UK Ltd (West Dunbartonshire)
Business Loans Scotland

Bridgeton Calton and Dalmarnock Credit Union

C

Cassiltoun Housing Association

CGIUKLtd

Childcare First Ltd (E)

Churchill Contract Services (E)

City Building (Contracts) LLP

City Building (Glasgow) LLP

City of Glasgow College

City Property (Glasgow)LLP

Clyde Gateway Urban Regeneration Company
Coalition for Racial Equality And Rights

Coatbridge Citizens Advice Bureau
Cofely Workplace Ltd

College Development Network
Community Central Hall

CORA Foundation

Creative Scotland

D

Dunbartonshire & Argyll & Bute Valuation Joint
Board

E

East Ayrshire Council

East Ayrshire Leisure Trust

East Dunbartonshire Council

East Dunbartonshire Leisure and Culture Trust
East Renfrewshire Carers

East Renfrewshire Council

East Renfrewshire Culture & Leisure Trust
Easterhouse Citizens Advice Bureau

Enable Glasgow

Engage Renfrewshire

Equals Advocacy Partnership Mental Health

F

Flourish House
Forth & Oban Ltd
Fyne Homes Ltd.
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G

Geilsland School Beith for Church of Scotland
(Crossreach) (E)

General Teaching Council for Scotland
Glasgow Associationfor Mental Health
Glasgow Caledonian University
Glasgow City Council

Glasgow City Heritage Trust

Glasgow Clyde College

Glasgow CollegesRegional Board
Glasgow Council for Voluntary Service
Glasgow Credit Union

Glasgow East Women'’s Aid

Glasgow Film Theatre

Glasgow Kelvin College

Glasgow Life

Glasgow School of Art

Glasgow West Housing Agency
Glasgow Women's Aid

Good Shepherd Centre

Govan Home and Education Link Project
Govan Law Centre

GovanhillHousing Association
Greenspace Scotland

H
H.E.L.P. (Argyll & Bute) Ltd

Hemat Gryffe Women’sAid
Highland & Islands Enterprise Company Ltd (E)
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Inverclyde Counci
Inverclyde Leisure
ISS UK

J

Jobs and Business Glasgow
JordanhillSchool

K

Kibble School
Kings Theatre Glasgow Ltd

L

Lanarkshire Association for MentalHealth
Lanarkshire Housing Association Ltd
Lanarkshire Valuation Joint Board

Linstone Housing Association Ltd

Live Argyll

Loch Lomond & The Trossachs National Park
Authority

M

MaryhillHousing Association

Milnbank Housing Association

Mitie PFI Ltd (Argyll & Bute Education PPP)
Mitie PFI Ltd (East Ayrshire Education PPP)
Mitie PFI Ltd (North Ayrshire Education PPP)
Mitie PFI Ltd (South Ayrshire Education PPP)

N

New College Lanarkshire
New Gorbals Housing Association

North Ayrshire Council

North Ayrshire Leisure Ltd

North Glasgow Housing Association
North Lanarkshire Carers Together
North Lanarkshire Council

North Lanarkshire Properties

0]
Optima (Working on Wellbeing)

p

Parkhead Housing Association Ltd
Potentialliving

Q

Queens Cross Housing Association
R

Rape Crisis Centre

RCATrust

Regen: FXYouth Trust

Reidvale Adventure Playground
Renfrewshire Carers Centre
Renfrewshire Council
Renfrewshire Leisure Ltd
Renfrewshire ValuationJoint Board
River Clyde Homes

Routes to Work Limited

Royal Conservatoire of Scotland

S
SACRO

Sanctuary Scotland Housing
Association
Scottish Canals
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Scottish Environmental & Outdoor Centres
Scottish Fire and Rescue Service

Scottish Library & Information Council
Scottish Maritime Museum Trust

Scottish Out Of School Care Network
Scottish Police Authority

Scottish Qualifications Authority

Scottish Water

Scottish Water Business Stream Ltd
SEEMIS Group LLP

Shettleston Housing Association

Skills Development Scotland Ltd

Sodexo Ltd (Argyll & Bute)

Sodexo Ltd (Fire)

South Ayrshire Council

South Ayrshire Energy Agency

South Lanarkshire College

South Lanarkshire Council

South Lanarkshire Leisure & Culture Limited
Southside Housing Association

Sport Scotland

St Mary’s Kenmure

St Philip’s School

Strathclyde Partnership for Transport
Strathclyde Wing Hong Chinese Elderly Group

T

The Financial Fitness Resource Team
The Milton Kids D.A.S.H. Club

The Scottish Centre for Childrenwith
Motor Impairments
Tollcross Housing Association
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u

University of Aberdeen (ex Northern College)
University of Dundee (ex Northern College)
University of Edinburgh (exMoray House)
University of Glasgow (exSt. Andrew’s College)
University of Glasgow (exSCRE employeesonly)
University of Strathclyde

University of The West of Scotland

UTHEO Limited

Vv

w

West College Scotland
West Dunbartonshire Council

West Dunbartonshire Leisure Trust

West of Scotland Regional Equality Council ( E)
Wheatley Homes Glasgow Ltd. (formerly GHA)
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NEW AND EXITING EMPLOYERS

New employers may participatein the Fund subject
to satisfying the requirements of the Local
Government PensionScheme Regulations and the
Fund’spolicy on admissions.

The process foran exiting employeris setoutin
the regulations which require the Fund actuary to
calculate an exit payment. The calculation is
carried out on a discontinuance basis which means
that the payment due from theemployer can be
substantial. SPFO has developed procedures to
manage employer exits through phased payments
both before and afterthe event. In practice, an
increase inthe funding level during 2022/23 meant
that most exiting employers received an exit credit
paymentfromthe Fund.

Employer participation during 2022/23 is
summarised in the following table.

Total employers as at 1°* April 2022 159
New employers (N) -
Exiting employers (E) 7
Total employers as at 1%t April 2023 152
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Communications Policy

SPFO adopted the following revised Communications policy with effect from 1st April 2021.

1. VISION

Everyone with any interestin the Fund should have ready access to all the information they need.

2. OBJECTIVES

Toimprove understanding of the scheme and the Fund.
Topromote the benefits of the scheme.
Toallow membersto make informeddecisions.

3. PRINCIPLES
3.1 Format
Our communications will:

Have a clear purpose.

Have a clear message.

Be well written and presented.
Make animpact.

3.2 Brand

The Strathclyde Pension Fund is a strong brand with which members and others identify. We will protect

and promote it.

3.3 Content
Contentwillbe relevant and timely.

3.4 Delivery

We will use the mostefficient and effective delivery media.

We are committed to increasing digital access and delivery.

3.5 Measuring Success

We willmeasure, monitor and reporton our communications programme.
We will encourage engagement, comment and feedback.
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” Strathclyde

Pension Fund
Everyone withany interest in the Fund
should have ready access to all the
information they need.
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4. DEVELOPMENT PRIORITIES

Our current priority is to increase and improve digital delivery of our communications.

5. MEASUREMENT OF SUCCESS

We will measure our success in terms of customer engagement and satisfaction. Targets willbe agreed
in our annual business plan.Results willbe reportedannually.

6. PROGRAMME

Our current programme of communications is summarised in the following schedules which set out the
audience, key messages, media used, and deliverables.

Schedule

Active Members

Deferred Members
Pensioner Members
Representatives of Member
Prospective Members
Scheme Employers
OtherInterested Parties

Nou,swnNE

These schedulesare notincluded herebut are available in the full version of the policy documentfrom
the Publications area of the website at www.spfo.org.uk
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Communications Performance

During scheme year 2022/23 SPFO:
=  producedandissuedannual newsletters forallEmployee, Pensionerand Deferred members. These are available on the website at
www.spfo.org.uk

= produced and issued annual benefit statements for all employee members.
100% were issued by the 31st August statutorydeadline.

Of the annual benefit statementsissued by the deadline:
= 59% (2021/22: 52.1%) were issued via SPFOnline with notification by email.
= 37%(2021/22: 44.3%) were issued via SPFOnline with notification by letter.
= 4% (2021/22: 3.6%) wereissued by Postatthe member’s request.

Digital Communications
Improving and increasing digital delivery of communicationsis an
ongoing priority. Progressis summarisedinthe table below.

Website Measure 2022/23 2022/23 2021/22
Actual Target Actual
www.spfo.org.uk total weekly visits 8,307 7,400 7,355
unique weekly visitors 4,567 4,400 4,168
SPFOnline members registered 124,642 118,000 110,580

Significant progress was made during 2022/23:
® Anincrease of 14,062 in members registeredfor the data portal SPFOnline, taking the totalto 124,642.

