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Please note that the following recommendation is subject to consideration and determination by 
the Board before taking effect. 

 

Recommendation: that the Committee approve the following further commitment in 
private markets: 
(1) £250 million to the Brunel Infrastructure Portfolio. 
(2) £100 million to the Brunel Private Debt Portfolio. 
(3) £125 million to the Brunel Private Equity Portfolio. 

 

1. Introduction 

1.1. Private markets comprise investments not traded on a public exchange or market. They 
can be an important part of a pension fund’s portfolio as: 

 They are expected to generate higher returns as a result of the illiquidity premium 
available to producers of long term capital. 

 They provide diversification of returns. 

 They provide access to investment opportunities not usually accessible through 
public markets. 

 They provide greater potential for outperformance through active, hands-on 
management. 

 
1.2. Private markets investments typically comprise the following headings: 

 Property/Real Estate. 

 Infrastructure. 

 Private Debt 

 Private Equity 
 

1.3. The strategic investment review conducted by Mercer investment consultants in 2017, and 
then refreshed in February 2019, proposed a long-term allocation of 25% in private 
markets, including the 10% allocation to property. The Fund has made new commitments 
to infrastructure and private debt funds over the last two years, bringing the current 
allocation up to around 14%. This report looks specifically at infrastructure, private debt 
and private equity, on the basis that the 10% target allocation to property remains 
unchanged. It reviews the direction of travel and proposes that additional commitments be 
made to move towards the long-term target allocation. 
 

1.4. The process for making private market investments is to make commitments that will then 
be drawn down over a period of time. It is unlikely that 100% of the commitment made will 
ever be drawn, and therefore to achieve a percentage allocation it is necessary to over-
commit, i.e. to commit a higher amount than your investment target. Private market funds 
are typically closed ended, which means that capital will be returned towards the end of 
the life of the fund, and therefore needs to be redeployed. The Brunel approach is to 
provide a window for clients to commit funds for a two-year period, and therefore any new 



commitments will need to be made by 31 March 2020 for drawdown over the two years 
from April. 

 

2. Infrastructure 

2.1. The Devon Pension Fund currently has infrastructure investments of £171.5 million. These 
can be summarised as follows: 
 

Infrastructure Fund Current Value as at 
30 Sept 2019  

£m 

UBS Archmore Infrastructure Fund  27.0 

First State European Diversified Infrastructure Fund 48.6 

Hermes Infrastructure Fund 41.6 

Aviva Realm Infrastructure Unit Trust 18.6 

Aviva Realm Ground Rent Fund 18.4 

Brunel Infrastructure Portfolio 17.3 

TOTAL 171.5 

 
2.2. This equates to 3.7% of the total fund investments, compared to a current target of 6%. 

The Fund has undrawn commitments of £157 million to the Brunel infrastructure portfolio, 
which if drawn would take us up towards the current target. It is anticipated that further 
significant sums should be drawn before 31 March 2020. However, it should also be noted 
that the UBS Archmore Fund is due to close in 2022, and the First State Fund in 2024, so 
both those funds are likely to be returning capital to us over the next few years that will 
need to be redeployed. 
 

2.3. The Fund’s current Investment Strategy Statement states a 6% target allocation to 
infrastructure for 2019/20, with a medium term target of 8%. The longer term target set out 
in the Mercer report was 10%. Taking into account potential asset growth in line with 
actuarial assumptions, a 10% allocation in two years time could equate to around £500 
million. Given the need to over-commit, as set out in paragraph 1.4 above, and the 
potential for return of capital from our current investments, it is proposed that a further 
£250 million be allocated to infrastructure, in order to take the total investment up to 10%. 

 
2.4. This commitment would be notified to Brunel and be committed to their infrastructure 

portfolio. Brunel will then combine the Devon commitment with those received from other 
funds and seek opportunities to deploy the capital to infrastructure funds and opportunities 
that they will source. 

