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Investment and Pension Fund Committee  

25 November 2022 
 

INVESTMENT MANAGEMENT REPORT  
 
Report of the Director of Finance and Public Value 
 
 
Please note that the following recommendations are subject to consideration and 
determination by the Committee before taking effect.  
 
Recommendation: that the Committee be asked: 

1. That the Investment Management Report be noted. 
2. To note compliance with the 2022-23 Treasury Management Strategy. 

 

~~~~~~~~~~~~~~~~~~~~ 

1. FUND VALUE AND ASSET ALLOCATION 
 
The table below shows the Fund value and the asset allocation for the Fund 
compared to the target asset allocation as at 30 September 2022. 
 

Fund Value 

as at 

30.09.22

Fund asset 

allocation 

at 30.09.22

Variation 

from 

Target

£m % % %

Fixed Interest

Sterling Corporate Bonds 271.2 7 5.4

Multi-Asset Credit 595.5 12 11.9

Cash 55.8 1 1.1

922.5 20 18.4 -1.6

Equities

Passive Equities 1,329.7 25 26.5

Global High Alpha Equities 270.1 5 5.4

Global Smaller Companies 261.4 5 5.2

Emerging Markets 225.8 5 4.5

Sustainable Equities 482.1 10 9.6

2,569.1 50 51.2 +1.2

Alternatives/Other

Diversifying Returns Funds 433.8 6 8.6

UK Property 420.1 8 8.4

International Property 109.8 2 2.2

Infrastructure 398.6 8 7.9

Private Equity 38.1 3 0.7

Private Debt 132.8 3 2.6

1,533.2 30 30.4 +0.4

Total Fund 5,024.8 100 100.0

Target 

allocation 

2022/23

 

 



The key points with regard to the end of quarter asset allocation are summarised 
below: 

a) The Fund value as at 30 September 2022 stood at £5,024.8 million, a 
decrease of around £110 million over the quarter and £390 million since 31 
March. 

b) Since the quarter end, action has been taken to rebalance, with £50 million 
being moved from Passive Equities to Sterling Corporate Bonds. The Sterling 
Corporate Bonds portfolio has gone down significantly in value as a result of 
the recent interest rate volatility, presenting an opportunity to add to the 
investment when the market is relatively cheap.  

c) Within private markets a further £36 million of the infrastructure commitment 
has been drawn down, plus a further £10 million of the private debt 
commitment and £2.5 million of the private equity commitment.  

d) Over the quarter, £50 million was redeemed from the Diversifying Returns 
Funds (DRF) to fund the above private markets calls, and a further £50 
million has been redeemed since the quarter end to bolster the cash 
allocation in anticipation of further private market calls. 

Geographical Weighting of Equity Allocation 

e) The following chart gives the geographical split of the Fund’s equity 
allocations against the FTSE All World Index geographical weightings. 

Geographical Split of Equity Allocation compared to the FTSE All World Index

UK Europe North Japan Asia/Pacific Emerging

Ex UK America (ex Japan) Markets

%

Fund: March 2017 42.8 15.0 23.9 4.6 1.7 12.0

Fund: June 2022 18.3 14.0 50.2 4.2 2.7 10.6

FTSE All World 4.2 12.1 61.7 6.3 4.9 10.8
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f) Since March 2017, the overweight to UK equities and underweight to North 
America have been reduced, but the Fund retains an overweight to the UK 
via the investment in the UK Climate Transition Benchmark Tracker Fund. 
The Committee has agreed to retain an overweight position to the UK, on the 
basis that the US market has appeared expensive, whereas the UK market 
looks comparatively cheap.  

g) The underperformance of the UK allocation can to some extent be explained 
by the UK market not being favoured by global investors due to the impact of 
Brexit and Covid. As the UK’s economic position stabilises, market analysts 
suggest that the UK market will catch up to some extent and perform better 
than the US and therefore the global market in the next few years, but this 
cannot be guaranteed. 



 

2. FUND PERFORMANCE 
 
The performance of the Total Fund over the last quarter, the financial year to date, 
and on a rolling three and five year basis is shown in the following chart. 
 
Longer Term Fund Performance Summary 

Latest Quarter 2022/23 3 Years 5 Years

% % % pa % pa

Fund -1.1 -6.7 3.2 4.2

Benchmark -0.8 -4.5 5.3 5.7