® SPFOnline has been developed to provide member information and documentation, and to allow member
transactions to be completed online

Engagement by SPFO with membersincreased, including advising all online members of the +10.1% pension increase/ annual revaluation
which was applied shortly after the yearend.
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Independentauditor’'s reportto the members of Glasgow City Council as administering authority for
Strathclyde Pension Fund and the Accounts Commission

Reporting on the auditof the financial statements

Opinion on financial statements

We certify that we have audited the financial statements in the annual report of Strathclyde Pension Fund (the fund) forthe year
ended 31 March 2023 under Part VIl of the Local Government (Scotland) Act 1973. The financial statements comprise the Fund
Account, the Net Assets Statement, and notes to the financial statements, including a summary of significantaccounting
policies. The financial reporting framework that has been applied in their preparation is applicable law and UK adopted
international accounting standards, as interpreted and adapted by the Code of Practice on Local Authority Accountingin the
United Kingdom 2022/23 (the 2022/23 Code).

In ouropinion the accompanying financial statements:

e (give atrue and fair view of the financial transactions of the fund during the year ended 31 March 2023 and of the amount
and disposition at that date of its assets and liabilities;

e have been properly prepared in accordance with UK adopted international accounting standards, as interpreted and
adapted by the 2022/23 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 Governmentin Scotland Act 2003.

Basis for opinion

We conducted our 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. Our responsibilities under those
standards are further described in the auditor’s responsibilities for the audit of the financial statements section of ourre port. We
were appointed by the Accounts Commission on 18 May 2022. Our period of appointmentis five years, covering 2022/23 to
2026/27. We are independentof the fund in accordance with the ethical requirements that are relevantto our audit of the
financial statements in the UK including the Financial Reporting Council’s Ethical Standard, and we have fulfilled our other
ethical responsibilities in accordance with these requirements. Non -audit services prohibited by the Ethical Standard were not
provided to the council as administering authority forthe fund. We believe that the auditevidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.
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Conclusions relating to going concern basis of accounting

We have concluded thatthe use of the going concern basis of accounting in the preparation of the financial statementsis
appropriate.

Based on the work we have performed, we have not identified any material uncertainties relating to events or conditions that,
individually or collectively, may cast significantdoubton the fund’s ability to continue to adopt the going concern basis of
accounting fora period of at least twelve months from when the financial statements are authorised forissue.

These conclusions are notintended to, nor do they, provide assurance on the fund’s currentor future financial sustainability.
However, we report on the fund’s arrangements for financial sustainability in a separate Annual Audit Reportavailable from the
Audit Scotland website.

Risks of material misstatement
We report in our Annual Audit Reportthe most significant assessed risks of material misstatement that we identified and our
judgements thereon.

Responsibilities of the Executive Director of Finance and Glasgow City Council for the financial statements

As explained more fully in the Statement of Responsibilities, the Executive Director of Finance 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 Finance determines is necessary to enable the preparation of financial statements that are
free from material misstatement, whetherdue to fraud or error.

In preparing the financial statements, the Executive Director of Finance is responsible for assessing the fund ability to contin ue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounti ng
unlessthereis an intention to discontinue the fund’s operations.

Glasgow City Council isresponsible for overseeing the financial reporting process.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance aboutwhetherthe financial statements as a whole are free from material
misstatement, whetherdue to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is
a high level of assurance butis not a guarantee that an auditconducted 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, individuall y or
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in the aggregate, they could reasonably be expected to influence the decisions of users taken on the basis of these financial
statements.

Irreqularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in line with our
responsibilities outlined above to detect material misstatements in respect of irregularities, including fraud. Procedures include:

e usingourunderstanding of the local government sector to identify thatthe Local Government (Scotland) Act 1973, The
Local Authority Accounts (Scotland) Regulations 2014, the Local Governmentin Scotland Act 2003, and The Local
Government Pension Scheme (Scotland) Regulations 2018 as amended are significantin the context of the fund;

e inquiring of the Executive Director of Finance as to other laws or regulations that may be expected to have a fundamental
effect on the operations of the fund,;

e inquiring of the Executive Director of Finance concerning the fund’s policies and procedures regarding compliance with
the applicable legal and regulatory framework;

e discussions among our auditteam on the susceptibility of the financial statements to material misstatement, including
how fraud mightoccur; and

e considering whetherthe auditteam collectively has the appropriate competence and capabilities to id entify or recognise
non-compliance with laws and regulations.

The extent to which our procedures are capable of detecting irregularities, including fraud, is affected by the inherentdifficulty in
detecting irregularities, the effectiveness of the fund’s controls, and the nature, timing and extent of the audit procedures
performed.

Irreqularities that resultfrom fraud are inherently more difficultto detect than irregularities that resultfrom error as fraud may
involve collusion, intentional omissions, misrepresentations, or the override of internal control. The capability of the auditto
detect fraud and other irregularities depends on factors such as the skilfulness of the perpetrator, the frequency and extent of
manipulation, the degree of collusion involved, the relative size of individual amounts manipulated, and the seniority of those
individuals involved.

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 ourauditor’s report.
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Reporting on other requirements

Other information

The Executive Director of Finance is responsible forthe other information in the annual report. The other information compri ses
the Management Commentary, Annual Governance Statement, Governance Compliance Statement, Statement of
Responsibilities and otherreports included in the annual report other than the financial statements and our auditor’s report
thereon.

Our responsibility is to read all the otherinformation and, in doing so, consider whether the other information is materiall y
inconsistentwith the financial statements or our knowledge obtained in the course of the auditor otherwise appears to be
materially misstated. If we identify such material inconsistencies or apparent material misstatements, we are required to
determine whetherthis gives rise to a material misstatement in the financial statements themselves. If, based on the work we
have performed, we conclude thatthere is a material misstatement of this other information, we are required to report that fact.
We have nothing to report in this regard.

Our opinion on the financial statements does not cover the other information and we do not express any form of assurance
conclusionthereon excepton the Management Commentary, Annual Governance Statementand Governance Compliance
Statement to the extent explicitly stated in the following opinions prescribed by the Accounts Commission.

Opinions prescribed by the Accounts Commission on the Management Commentary, Annual Governance Statement
and Governance Compliance Statement

In ouropinion, based on the work undertaken in the course of the audit:

e theinformation given in the Management Commentary for the financial year for which the financial statements are
prepared is consistentwith the financial statements and that report has been prepared in accordance with statutory
guidance issued underthe Local Governmentin Scotland Act 2003;

e the information given in the Annual Governance Statementfor the financial year for which the financial statements are
prepared is consistentwith 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 Statementfor the financial year for which the financial statements
are prepared is consistentwith the financial statements and that report has been prepared in accordance with The Local
Government Pension Scheme (Scotland) Regulations 2018.
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Matters on which we are required to report by exception

We are required by the Accounts Commission to report to you if, in our opinion:

e adequate accounting records have not been kept; or

e the financial statements are not in agreement with the accounting records; or

e we have not received all the information and explanations we require for our audit.
We have nothing to report in respect of these matters.

Conclusions on wider scope responsibilities

In addition to our responsibilities for the annual report, our conclusions on the wider scope responsibilities specified in the Code
of Audit Practice are set outin our Annual Audit Report.

Useof our report

This report is made solely to the parties to whomi it is addressed in accordance with Part VII of the Local Government (Scotland)
Act 1973 and for no other purpose. In accordan ce with paragraph 108 of the Code of Audit Practice, we do not undertake to
have responsibilities to members or officers, in theirindividual capacities, or to third parties.

Hassan Rohimun,

for and on behalf of Ernst& Young LLP,
2 St Peter's Square, Manchester

M2 3DF
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STATEMENT OF RESPONSIBLITIES

The Council’s Responsibilities
Glasgow City Council, as the administering authority for the Strathclyde Pension Fund, is required to:

¢ Make arrangements for the proper administration of Strathclyde Pension Fund’s financial affairs and to
secure that the proper officer of the authority has responsibility for the administration of those affairs. In
relation to Strathclyde Pension Fund, that officer is the Executive Director of Finance;

¢ Manage the affairs of Strathclyde Pension Fund to secure the economic, efficient and effective use of
resources and safeguard its assets;

e Ensure the Annual Accounts are prepared in accordance with legislation (The Local Authority Accounts
(Scotland) Regulations 2014, and so far as is compatible with that legislation, in accordance with proper
accounting practices (section 12 of the Local Government in Scotland Act 2003); and

e Approve Strathclyde Pension Fund’s Annual Accounts for signature.

These accounts were issued on 21 June 2023 to the Strathclyde Pension Fund Committee and were
approved for signing on 12th September 2023. The accounts were signed on 8th March 2024.

Councillor Richard Bell
City Treasurer and Convener
Strathclyde Pension Fund Committee
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Executive Director of Finance’s Responsibilities

The Executive Director of Finance is responsible for the preparation of Strathclyde Pension Fund’s Annual
Accounts in accordance with proper practices as required by legislation and as set out in the CIPFA/LASAAC

Thefi ial stat t
Code of Practice on Local Authority Accounting in the United Kingdom (the Accounting Code). efinanciaistatements

give a true and fair view of
the financial position of

In preparing the Annual Accounts, the Executive Director of Finance has: the Strathclyde Pension
Fund as at 31 March 2023
e Selected suitable accounting policies and then applied them consistently; and the transactions of

the Fund for the year.