 

3. Private Debt 

3.1. Private debt is a broad term that refers to any investment in privately negotiated debt.  
Borrowers often choose private financing because it can be customised to their needs or 
when public debt is not available. The Devon Pension Fund currently has private debt 
investments of £80.8 million. These focus on direct lending to private companies, providing 
an attractive opportunity with a shorter investment term than infrastructure investments 
and a regular yield. The Fund’s current investments can be summarised as follows: 

 

Infrastructure Fund Current Value as at 
30 Sept 2019  

£m 

Bluebay Senior Loan Fund I 39.7 

Golub Capital International Fund 11 41.1 

TOTAL 80.8 



 
 

3.2. A total commitment of £150 million (£90 million to Bluebay and £60 million to Golub) was 
made in June 2017 following a procurement exercise undertaken in collaboration with the 
Cornwall and Gloucestershire pension funds. Of this around £70 million remains undrawn. 
The undrawn figure again highlights the need to over-commit in order to reach the target 
allocation. Indeed the Bluebay fund is only a five year fund, with options to extend for a 
further two years, and so while the opportunity for further drawdowns remains, there is also 
a possibility of capital being returned. The private debt commitments comprise 1.8% of the 
total fund value, against a 2019/20 target of 2% and a medium term target of 3%. 

3.3. It is therefore proposed to commit a further £100 million in order to bring the total 
investment up to 3% of the Fund. The Brunel Private Debt portfolio specification is 
attached as Appendix 1 to this report. The focus will be senior secured lending, which will 
be similar to the two funds currently invested in. This means that the loans are at the safer 
end of the capital structure of the companies borrowing the money. As with infrastructure, 
Brunel will then combine the Devon commitment with those received from other funds and 
seek opportunities to deploy the capital to appropriate private debt funds. 

 

4. Private Equity 

4.1. The Devon Pension Fund has no current allocation to private equity, although it was an 
area that Mercer included within their suggested 5% allocation to private markets, 
comprising private debt and private equity investments. 

4.2. Private equity is a broad term that refers to any investment in privately owned equity i.e. 
not listed on a public exchange. Typical investments include the following:  

 Buyout: Buyouts make up the largest strategy group in terms of the amount of 
capital and number of firms. The essence of a buyout is that the investor gains 
control of the company. The use of meaningful debt in the capital structure of such 
companies is a leveraged buyout. Sector specialists may be advantaged in this 
competitive market environment.  

 Venture capital: A type of private equity that provides capital to new or growing 
businesses, often with limited revenue. Venture funds invest in start-up firms and 
small businesses with perceived, long-term growth potential.  

 Special situations: Special Situations represents a catch-all category of strategies 
that do not fit into the venture capital or buyout sectors, including distressed and 
turnaround strategies that usually involve companies that have gone into decline. 

 Secondaries: Involves acquiring existing interests in a private equity fund from an 
existing Limited Partner. 

4.3. These can be very attractive investments, often producing higher returns than listed equity, 
and also producing an income yield that is attractive to funds such as the Devon Fund who 
need cashflow to meet pension payments. 

4.4. A key risk with private equity investments is vintage risk. This is the risk that if the 
investment is made at the wrong point in the economic cycle then it may not achieve the 
desired outcome. Therefore private equity investments should be spread over different 
vintage years in order to diversify the risk. If a commitment is made to the Brunel Private 
Equity Portfolio, then that investment will be spread over a two year period. However, it 
would still be prudent for any commitment to be built up over a period of time. 

4.5. Given the Brunel policy of providing a two year investment cycle with a deadline for client 
funds to make commitments, if the Devon Fund wishes to make an investment in private 



equity it will need to do so before 31 March 2020, or wait until the next commitment 
window in 2022. 

4.6. Given Mercer’s recommendation for a 5% allocation to private markets, and the 3% target 
allocation to private debt, it is proposed that the Fund targets an initial 2% allocation to 
private equity in the current commitment window, that could be reviewed in two years’ 
time. Given the need to over-commit it is suggested that an initial commitment of £125 
million is made. The Private Equity Portfolio specification is attached at Appendix 2. 

5.  Funding of Commitments 

5.1. As previously agreed by the committee, the increase in private market commitments 
should be funded by reducing the allocation to diversified growth funds (DGFs). Mercer’s 
recommendation was that the DGF allocation should be reduced and phased out over 
time, as Brunel should be able to provide all the different asset classes that the Fund 
currently gets exposure to from its DGF investments. The DGF allocation will also 
transition to Brunel in the next few months and whether a smaller allocation should be 
retained will be reviewed as it reduces in size. 

6. Conclusion 

6.1. As outlined above, it is proposed that the Devon Fund make additional commitments of 
£250 million to the Brunel Infrastructure Portfolio, £100 million to the Brunel Private Debt 
Portfolio and £125 million to the Brunel Private Equity Portfolio. These will be committed to 
be drawn down by Brunel during the period from 1 April 2020 to 31 March 2022. 
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