Relative Return -0.3 -2.2 -2.1 -1.5

LGPS Universe -0.3 -5.1 4.4 5.5
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Source for LGPS Universe: PIRC Local Authority Pension Performance Analytics 
 
The performance statistics quoted are net of fees. The LGPS universe figures for 
the last quarter are based on the asset allocation of the PIRC Local Authority 
Universe with index returns applied. The previous periods are updated to include 
actual Universe returns.  
 
The Fund suffered negative returns for the third consecutive quarter, although 
overall markets were only marginally negative compared to the losses of the 
previous two quarters. Sterling denominated bonds have performed particularly 
poorly as a result of interest rate increases. The index fell 5% in 7 days at the end of 
September, as the market reacted to the Government’s mini-budget.  
 
The Devon Fund returned -1.1% taking the return for the financial year to date to  
-6.7%, significantly below the strategic benchmark return of -4.5%.  
 
The underperformance against benchmark can be partly attributed to fund 
benchmarks that are cash plus benchmarks, which are always going to be below 
target when returns are negative. Multi-asset credit and the DRF have returned  
-9.4% and -3.9% respectively against a benchmark of +2.6% which has contributed 
around 90% of the total fund under-performance.  
 
There was also under-performance on Brunel equity portfolios, but not to the same 
extent as in the previous quarter. The 6 month performance reflects the bias of most 
of the active portfolios towards “growth” companies and those with sustainable 
revenues during a period when “value” companies and energy companies have 
performed more strongly.   
 



A breakdown of the performance of the Total Fund for the six months (financial year 
to date) and three years to 30 September 2022 and the comparative Index returns 
are shown in the following table:  
 
Performance to 30 September 2022 

Financial Year 

To Date
Three Years

Benchmark Description

Fund 

Return

Bench 

mark

Fund 

Return

Bench 

mark

% % % %

Fixed Interest

Investment Grade Bonds -18.0 -17.0 -8.4 -8.7 iBoxx Sterling Non-Gilts 
2

Multi-Asset Credit -9.4 +2.6 +0.1 +3.9 GBP SONIA +4% 
2

Cash +2.8 +0.6 +1.4 +0.3 GBP 7 Day LIBID

Equities

Passive Equities -11.9 -11.8 +3.5 +3.6 Devon Passive Index

Global High Alpha Equities -8.7 -7.0 +6.2 +8.4 FTSE World / MSCI World

Global Smaller Companies -9.6 -7.2 - - MSCI World Small Cap

Emerging Markets -9.5 -7.4 -1.3 +1.6 MSCI Emerging Markets

Sustainable Equities -8.6 -7.1 - - MSCI AC World 

Low Volatility Equities
1 -0.4 -8.4 - - MSCI AC World 

Alternatives/Other

Diversifying Returns Funds -3.9 +2.6 +0.5 +4.4 GBP SONIA +4%
 2

UK Property +1.6 -0.9 MSCI Property Indices 
2

International Property +9.9 +20.8

Infrastructure +9.1 +7.8 +6.8 +9.0 CPI + 4% *

Private Equity +13.2 -7.1 - - MSCI AC World 

Private Debt +11.3 +7.8 +9.5 +9.0 CPI + 4% *

Total Fund -6.7 -4.5 +3.2 +5.3  Devon Bespoke Index

Sector

+8.3 +8.5

 
1. Performance to redemption in June 2022. 
2. the benchmark shown is the current benchmark, but the benchmark return will also 

incorporate the benchmarks applicable for the earlier part of the 3 year period where 
the benchmark has changed as a result of transition to Brunel.  

 
a) Investment Grade bonds have delivered a significant negative return over the 

year to date, as interest rate rises reduced the value of the bonds held.  

b) Multi-Asset Credit represents the riskier end of the listed fixed income market. 
The benchmark is a cash plus benchmark, so will always be positive, and in a 
period of negative returns will always be difficult to achieve. Comparisons 
with the wider multi-asset credit market show that performance of the Brunel 
portfolio has been marginally below with what would be expected in the 
prevailing market conditions. 

c) Equities recovered well during July and August, only to fall again during 
September. In general, equity markets fell over the quarter, but where 
portfolios remained unhedged the fall in the value of Sterling resulted in small 
positive returns. Nevertheless, returns have remained negative for the 



financial year to date. Passive equities have fallen by more than the actively 