¢ Made judgements and estimates that were reasonable and prudent;

e Complied with legislation; and

e Complied with the Local Authority Accounting Code (in so far as it is compatible with legislation).
The Executive Director of Finance has also:

¢ Kept adequate accounting records which were up to date; and

e Takenreasonable steps for the prevention and detection of fraud and otherirregularities.

| certify that the financial statements give a true and fair view of the financial position of the Strathclyde
Pension Fund as at 31 March 2023 and the transactions of the Fund for the period then ended.

Martin Booth BA, FCPFA, MBA
Executive Director of Finance
8th March 2024
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FUND ACCOUNTS

Fund Account as at 31° March 2023

2021/22
£000

524,771
159,678

30,083

293
714,825

(523,399)
(158,084)

(17,037)
(698,520)
(16,305)
(173,757)

(157,452)

383,123
(5,540)
1,792,238
2,169,821
2,012,369
26,353,643

28,366,012

The Fund Account shows the payments to pensioners, contribution receipts from employers and

Contributions and Benefits Income

Contributions from Employers

Contributions from Employees

Transfers in from Other Pension Funds

Other

Expenditure

Pensions Payments
Lump Sum and Death Benefit Payments

Payments To and On Account of Leavers

Net (Increase)/Reduction from Dealings with Members

ManagementExpenses

Net Reduction including Fund Management Expenses

Investmentincome

Taxeson Income

Change in Market Value of Investments

Net Returns on Investments

Net Increase/(Reduction) in the Fund during the Year
Add: Opening Net Assets of the Scheme

Closing Net Assets of the Scheme

Note

8a

10

12
13

2022/23
£000

551,379
170,373

29,620

241
751,613

(560,454)
(168,524)
(26,799)
(755,777)
(4,164)

(166,195)

(170,359)

412,230
(3,758)
(732,599)

(324,127)
(494,486)
28,366,012

27,871,526

scheme members, and the income, expenditure and change in market value of the Fund’s investments.
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Net Assets Statement as at 31 March 2023

Net assets of the fund as

Investment Assets at 31°*March 2023 were

5,818,197  Equities 14,15 5,559,901 £27.87billion
13,120,492 Pooled Investment Vehicles 14,15 12,526,112
6,125,922 Private Equity / Infrastructure 14,15 6,803,121
6 Index Linked Securities 14,15 6
0 Derivative Contracts 14,15,20 3
2,588,085 Property 14,15 2,257,500
549,165 Cash Deposits 14,15 581,973
70,761 Other Investment Assets 14,15 53,785
28,272,628 27,782,401
(68,226) Investment Liabilities (78,425)
962 Long-Term Debtors 23 1,746
211,983 Current Assets 24 225,374
(51,335) Current Liabilities 25 (59,570)
28,366,012 Net Assets of the Fund as at 31 March 27,871,526

The Net Assets Statement represents the value of assets and liabilities as at 31 March (excluding actuarial present
value of promised retirement benefits).

These accounts were issued on 21 June 2023 to the Strathclyde Pension Fund Committee and were
approved for signing on 12th September 2023. The accounts were signed on 8th March 2024.

Martin Booth BA, FCPFA, MBA
Executive Director of Finance

8th March 2024
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NOTES TO THE ACCOUNTS

1. General Description of the Fund and its Membership

The Strathclyde Pension Fund was established in 1975 by Strathclyde Regional Council. Glasgow City
Council became the Administering Authority for the Fund on 1 April 1996. The Fund is a pool into which
employees’ and employers’ contributions and income from investments are paid. The Fund is also a pool
from which pensions and other lump sum benefits are paid out in accordance with the provisions of the
Local Government Pension Scheme (Scotland) Regulations.

The Local Government Pension Scheme is a statutory scheme established under the Superannuation Act
1972 and the Public Service Pensions Act 2013.

Glasgow City Council has delegated decision making for the Fund to its Strathclyde Pension Fund
Committee. Scheme and Fund administration is carried out by the Strathclyde Pension Fund Office (SPFO),
a division of the Council’s Financial Services Department. The investment assets of the Fund

are externally managed.

Fund Membership

Membership of the Strathclyde Pension Fund includes:
e Employees and pensioners of the 12 local authorities in the former Strathclyde area;

e Civilian employees and pensioners of the Scottish Police Authority and Scottish Fire and Rescue
Service;

e Employees and pensioners of other scheduled bodies;

e Employees and pensioners of admitted bodies; and
e Deferred pensioners of scheduled and admitted bodies. The full list of participating employers as at 31

March 2023 can be found on pages 138-140. The major employers and other scheduled bodies are
detailed below:
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Major Employers

Argyll and Bute Council

East Ayrshire Council

North Ayrshire Council
South Ayrshire Council
West Dunbartonshire Council
East Dunbartonshire Council
Glasgow City Council

North Lanarkshire Council
South Lanarkshire Council
East Renfrewshire Council
Renfrewshire Council
Inverclyde Council

Scottish Water

Scottish Police Authority

Scottish Fire and Rescue Service
Strathclyde Partnership for Transport

2. Basis of Preparation

Other Scheduled Bodies

Ayrshire College

City of Glasgow College

Glasgow Clyde College

Glasgow Kelvin College

New College Lanarkshire

South Lanarkshire College

West College Scotland

Ayrshire Valuation Joint Board
Dunbartonshire Valuation Joint Board
Lanarkshire Valuation Joint Board
Renfrewshire Valuation Joint Board
University of West of Scotland

The Annual Accounts have been prepared in accordance with the guidelines set out in the Code of Practice on
Local Authority Accounting in the United Kingdom 2022/23 which is based upon International Financial
Reporting Standards (IFRS) as amended for the UK public sector. The Annual Accounts summarise the
transactions of the Fund during the year and the net assets at the year end. The actuarial present value of
promised retirement benefits, valued on an International Accounting Standard (IAS) 19 basis, is disclosed at

Note 7 of these accounts.

The Fund’s Annual Accounts are generally prepared on an accruals basis. The Net Assets Statement does not
include liabilities to pay pensions and benefits after the end of the Fund year and the accruals concept is applied
accordingly. Receipts and payments in respect of the transfer of benefits to and from other schemes are treated

on a cash basis.

The financial statements are prepared in line with the requirements of the CIPFA Code of Practice on Local
Authority Accounting, which outlines that as authorities cannot be created or dissolved without statutory
prescription, they must prepare their financial statements on a going concern basis of accounting. The Fund is
established under secondary legislation made under the terms of the Public Service Pensions Act 2013 and is

therefore expected to be a going concern until notification is given that the body will be dissolved and its functions
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transferred. At the date of approval of the financial statements there is no indication of any such notification.

The Fund has carried out an assessment of its going concern status. This included consideration of the following:
¢ Financial performance and position at 31 March 2023;
¢ Update on asset position post year end;
¢ Expected impact of forecasted cash flow on costs and expenditure through management costs and benefits payable for 12 months from the financial statements’
approval at 8th March 2024;
e Readily available funds at 31 March 2023 and post year-end.

At 31 March 2023, the Fund was holding £112m in in-house managed cash in its current account(s) whereas its average monthly outgoings are £72m (£8m net of monthly
income). The Fund forecasts throughout the going concern assessment to have shortfall/surplus of £152m. In the vent that the Fund needed to raise cash, it holds £582m
in externally managed cash deposits, anticipates receipt of net investment income of £706m over the assessment period together with current calendar year net
distributions of £109m from its private markets programmes. The Fund also holds £13,505m in what are liquid investments in the form of listed global equities and multi-
asset passive pooled funds. These are generally realisable within 14 days. Therefore, the Fund remains in a strong position with a healthy funding level, liquid assets that
are readily convertible to cash and healthy cash level in the bank. The Fund has considered its financial position at year end and has concluded that it is well placed to
continue to manage its business and financial risks successfully. As a result, the financial statements are appropriately prepared on a going concern basis.
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3. Summary of Significant Accounting Policies

Fund Account
Contributions Income

Normal contributions from employers are accounted for on an accruals basis at the percentage rate certified
by the Fund actuary in the payroll period to which they relate. Contributions from members are accounted
for at the rates specified in the scheme regulations. Employers’ augmentation contributions and pension
strain contributions are accounted for in the period in which the liability arises. Any amounts in respect of
strain on the fund due in a year but unpaid will be classed as a current financial asset.

Transfers To and From Other Schemes

Transfer values represent the amounts received and paid from or to other pension funds during the
year for members who have either joined or left the Fund during the financial year. Transfer values
are calculated in accordance with the Local Government Pension Scheme Regulations. Individual
transfers in/out are accounted for when received/paid, which is normally when the member liability
is accepted or discharged. Transfers in from members wishing to use the proceeds of their additional
voluntary contributions to purchase scheme benefits are accounted for on a receipts basis and are
included in Transfers In. Group transfers are accounted for on an accruals basis in accordance with
the terms of the transfer agreement.

Investment Income

Interest income is recognised in the Fund accounts as it accrues, using the effective interest rate of the
financial instrument as at the date of acquisition or origination. Income includes the amortisation of any
discount or premium, transaction costs or other differences between the initial carrying amount of the
instrument and its amount at maturity calculated on an effective interest rate basis. Dividend income is
recognised on the date the shares are quoted ex-dividend. Distributions from pooled funds are recognised
at the date of issue. Any amounts not received by the end of the reporting period in relation to dividend
income or distributions from pooled funds are disclosed in the Net Assets Statement as a current financial
asset. Property income consists primarily of rental income that is recognised on a straight-line basis over
the lease term. Contingent rents based on the future amount of a factor that changes other than with the
passage of time, such as turnover rents, are only recognized when contractually due.

Change in Market Value

Changes in the net market value of investments comprise all realised and unrealised profits/losses during
the year.
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Benefits Payable

Pension and lump-sum benefits payable include all amounts known to be due as at the end of the financial
year. Any amounts due but unpaid are disclosed in the Net Assets Statement as current liabilities.

Taxation

The Fund is a registered public service scheme under section 1 (1) of Schedule 36 of the Finance Act 2004
and as such is exempt from UK income tax on interest received and from capital gains tax on the proceeds of
investments sold. Income from overseas investments suffers withholding tax in the country of origin, unless
exemption is permitted. Irrecoverable tax is accounted for as a Fund expense as it arises and then netted off
against investment income.

Management Expenses Include the Following:
Administrative Expenses

All administrative expenses are accounted for on an accruals basis. All staff and accommodation costs of the
pensions administration team are charged direct to the Fund. Management and other overheads are
apportioned to the Fund in accordance with Council policy.

Oversight and Governance Costs

All oversight and governance costs are accounted for on an accruals basis. All staff costs associated with
governance and oversight are charged direct to the Fund. Associated management and other overheads are
apportioned to this activity and charged as expenses to the Fund.

Investment Management Expenses

All investment management expenses are accounted for on an accruals basis. External investment manager
fees are agreed in the respective mandates governing their appointments. Broadly, these are based on the
market value of the investments under their management and therefore increase or reduce as the value of
these investments change. In instances where an investment manager’s fee note has not been received by
the balance sheet date, an estimate based on the market value of their mandate as at the end of the year is
used for inclusion in the Fund Account. In cases where charges relate to an investment fund as a whole an
estimate needs to be made of the costs applicable to the Pension Fund’s holding. In 2022/23 £10.218m of
fees are based on such estimates (2021/22 £5.679m). The cost of obtaining investment advice from external
consultants is included in investment management charges. The cost of the Fund’s management team are
charged direct to the Fund and a proportion of the Council’s costs representing management time spent by
officers on investment management is also charged to the Fund.
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Net Asset Statement
Financial Assets

Financial assets are included in the Net Assets Statement on a fair value basis as at the reporting date.

A financial asset is recognised in the Net Assets Statement on the date the Fund becomes party to the
contractual acquisition of the asset. From this date any gains or losses arising in the fair value of an asset are
recognised by the Fund.

Valuation of Investments

Quoted investments are valued at closing prices. These prices may be the last trade prices or bid prices
depending on the convention of the stock exchange or other market on which they are quoted. Overseas
investments and cash are stated in sterling using exchange rates as at close of business on 31 March 2023.
The direct property portfolio was valued at 31 March 2023 on a fair value basis by Avison Young, the valuer
being qualified for that purpose in accordance with the Royal Institute of Chartered Surveyor (RICS) Valuation
Standards manual. Private equity investments have been included at the Fund managers’ valuations adjusted
for cash movements since the last valuation date where that is earlier than the balance sheet date. Pooled
investment vehicles are valued at closing bid price if both bid and offer prices are published or if single priced
at the closing single price. In the case of pooled investment vehicles that are accumulation funds, change in
market value also includes income, which is invested in the fund net of applicable withholding tax.

Foreign Currency Transactions

Dividends, interest and purchases and sales of investments in foreign currencies have been accounted for at
the spot market rates at the date of transaction. End-of-year spot market exchange rates are used to value
cash balances held in foreign currency bank accounts, market values of overseas investments and purchases
and sales outstanding at the end of the reporting period.

Derivatives

The Fund may use derivative financial instruments to manage its exposure to specific risks arising from its
investment activities. The Fund does not hold derivatives for speculative purposes. Derivative contract assets
are fair valued at bid prices and liabilities are fair valued at offer prices. Changes in the fair value of derivative
contracts are included in change in market value. The value of future contracts is determined using exchange
prices at the reporting date. Amounts due from or owed to the broker are the amounts outstanding in respect
of the initial margin and variation margin. The value of exchange traded options is determined using the
exchange price for closing out the option at the reporting date. The value of over-the-counter contract options
is based on quotations from an independent broker. Where this is not available, the value is provided by the
investment manager using generally accepted option-pricing models with independent market data.

The future value of forward currency contracts is based on market forward exchange rates at the year-end
date and determined as the gain or loss that would arise if the outstanding contract were matched at the
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year-end with an equal and opposite contract.

Cash and Cash Equivalents

Cash comprises cash in hand and demand deposits. Cash equivalents are short-term, highly liquid
investments that are readily convertible to known amounts of cash and that are subject to minimal risk of
changes in value.

Liabilities

The Fund recognises financial liabilities at fair value at the reporting date. A financial liability is recognised

in the Net Assets Statement on the date the Fund becomes party to the liability. From this date any gains or
losses arising from changes in the fair value of the liability are recognised by the Fund. The Annual

Accounts do not take account of obligations to pay pensions and benefits which fall due after the end of the
year. The actuarial position of the Fund, which does take account of such obligations, is summarised

below and fully reported elsewhere. These Annual Accounts should be read in conjunction with that
information.

Contingent Assets and Liabilities

Contingent assets and liabilities reflect possible assets or financial obligations to the Fund where the
potential amount is unable to be estimated and/or it is still not deemed probable that an obligating event
has arisen. Contingent assets and liabilities are not recognised in the Net Assets Statement but are
disclosed by way of narrative in the notes (see Note 29).

Actuarial Present Value of Promised Retirement Benefits

The actuarial present value of promised retirement benefits is assessed on a triennial basis by the scheme
actuary in accordance with the requirements of IAS 19 and relevant actuarial standards.

As permitted under IAS 26, the Fund has opted to disclose the actuarial present value of promised retirement
benefits in a note to the Net Assets Statement (Note 7).

Additional Voluntary Contributions

Strathclyde Pension Fund provides an additional voluntary contribution (AVC) scheme for its members, the
assets of which are invested separately from those of the Pension Fund. The Fund has appointed Prudential
as its AVC provider. Standard Life is the legacy provider. AVCs are paid to the AVC provider by employers and
are specifically for providing additional benefits for individual contributors. Each AVC contributor receives an
annual statement showing the amount held in their account and the movements in the year. AVCs are not
included in the accounts in accordance with section 4(2)(b) of the Local Government Pension Scheme
(Management and Investment of Funds) (Scotland) Regulations 2010 (SSI 2010/233) but are disclosed as a
note only (Note 31).
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Events After the Balance Sheet Date

Events after the balance sheet date are those events, both favourable and unfavourable, that occur between
the end of the reporting period and the date when the statement of accounts is authorised for issue. Two
types of events may be identified:

¢ Those that provide evidence of conditions that existed at the end of the reporting period — the Annual
Accounts are adjusted to reflect such events; and

e Those that are indicative of conditions that arose after the reporting period — the Annual Accounts are not
adjusted to reflect such events, but where this would have a material effect, the nature and estimated
financial impact of such events is disclosed in the notes.

The Pension Fund is aware of the recent issue of Reinforced Autoclaved Aerated Concrete (RAAC) being
identified in buildings across the UK, and the possible impact that may have on the viability and valuation
of those buildings. The Pension Fund has considered the potential impact of RACC on its buildings. At the
time of signing 31 March 2023 financial statements, management and Committee members are not aware
of RAAC being identified in any of their portfolio of buildings. Furthermore, the findings from inspections
and survey works undertaken following the acquisition of investment property of the Pension Fund, has not
identified any instances of RAAC or any other known or suspected structural issues that may impact the
valuation of buildings. The investment property within the Pension Fund’s portfolio are well maintained
with a planned maintenance programme.

New Standards Issued but not yet Adopted

The Code requires the disclosure of information relating to the impact of an accounting change that will be
required by a new standard that has been issued but not yet adopted. This applies to the adoption of the
following new or amended standards:

(within the 2022/23 Code)

o IFRS 16 (2024 adoption)

(within the 2023/24 Code)

. Amendments to IAS8 Definition of Accounting Estimates.

. Amendments to IAS1 and IFRS Practice Statement 2 Disclosure of Accounting Policies.

. Amendments to IAS12 Deferred Tax related to Assets and Liabilities arising from Single Transaction.
J Amendments to IFRS3 Conceptual Framework updates.

The Code requires implementation from 1 April 2023 therefore there is no impact on the 2022/23 annual
accounts.

Overall, these new or amended standards are not expected to have a significant impact on the Annual
Accounts.
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4. Directly Held Property

The Fund’s investment portfolio includes a number of directly owned properties which are leased
commercially to various tenants with rental periods remaining between less than one month and greater than
40 years. The Fund has determined that these contracts all constitute operating lease arrangements under
the classifications permitted by the Code, therefore the properties are retained on the Net Asset Statement
at Fair Value. Rental income is recognised in the Fund Account on a straight-line basis over the life of the
lease, even if this does not match the pattern of payments (e.g. if there is a premium paid at the
commencement of the lease).