managed equity portfolios, largely due to the currency hedging in place 
detracting from performance over the period. The active portfolios are 
unhedged. 

d) There has been a negative return on the Brunel Diversifying Returns Fund 
but given that equities and bonds were both significantly down over the 6 
month period a return of -3.9% is a creditable performance. 

e) Infrastructure and Private Debt returns were positive and ahead of 
benchmark over the quarter and the 6 month period. This reflects the good 
performance of the majority of the businesses involved, but also the 
enhanced value of overseas businesses in Sterling terms resulting from the 
fall in the value of the pound. This demonstrates the lower volatility 
associated with private markets, where valuations are much more closely 
related to the performance of the underlying businesses than market 
sentiment. 

f) The following table shows the impact of each asset class on the total fund 
valuation and investment return over the 6 month of the financial year to date. 
The table shows the movements between asset classes, reflecting the 
changes in strategic asset allocation in the quarter to June and private 
markets calls during the year to date. It then shows the impact of investment 
returns on the value of each asset class and its contribution to the total fund 
investment return 

Contribution to Total Fund Valuation and Performance 

Valuations

31 Mar 

2022

30 Sep 

2022

Move 

ments

Gain / 

(Loss)

Fund 

Return

Contri 

bution

£m £m £m £m % %

Fixed Interest

Investment Grade Bonds 330.9 271.2 0.0 -59.7 -18.0 -1.0

Multi-Asset Credit 392.1 595.5 260.0 -56.6 -9.4 -1.1

Cash 27.4 55.8 27.7 0.7 +2.8 +0.0

Equities

Passive Equities 1,709.0 1,329.7 -200.0 -179.3 -11.9 -3.2

Global High Alpha Equities 295.7 270.1 0.0 -25.6 -8.7 -0.5

Global Smaller Companies 289.1 261.4 0.0 -27.7 -9.6 -0.5

Emerging Markets 249.5 225.8 0.0 -23.7 -9.5 -0.5

Sustainable Equities 258.2 482.1 260.0 -36.1 -8.6 -0.9

Low Volatility Equities 391.1 0.0 -393.2 2.1 -0.4 +0.0

Alternatives/Other

Diversifying Returns Funds 502.4 433.8 -50.0 -18.6 -3.9 -0.4

UK Property 438.6 420.1 -25.0 6.5 +1.6 +0.1

International Property 69.6 109.8 17.6 22.6 +9.9 +0.2

Infrastructure 324.6 398.6 51.2 22.8 +9.1 +0.7

Private Equity 25.4 38.1 9.6 3.1 +13.2 +0.1

Private Debt 108.4 132.8 17.5 6.9 +11.3 +0.3

Cashflow to fund pensions and management costs 24.6 -24.6

Total Fund 5,412.0 5,024.8 0.0 -387.2 -6.7 -6.7

Sector Returns

  



 

Currency Hedging 

g) The following graph shows the value of Sterling against a weighted average 
of the other major currencies, over the three years to September 2022. The 
currency strategy agreed by the Committee is to increase or decrease the 
hedge ratio on the Fund’s global passive equity funds based on the ranges as 
shown on the chart. The middle (base 100) position reflects a weighted 
average of £1 = $1.40, £1 = €1.15 and £1 = ¥150. 

Value of Sterling v. Weighted Average of US Dollar, Euro and Yen 
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h) Over the last year the value of Sterling has fallen from $1.35 as at 30 
September 2021 to $1.117 as at 30 September 2022. Investors tend to see 
the US Dollar as a safe haven at times of crisis, and Russia’s invasion of 
Ukraine has seen a gradual increase in the value of the US Dollar. Then, 
following the UK Government’s September mini-budget, the Pound fell further 
to around $1.07.  As a result, the hedge ratio was increased to 100% towards 
the end of September.   

i) During a period when the Pound is falling in value, any currency hedging 
strategy is going to perform badly compared to an unhedged strategy. As a 
result, the hedging strategy has now detracted from performance compared 
with an unhedged strategy over one year and three year periods, as shown in 
the following graph. This position should be improved should the Pound 
regain lost ground and get back towards fair value compared with the US 
Dollar. 



Returns Cumulative Last Annualised

Since 30/9/19 Quarter 1 Year 3 Years

Hedged +15.9% -4.9% -16.2% +5.0%

Unhedged +27.3% +1.9% -3.1% +8.4%

Devon +23.1% -3.5% -12.2% +7.1%