5. Prior Period Adjustments, Changes in Accounting Policies and Estimates

Prior period adjustments may arise as a result of a change in accounting policy or to correct a material error.
Changes in accounting policy are only made when required by a proper accounting practice or to provide
more reliable or relevant information on the Fund’s financial position. Where a change is made it is applied
retrospectively by adjusting opening balances and comparative amounts for the prior period, as if the new
policy had always applied. Changes in accounting estimation techniques are applied in the current and
future years.

6. Actuarial Position of the Fund

In accordance with Regulation 60 of the Local Government Pension Scheme (Scotland) Regulations 2018 an
actuarial valuation of the Strathclyde Pension Fund was carried out as at 31 March 2020. Results of the
valuation were confirmed during March 2021 and a copy of the valuation report was issued to all
participating employers.

The funding level as at 31 March 2020 was 106.1% (105.0% at 31 March 2017) and there was a funding
surplus of £1,197 million (£939 million at 31 March 2017):

2017 Valuation 2020 Valuation
£ million £ million
19,699  Fund Assets 20,941
(18,760)  Fund Liabilities (19,744)
939 Surplus 1,197

The Fund liabilities were valued on an “ongoing” basis anticipating that the Fund’s investments will produce
returns which exceed those available from government bonds.
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The funding target of 100% had been achieved and exceeded at the valuation date.

The whole fund Primary and Secondary employer contribution rates were 26.7% and -7.1%. In practice
individual employers pay rates based on their own funding position and membership profile. The Main
Employer Group contribution rate was held at 19.3% for the 3 years to 31 March 2024.

Funding Policy

On completion of the actuarial valuation as at 31 March 2020 the Fund published a revised Funding Strategy
Statement in accordance with regulation 56 of the Regulations. The actuary’s report and the Funding Strategy
Statement are available from www.spfo.org.uk or from the Strathclyde Pension Fund Office, Capella Building,
6th Floor, 60 York Street, Glasgow G2 8JX.

Funding Projection as at 31 March 2023

The actuarial projection provided by the Fund’s actuary as at 31 March 2023 recorded a projected funding
position of 159.0%. This may overstate the position as it does not fully account for the 10.1% pensions increase

and revaluation to be added to pension accounts in April 2023. However, it is indicative of a significantly
improved funding level. The next formal funding valuation will be carried out as at 31 March 2023 with results
being available by 31 March 2024.

Funding Method
At the 2020 actuarial valuation and for previous valuations a funding method was used that identifies
separately the expected cost of members’ benefits in respect of:

e Scheme membership completed before the valuation date (“past service”); and
e Scheme membership expected to be completed after the valuation date (“future service”).

The funding strategy and the methodology adopted by the actuary incorporate a risk-based approach which
allows for thousands of possible future economic scenarios when assessing the likelihood of contributions
being sufficient to meet both the accrued and future liabilities over a given time horizon for the Fund and for
each employer.

The funding objective is to achieve the funding target over the target funding period. The funding target
(amount of assets compared to liabilities expressed as a percentage) is at least 100% using appropriate
actuarial assumptions.

The target funding period and recovery period for any deficit is the weighted average future working lifetime
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of the active membership — currently around 13 years for the whole Fund. There are many inherent

uncertainties in the funding process and a wide range of possible outcomes. It is acknowledged that the
actual funding level will fluctuate as a result. The funding strategy targets at least a 2/3rds probability of
achieving the target, and a higher probability where possible.

The actuary’s report on the valuation is required to include a Rates and Adjustments certificate which specifies
for each employer the primary rate and the secondary rate of the employer’s contribution for each of the three
years beginning with 1 April in the year following that in which the valuation date falls. The primary rate for
each employer is the expected cost of future service for that employer’'s membership. The secondary rate is any
percentage or amount by which, in the actuary’s opinion, contributions at the primary rate should be increased
or reduced by reason of any circumstances peculiar to that employer.

The primary and secondary rates for each employer from 1 April 2021 to 31 March 2024 are shown in the Rates
and Adjustments certificate in Appendix 3 to the valuation report which is available from www.spfo.co.uk. For the
Fund’s Main Employer Group the total rate to be paid is as shown below:

3 years to Rate (as % of
pensionable payroll)

31 March 2024 19.3

7. Actuarial and Other Major Assumptions

The Statement of Accounts contains estimated figures that are based on assumptions made by the
Strathclyde Pension Fund about the future or that are otherwise uncertain. Estimates are made taking into
account historical experience, current trends and other relevant factors. However, because balances cannot
be determined with certainty, actual results could be materially different from the assumptions and estimates.

The pension fund liability is calculated every three years by the appointed actuary, with annual updates in the
intervening years. The methodology used is in line with accepted guidelines and in accordance with IAS 19.
For valuation purposes the actuary uses assumptions about the factors affecting the Fund’s finances in the
future. The estimate is subject to significant variances based on changes to these underlying assumptions.
The most sensitive assumptions are detailed below:
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Price inflation (CPI) / Market expectation of long term future CPl inflation as 1.9 -
Pension Increases / measured by the geometric difference between yields on
Deferred Revaluation fixed and index-linked Government bonds as at the valuation

date less 0.7% p.a.

Pay increases Price inflation (CPI) plus 0.7% p.a. 2.6 0.7

Discount rate Expected future annual return from the Fund’s investments 3.0 1.1
with at least a 75% likelihood of being achieved over the
next 13 years based on actuarial modelling.

In addition to the financial assumptions outlined above, valuation results are also sensitive to demographic
assumptions. These include assumptions about the future longevity of members and about whether on
retirement they will exchange some of their pension for additional tax-free cash (the commutation assumption).

For this valuation, the actuary adopted assumptions which give the following sample average future life
expectancies for members (2017 figures included for comparison):

2017 Valuation 23.4 25.8 21.4 23.7

2020Valuation 21.3 24.7 19.9 22.6

Further details of the mortality assumptions adopted for the 2020 valuation can be found in Appendix 2 to the
valuation report. Note that the figures for actives and deferred/pensioners assume that they are aged 45 at the
valuation date.

The commutation assumption adopted by the actuary is that future pensioners will elect to exchange
pension for additional tax-free cash up to 50% of HMRC limits for service to 31 March 2009 and 75% of
HMRC limits for service from 1 April 2009.

Actuarial Present Value of Promised Retirement Benefits

The actuarial present value of promised retirement benefits is estimated at £19,204 million as at 31 March 2023
(£28,536 million as at 31 March 2022).
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Liabilities have been projected using a roll forward approximation from the latest formal funding valuation as at 31
March 2020. It should be noted that the above figures are appropriate for the Administering Authority only for
preparation of the accounts of the Pension Fund. They should not be used for any other purpose.

Assumptions Made About the Future and Other Major Sources of Estimation Uncertainty
The items in the Financial Statements at 31 March 2023 for which there is a significant risk of adjustment in

the forthcoming financial year are as follows:

Item Uncertainties

Actuarial Present Estimation of the net liability to pay
Value of Promised pensions depends on a number of
Retirement Benefits complex judgements relating to the

discount rate used, salary increases,
changes in retirement ages, mortality
rates and returns on fund assets. A firm
of consulting actuaries is engaged to
provide the Fund with expert advice
about the assumptions to be applied.

Effect if actual results differ from assumptions

The actuary has estimated that a 0.1%
decrease in the real discount rate would lead
to an increase in the pension liability of £366
million. Similarly, a 0.1% increase in the rates
of salary increase and pension increase
would increase the liability by £43 million
and £328 million respectively. The
assumptions used are those adopted for the
Administering Authority’s IAS19 report and
are different as at 31 March 2023 and 31
March 2022. The actuary estimates that the
impact of the change in financial
assumptions to 31 March 2023 is to
decrease the actuarial present value by
£11,179 million and that the impact from
any change in demographic and longevity
assumptions is to decrease the actuarial
present value by £176 million.
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Private
Equity/
Infrastructure

Item

Property

Determining the fair value of investments
in private markets involves a degree of
subjectivity. Valuations are inherently
based on forward looking estimates and
judgements involving many factors and
can result in investment assets being
reclassified between financial years.
Where reclassification of an investment
has taken place the prior year balance
has been restated. These have all been
categorised as ‘Level 3’ investments, that
is investments where an error in at least
one input could have a significant effect
on an instrument’s valuation.

Uncertainties

Valuation techniques are used to
determine the carrying values of directly
held freehold and leasehold property.
Where possible these valuation
techniques are based on observable
data, otherwise the best available data is
used.

The value of the Fund'’s private equity,
private debt, private real estate and
infrastructure investments was £6,803.1m at
31st March 2023 (£6,125.9m at 31st March
2022). The private markets figure of
£6,803.1m includes £2,515.7m private equity
(£2,558.3min 2021/22), £1,537.8m private
debt (£1,407.2m in 2021/22), £734.3m
private real estate (£552.9m in 2021/22) and
£2,015.3m (£1,607.5m in 2021/22)
infrastructure. There is a risk that this
investment may be under- or overstated in
the accounts by up to 31.2% i.e. an increase
or decrease of £2,122.6m (see Note 22 for
details).

Effect if actual results differ from assumptions

Changes in the valuation assumptions used,
together with significant changes in rental
growth, vacancy levels or the discount rate
could affect the fair value of property-based
investments by up to 15.5% i.e. an increase
or decrease of £349.9m, on carrying values
of

£2,257.5m (see Note 22 for details).
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8. Contributions and Benefits

Contributions
Employer 97,188 344,024 97,530 538,742
Augmentation 638 7,161 4,838 12,637
Total Employers 351,185 102,368 551,379

Contributions

Employer 89,817 320,435 92,986 503,238
Augmentation 1,368 8,025 12,140 21,533
Total Employers 91,185 328,460 105,126 524,771
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The Local Government (Discretionary Payments and Injury Benefits) (Scotland) Regulations 1998 [Section
31] allow employers to pay additional pensions on a voluntary basis.

As is typical within the Local Government Pension Schemes (LGPS), arrangements exist whereby
additional teachers' pensions and employee pensions are paid with the payment of funded pensions. In
order that such are not regarded as “unauthorised payments” by HMRC, these pension payments are met
by the administering authority through a general fund bank account and recharged to the body or service
which granted the benefit.

As “unfunded payments” are discretionary benefits, they are not relevant to the sums disclosed in the
Fund accounts. Strathclyde Pension Fund provides payment and billing services to certain employers
on a no charge agency agreement basis.

8a. Transfers In From Other Pension Funds

20,100 Group Transfers 17,826

9,983 Individual Transfers 11,794

9. Payments Toand On Account of Leavers

1,598 Refunds to members leaving service 1,432
0 Group Transfers 5,440
15,439 Individual Transfers 19,927
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10. Management Expenses
The total management expenses were as follows:

4,518 Administrative Costs 4,792

1,401 Oversight and governance costs 1,651

Oversight and governance costs include £0.068m (2021/22 £0.060m) in respect of the external audit fee to
EY (2021/22 Audit Scotland). There were no other services provided by external audit in the year. Investment
management expenses include £2.181m in respect of transaction costs (2021/22 £4.624m).

11.Investment Expenses

The total investment expenses were as follows:

Equities 21,073 18,883 2,181 0 0 9

Private Equity / 106,123 106,123 0 0 0 0
Infrastructure / Property

Other Investment Assets 1,066 202 0 283 89 492

Custody Fees 98
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Equities 26,370 21,719 4,624 0 0 27
Pooled Investment Vehicles 30,688 30,688 0 0 0 0
Private Equity / 109,758 109,758 0 0 0 0
Infrastructure / Property

Index Linked Securities 0 0 0 0 0 0
Other Investment Assets 856 374 0 90 125 267
Sub-Total 167,672 162,539 4,624 90 125 294
Custody Fees 167

The investment management fees shown include £0.113 million (2021/22 £24.841 million) in respect of
performance related fees paid to the Fund’s investment managers. In accordance with CIPFA guidance investment
management costs deducted from an investment value are recognised as a cost in the Fund Account.

Quantification of these costs involves requesting the relevant fund managers for information, not all of which
can be independently verified. In cases where charges relate to an investment fund as a whole an estimate
needs to be made of the costs applicable to the Pension Fund’s holding. There is a risk that the value of
investment fees deducted from investments is incorrectly stated. However, this third party evidence is
scrutinised and reviewed for completeness, accuracy and reasonableness to minimise this risk and as the
costs are offset by a corresponding adjustment to the change in market value of investment any inaccuracy in
the cost estimate will not change the reported net movement in the fund for the year.
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12.Investment Income

Total investment income was as follows:

2 Bonds 1

2,796 Pooled Investments 2,653

1,701 Interest and other 15,348

89,261 RentalIncome 103,310

13.Taxeson Income

5,540 Withholding tax — equities 3,758

ANNUAL REPORT 2023

Page 132



NOTES TO THE ACCOUNTS

14. Investments
Statement of Movement in Investments

Investment Assets
Equities 5,818,197
Pooled Investment Vehicles 13,120,492
Private Equity / Infrastructure 6,125,922
Index Linked Securities 6
Property 2,588,085
27,652,702
Derivative Contracts: (33)

1,234,863
707,691
882,647

0

140,901
2,966,102

0

(1,213,053)
(848,311)
(427,511)

0
(112,574)
(2,601,449)
(10)

(280,106)
(453,760)
222,063

0
(358,912)
(870,715)

46

5,559,901
12,526,112
6,803,121
6
2,257,500
27,146,640

3
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Investment Assets
Equities 5,951,194 3,415,464 (3,467,689) (80,772) 5,818,197
Pooled Investment Vehicles 12,683,614 448,218 (551,893) 540,553 13,120,492
Private Equity / Infrastructure 4,819,843 1,408,465 (894,648) 792,262 6,125,922
Index Linked Securities 7 0 (1) 0 6
Property 2,129,236 57,404 0 401,445 2,588,085
25,583,894 5,329,551 (4,914,231) 1,653,488 27,652,702
Derivative Contracts: (1,839) 201 (909) 2,514 (33)
Other Investment Balances:
Cash Deposits 591,747 549,165
Receivable for Sales of Investments 3,779 36,019
Investment Income Due 37,649 34,742
Spot FX Contracts 0 (49)
Payable for Purchases of Investments (31,592) (68,144)

Other movements during the year include all increases and decreases in the market value of investments
held at any time during the year, including profits and losses realised on sales of investments during the year.
The reason for the difference of £138.069m in the change in market value per the above table and the Fund
Account on page 37 is due to notional management expenses and transaction costs netted off against assets
by fund managers.

Transaction Costs

Transaction costs are included in the cost of purchases and sale proceeds and are charged directly to the
Fund. Transaction costs on listed securities include broker commissions, which are payments for the
execution of trades and other levies such as exchange fees, settlement fees and clearing fees; transaction
taxes, including stamp duty and other financial transaction taxes, and entry or exit charges that may arise
when a holding in a pooled vehicle is bought or sold.

In addition to the transaction costs disclosed above, indirect costs may be incurred through the bid-offer
spread on some pooled investment vehicles. The amount of such costs are separately provided to the Fund.
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Derivatives

Derivatives comprise futures and forward derivative contracts. The market values as at 31 March 2023
and a summary of contracts held are summarised in the tables below:

0 Futures 0

(33) Forwards 3

The Fund may use futures for the purposes of efficient portfolio management and or risk reduction.

During the year, the Fund’s equity managers used futures to manage risk. All futures and contracts
are exchange traded.

Forwards

The Fund’s equity managers may use forward foreign exchange contracts for the purposes of efficient
portfolio management. Asat 31 March 2023 there was £0.003m forward foreign exchange contracts.

Derivative market pricing is provided by the Fund’s Global Custodian Northern Trust.
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15. Analysis of Investments
Investments can be further analysed as follows:

6  Fixed Interest Securities 6

Pooled Funds — Additional Analysis

2,044,442  Fixed Income Unit Trust 2,404,294
7,926,444  Equity Unit Trust 7,349,159
345,875 Cash Balances 0
10,719 Commodities 11,054
1,203,920  Multi-Asset 1,162,303
1,589,092  Absolute Return 1,599,302
13,120,492 12,526,112

549,165  Cash Deposits 581,973
(33) Derivatives 3
70,761  OtherInvestment Assets 53,785
(68,193)  InvestmentLiabilities (78,425)

Note: Cash balances are managed by the Fund’s Global Custodian, Northern Trust
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16. Fund Management

Investment Managers and Mandates

The market value of assets under the management of Fund managers as at 31 March 2023 was £27,704 million.
Investment management arrangements as at 31 March 2023 are summarised below:

Asset Class

Multi Asset - Passive
Global Equity

Global Equity

Global Equity

Global Equity

Specialist — Equities (Uk Small Companies)

Specialist — Equities (overseas Small Companies)

Specialist — Emerging Markets
Specialist — Private Equity

Specialist — Private Equity

Specialist — Absolute return Bonds
Specialist —Long-only Absolute Return
Specialist — Multi Asset Credit
Specialist — Multi Asset Credit
Specialist — Private Debt

Specialist — Private Debt

Specialist — Private Debt

Specialist — Private Real Estate Debt

Emerging Market Debt

Specialist — Property

Specialist — Global Real Estate
Specialist — Global Infrastructure
Specialist — Direct Investment Property

Cash

Fund Manager
Legal & General
Baillie Gifford
Lazard

Veritas

Oldfield
Lombard Odier
JP Morgan
Genesis Fidelity
Pantheon
Partners Group
PIMCO

Ruffer

Barings

Oak Hill Advisors
Barings
Alcentra
Partners Group

ICG Longbow

Ashmore

DTz

Partners Group
JP Morgan
Various

Northern Trust

% Managed
32.4

7.4
32
2.9
2.9
1.4
3.0
13
5.3
3.3
3.7
2.1
24
1.7
1.7
1.4
1.0
1.1

1.6
8.6
1.9

39
5.1
0.9

100.00

Market Value £000
8,975,183
2,044,369

874,596
804,049
807,114
382,471
823,212
350,403
1,477,478
927,102
1,030,282
570,154
678,590
484,048
473,859
375,937
267,460
297,966

432,037
2,385,177
535,778
1,069,606
1,400,899
236,207

27,703,976
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Asset Class

Multi-Asset Passive

Global Equity

Global Equity

Global Equity

Global Equity

Specialist - Equities (UK Small Companies)
Specialist - Equities (Overseas Small Companies)
Specialist - Emerging Markets

Specialist - Private Equity

Specialist - Private Equity

Specialist - Absolute Return Bonds
Specialist - Long-only Absolute Return
Specialist - Multi-asset Credit

Specialist - Multi-asset Credit

Specialist - Private Debt

Specialist - Private Debt

Specialist - Private Debt

Specialist - Private Real Estate Debt

Emerging Market Debt

Specialist - Property

Specialist - Global Real Estate
Specialist - Global Infrastructure
Specialist - Direct Investment Portfolio

Cash

Fund Manager
Legal & General
Baillie Gifford
Lazard

Veritas

Oldfield
Lombard Odier
JP Morgan
Genesis/Fidelity
Pantheon
Partners Group
PIMCO

Ruffer

Barings

Oak Hill Advisors
Barings
Alcentra

Partners Group

ICG Longbow

Ashmore

DTZ

Partners Group
JP Morgan
Various

Northern Trust

Investment Management arrangements as at 31 March 2022 are summarised below:

% Managed
33.52
7.55
3.18
3.06
2.88
1.56
3.14
1.32
5.18
3.19
3.64
1.99
2.52
1.74
1.75
1.35
0.78

0.75

1.74
9.41
1.53
3.02
4.28
0.92
100.00

Market Value £000
9,453,822
2,129,215

897,409
863,762
813,360
438,617
885,936
372,051
1,461,160
898,389
1,026,906
562,186
712,138
491,782
494,658
379,908
221,158

211,590

490,890
2,650,281
432,523
851,228
1,206,557
258,876
28,204,402
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Private Equity

Unquoted holdings in private equity funds have been included at the Fund managers’ valuation adjusted for
cash movements since the last valuation date where appropriate and incorporating fair value adjustment
where these have been provided by managers. Unquoted Fund investments are valued at fair value as
determined by the Directors or General Partner. The valuations provided by the general partners or
managers typically reflect the fair value of the Company’s capital account balance of each Fund
investment, including unrealised gains and losses, as reported in the Annual Accounts of the respective
Fund. Private equity investments are typically illiquid and resale is restricted.

17. Notifiable Holdings

Notifiable holdings are holdings which exceed 5% of the total value of Fund net assets. As at 31 March 2023 the
Fund had holdings of £2,158m (7.79%) in Legal and General North America Index Fund (GBP Hedged).

18. Property Holdings

As at 31 March 2023 the Fund held direct property assets with a value of £2,176m (2021/22 £2,524m). This
valuation was calculated by Avison Young on the Fund’s behalf in accordance with RICS Valuation Standards
manual.

2,129,236 Opening balance 2,588,085
57,403 Additions 140,901

0 Disposals (112,574)
401,446 Change in Market Value (358,912)

The future minimum lease payments receivable by the fund as at 31 March 2023 are shown in the next table.
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86,600 Within one year 90,000

430,300 Later than five years 403,600

As at 31 March 2023 the Fund held indirect UK property assets of £81.4m (2021/22 £64m).

19. Stock Lending

The Fund participates in a stock lending programme managed by its Global Custodian, Northern Trust. All
loans are fully collateralised. As at 31 March 2023 stock with a value of £490.2m was on loan (£428.5m as at
31 March 2022).
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20. Financial Instruments

Accounting policies describe how different asset classes of financial instruments are measured and how

income and expenses, including fair value gains and losses, are recognised. The following table analyses the
fair values of financial assets and liabilities by category and net asset statement heading for the year ended
31 March 2023.

5,818,197
13,120,492
6,125,922

6
0

28,053

25,092,670

o O O o

521,111

70,761

591,872

o O O o o

o

Financial Assets

Equities
Pooled Investment Vehicles
Private Equity/ Infrastructure

Index Linked Securities

Derivative Contracts

Cash

Other Investment Balances

5,559,901 0
12,526,112 0
6,803,121 0
6 0

4
239,574 342,399
0 53,784
25,128,718 396,183

O O O o o
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The table below shows net gains and losses on financial instruments for the year ended 31 March 2023:

Financial Assets
1,252,042 Fair value through profit and loss (511,802)
2,604 Loans and receivables 2,582

The following table summarises the market values of the Fund’s financial assets and liabilities by class of
instrument for the year ended 31 March 2023:

Financial Assets

25,092,670  Fairvalue through profit and loss 25,128,718
591,872  Loansand receivables 396,183

The £25,446m net financial assets shown above plus property (£2,257m) and long-term debtors and
current assets (£225.4m) less current liabilities (£59.6m) equals £27,872m Net Assets as at 31 March 2023
on page 38.
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21. Fair Value Hierarchy

The valuation of financial assets and liabilities has been classified into three levels according to the
quality and reliability of information used to determine fair values.

Level 1

Financial instruments at Level 1 are those where the fair values are derived from unadjusted quoted prices in
active markets for identical assets or liabilities. Products classified as Level 1 comprise quoted equities,
quoted fixed interest securities, quoted index linked securities and unit trusts. Listed investments are shown
at bid prices. The bid value of the investment is based on the bid quotation of the relevant stock exchange.

Level 2

Financial instruments at Level 2 are those where quoted market prices are not available, for example, where
an instrument is traded in a market that is not considered to be active, or where valuation techniques use
inputs that are based significantly on observable market data.

Level 3

Financial instruments at Level 3 are those where at least one input that could have a significant effect on
the instrument’s valuation is not based on observable market data. Such instruments would include
unquoted equity investments and hedge fund of funds which are valued using various valuation techniques
that require significant judgement in determining appropriate assumptions.

The values of private equity investments are based on valuations provided by the general partners of the
private equity funds in which the Fund has invested. Such valuations are prepared in accordance with the
International Private Equity and Venture Capital Valuation Guidelines which follow the valuation principles of
IFRS and US GAAP. Valuations are usually undertaken quarterly.

Over 66% of the Fund’s
financialinstrumentsare
in Level 1 of the Fair Value

hierarchy.
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The following tables provides an analysis of the financial assets and liabilities of the Fund grouped into Levels
1 to 3, based on the level at which fair value is observable.

Financial Assets

16,581,331 2,355,458 6,155,881 IFair Value through profit and 16,364,741 1,952,262 6,811,715
0SS

542,353 49,519 0 Loans and receivables 366,345 29,838 0

17,123,684 2,404,977 6,155,881 16,731,086 1,982,100 6,811,715

The total value of Net Financial Assets for Levels 1, 2 and 3 as at 31 March 2023 in the above table is
£25,446m (£25,616m 2021/22) which matches the financial instruments market value shown at Note 20.
The Fund's property assets of £2,257m (see Note 18 for details) are also classed as level 3, taking the total
value of Net Financial Assets to £27,704m.
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Reconciliation of Fair Value Measurements Within Level 3

Equities 29,958 5,377 10,358 (8,750) (27,792) (562) 8,589

Private 6,125,923 0 881,513 (426,378) 43,181 178,887 6,803,126

Equity

Equities 332 39,126 3,871  (14,894) 3,263 (1,740) 29,958

Private

B 4,819,843 0 1,407,410  (893,592) 367,101 425,161 6,125,923

Equities transferred into Level 3 were stocks delisted from the stock exchange during the year.

Determining the fair value
of investments in private
markets involves a degree
of subjectivity.

Valuations are inherently
based on forward looking
estimates and judgements
involving many factors but
adhering to relevant
industry and accounting
guidelines and principles.
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22. Nature and Extent of Risks Arising From Financial Assets and Liabilities

The Fund’s primary long-term risk is that its assets will fall short of its liabilities (i.e. promised benefits payable
to members). The aim of investment risk management is to minimise the risk of an overall reduction in the
value of the Fund while maximising the opportunity for gains. This is achieved through asset diversification (by
asset class, geographical region, sector and fund manager) to reduce exposure to market risk (price risk,
currency risk and interest rate risk) and credit risk to an acceptable level. In addition, the Fund manages its
liquidity risk to ensure there is sufficient liquidity to meet forecasted cashflows. These risks are managed as
part of the overall pension fund investment management programme. Responsibility for risk management
rests with the Strathclyde Pension Fund Committee. Actuarial and investment consultants are retained to
advise on risk. A risk register is maintained and reviewed by the Committee on a regular basis. The Fund'’s
assets are externally managed, and the investment managers adhere to their own risk management strategies.

Market Risk

Market risk is the risk of loss from fluctuations in equity prices, interest rates, foreign exchange rates and
credit spreads. The Fund is exposed to market risk from its investment activities, particularly through its
equity holdings. The level of risk exposure depends on market conditions, expectations of future price and
yield movements and the asset mix.

The Fund’s investment managers are expected to identify, manage and control market risk exposure within
acceptable parameters whilst optimising the return on investments. In general, excessive volatility in market
risk is managed through the diversification of the portfolio in terms of geographical and industry sectors and
individual securities.

Other Price Risk

Other price risk represents the risk that the value of a financial instrument will fluctuate as a result of
changes in market prices (other than those arising from interest rate risk or foreign exchange risk), whether
those changes are caused by factors specific to the individual instrument or its issuer or factors affecting

all such instruments in the market. The Fund is exposed to share price risk, arising from

investments held by the Fund for which the future price is uncertain. All security investments present a risk
of loss of capital. The Fund’s investment managers mitigate this price risk through the diversification of
securities and are monitored to ensure they remain within the limits specified in the investment
management guidelines.
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Other Price Risk - Sensitivity Analysis
Following analysis of historical data and expected investment return movement during the financial year, the
following movements in market price risk were reasonably possible for the 2022/23 reporting period:

19.9% UK Equities 18.2%
20.1% Overseas Equities 19.0%
3.5% Corporate Bonds (short term) 3.6%
8.1% Corporate Bonds (medium term) 7.5%
7.3% Index Linked Gilts n/a
31.2% Private Equity and Infrastructure Funds 31.2%
32.1% Commodities 22.1%
0.3% Cash 0.3%
9.0% Senior Loans 9.6%
2.8% Absolute Return Bonds 2.7%

15.0% UK Property 15.5%

The potential price changes disclosed above are broadly consistent with a one-standard deviation movement
in the value of the assets. The total fund volatility takes into account the expected interactions between the
different asset classes shown, based on the underlying volatilities and correlations of the assets, in line with
mean variance portfolio theory. The tables below show the change in the net assets available to pay benefits
had the market price of the investments increased or decreased in line with the table above.
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Potential Market Movements

Cash and cash equivalents 581,973 b 583,719 580,227
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The prior year comparators for 2021/22 are as follows:

Cash and cash equivalents 549,165 0.3 550,812 547,517
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Interest Rate Risk

The Fund invests in financial assets with the primary purpose of obtaining a return on investments. These
investments are subject to interest rate risks, which represent the risk that the fair value of future cash
flows of a financial instrument will fluctuate because of changes in market interest rates. The Fund’s direct
exposure to interest rate movements as at 31 March 2023 and 31 March 2022 is set out below.

549,165 Cash Balances — Investments 581,973

Interest Rate Sensitivity Analysis

Interest rates can vary and can affect both income to the Fund and the value of net assets available to pay
benefits. The analysis in the table below assumes that all other variables, in particular exchange rates,
remain constant and shows the effect of a +/-100 Basis Points (BPS) change in interest rates on the net
assets available to pay benefits.

549,165 554,657 543,673 Cash Balances 581,973 587,793 576,211
—Investments

Currency Risk

Currency risk represents the risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in foreign exchange rates. The Fund is exposed to currency risk on financial
instruments that are denominated in any currency other than the Fund’s base currency (GBP). The Fund
holds both monetary and non-monetary assets denominated in currencies other than GBP. Investment
managers are expected to manage currency risk.
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Currency Risk — Sensitivity Analysis

Based on historical analysis of movement in the currencies to which the Fund is exposed, it is considered
that a 9.9% fluctuation in currency is reasonable. The table below shows the impact a 10% strengthening /
weakening of the pound against the various currencies to which the Fund is exposed would have on the net
assets available to pay benefits, assuming all other variables, in particular interest rates, remain constant.

Overseas quoted equities 4,767,603 9.9 5,239,595 4,295,610

Overseas equity funds 4,303,823 9.9 4,729,901 3,877,744

Overseas quoted equities 4,939,995 10.0 5433995 4,445,996

Overseas equity funds 4,593,942 10.0 5,053,336 4,134,548

Credit Risk

Credit risk represents the risk that the counterparty to a transaction or a financial instrument will fail to
discharge an obligation and cause the Fund to incur a financial loss. The market values of investments
generally reflect an assessment of credit in their pricing and consequently the risk of loss is implicitly
provided for in the carrying value of the Fund’s financial assets and liabilities. The Fund’s cash balances are
managed by Northern Trust and are invested in AAA rated money market funds.
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23. Long Term Debtor

Long-term debtors of the Fund represent the amount of additional tax charges incurred by members who
are in breach of their Lifetime Tax Allowance (LTA) limit. These additional charges have been paid upfront by
the Fund and will be reimbursed by these members over a period of time through additional pension
deductions.

962 Lifetime Tax Allowance 1,746

24. Current Assets

Debtors
53,251 e Contributions due —employers 54,306
50,022 ° Sundry Debtors 56,275

108,710 Cash Balances 114,793

25. Current Liabilities

30,161 Sundry creditors 32,669

21,174 Benefits payable 26,901

26. Events After the Balance Sheet Date

Capital markets remain volatile due to the war in Ukraine along with sustained inflationary increases after
the balance sheet date, but there were no material events between 31 March 2023 and the date of
signing that require to be reflected in the Annual Accounts.
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27. Transactions with Related Parties

Pension receipts and payments including VAT are transacted using Glasgow City Council’s financial systems
and the Pension Fund’s banking arrangements. Throughout the year the Fund maintains a cash balance for
this purpose which is listed as ‘cash deposits’ in the Net Assets Statement. During 2022/23 theamount
recharged by Glasgow City Council to the Strathclyde Pension Fund for administration costs was £4.457m
(2021/22 £4.449m) and £0.453m for bespoke ICT solutions, consumables, printing and support. There is an
outstanding creditor of £4.513m between the Council and Strathclyde Pension Fund as at 31 March 2023.

The key management personnel of the Fund are the Director of Pensions, the Chief Investment Officer and the
Pension Scheme Manager. Total remuneration including short-term employee benefits and post-employment
benefits payable to key management personnel was £365,110 (£336,880 2021/22). Key management
personnel had accrued pensions totalling £102,931 (£89,689 2021/22) and lump sums totalling £92,361
(£87,574 2021/22) at the end of the period.

A remuneration report providing disclosures in respect of elected members and chief officers of the Council,
including those with authority and responsibility for the Strathclyde Pension Fund is included in Glasgow City
Council’s Annual Report and Annual Accounts which are available from the Council’s website at
www.glasgow.gov.uk

Committee members may also be scheme members under the provisions for Councillor membership or as a
result of previous service as employee members.

There were no other material transactions with related parties during the year.

28. Contractual Commitments

As at 31 March 2023 the Fund had contractual commitments of £9,191m (£8,749m 2021/22) within its
private equity, private debt, infrastructure and global real estate portfolios, of which £2,070m (£2,162m
2021/22) remains undrawn.

29. Contingent Assets and Liabilities

Contingent Liabilities reflect possible liabilities facing the Fund where the potential amount is unable to be
estimated, and/or it is still not deemed probable that an obligatory event has arisen.

On 26 October 2018, The High Court ruled that Guaranteed Minimum Pensions (GMP) should be equalised
between men and women to address the discrepancies in members’ benefits arising from the contracting out
of the additional state pension between 17 May 1990 and 6 April 1997. The Fund recognises the potential for
liabilities arising from GMP equalisation however due to ongoing legal appeals and clarification of what has to
be included it is not possible to quantify the impact this will have on the Fund at this time.
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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 entitlement arose (i.e. where the female member died) on or after 5 December 2005.
The approximate impact of this is likely to be very small for the Fund at 0.1%-0.2% of liabilities and

therefore no allowance was made for this in the 2020 valuation.

30. Statement of Investment Principles

In accordance with Regulations 12 and 14 of the Local Government Pension Scheme (Management and
Investment of Funds) (Scotland) Regulations 2010 the Fund maintains and publishes a written statement of
the principles governing decisions about investments. The statement is available at www.spfo.org.uk or on
request from the SPFO.

31. Additional Voluntary Contributions (AVCs)

AVC investments are managed by Prudential and Standard Life. As these are invested separately from the
investments of the Fund itself and secure extra benefits only for the AVC contributors on an individual basis,
the relevant figures have not been included in the Annual Accounts. Members participating in this
arrangement receive an annual statement confirming the amount held in their account and the movements
in the year.

59,828 1,475 61,303  Opening 62,529 1,382 63,911
Market Value
9,266 0 9,266 Contributions 9,574 0 9,574
Received
(8,625) (179) (8,804) Salesof (11,130) (167) (11,297)
Investments
2,060 86 2,146 Change in 1,482 88 1,570

Market Value

*Note: Prudential and Standard Life 2022/23 figures are estimated as actuals are unavailable at time of
publishing. 2021/22 figures have been used for the basis of these estimations.
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STRATHCLYDE PENSION FUND OFFICE—- KEY PERSONS

Director:
Chief InvestmentOfficer:
Investment Manager:

Investment Manager:
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Pension Scheme Manager:
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Principal Pensions Officer

Finance Manager:

CONTACT

Email: spfo@glasgow.gov.uk
Tel:0345 890 8999
Web: www.spfo.org.uk

IMAGES
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Richard Keery
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