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3. FUNDING LEVEL 

The Fund Actuary has been working on the triennial actuarial valuation as at 31 
March 2022. The Valuation is the subject of a separate report on the agenda for this 
meeting. Therefore, a funding update as at 30 September has not been provided. 

 

 

4. BUDGET FORECAST 2022/23 

Appendix 1 shows the income and expenditure to date for 2022/23 against the 
original budget forecast. The following points should be noted. 

a) Contributions and benefits paid to date are broadly in line with the forecast. 

b) Peninsula Pensions’ expenditure is always high in the first quarter, as the 
annual payment to the software provider is paid.  

c) Investment income from property, infrastructure and private debt is received 
in cash and can be used to aid cashflow. Income to date is ahead of the 
forecast, and is now forecast to be higher at year end. 

d) The invoiced investment management fees line represents the costs of 
Brunel. The expenditure to date comprises three quarters’ invoices as Brunel 
issues its quarterly invoices in advance. All other fees are taken directly from 
the funds we are invested in and are estimated based on current valuations. 
Fees for the first half year are lower than anticipated as a result of negative 
investment returns. Fees for the second half of the year are likely to be higher 
than for the first half year as a result of performance fees on some funds 



which will be taken based on performance for the 2022 calendar year. 
Therefore, no significant variances from forecast are shown at this stage. 

e) Transaction costs for the year to date are higher than anticipated because of 
the costs of redeeming and re-investing the Low Volatility allocation. 
Transaction costs for the remainder of the year are expected to be lower. 

f) Oversight and governance costs are still expected to be in line with the 
original budget forecast. Actuarial fees for 2022/23 will be higher than for the 
previous year as a result of the triennial valuation, but the expenditure to date 
includes costs relating to work done for individual employers which has yet to 
be recharged to those employers. 

 

5. CASH MANAGEMENT 

The following table shows that the unallocated cash on deposit, as at 30 September 
2022, was £45.8 million, plus $9.5 million in US Dollars. As at 31 October the cash 
on deposit had reduced to £25.4 million, with $8.3 million held in US Dollars. The 
cash held is being maintained at a target level of only 1% of the Fund, and it is 
therefore necessary to ensure its liquidity for cashflow purposes. 

 

Cash on Deposit 

GBP Deposits £m % £m %
Call and Notice Accounts Immediate 45.8 2.03 25.4 2.46

35 Day Notice 0.0 0.0

Term Deposits <30 Days 0.0 0.00 0.0 0.00

>30 Days 0.0 0.0

TOTAL GBP 45.8 2.03 25.4 2.46

USD Deposits $m % $m %

Call and Notice Accounts Immediate 9.5 3.02 8.3 3.13

Current 

as at 

31/10/22

Average 

Interest 

Rate

Type of Deposit Maturity 

period

Actual 

as at 

30/09/22

Average 

Interest 

Rate

 
 
Points to note: 

a) The weighted average rate being earned on GBP cash deposits, as at 30 
September 2022, was 2.03%. By the end of October this had increased to 
2.46% as rates have continued to improve with the Bank of England’s 
decision to increase the base rate by a further 0.5% up to 2.25% at the 
September meeting of the Monetary Policy Committee. 

b) The reduction in cash during October resulted from private market calls. A 
further £50 million was redeemed from the Diversified Returns Funds portfolio 
in early November to replenish the cash allocation following those calls and to 
meet further anticipated calls on private market commitments over the next  
2-3 months. 



c) The deposits in place during 2022-23 have fully complied with the Fund’s 
Treasury Management and Investment Strategy. 

 

6. VOTING AND ENGAGEMENT ACTIVITY 

 
As a responsible investor, the Fund should report regularly on its engagement 
activity. Voting and engagement are largely delegated to the Fund’s external 
investment managers. The voting records of the Fund’s principal equity managers at 
company meetings held over the last quarter is summarised in the following table. 

Votes Cast at Company Meetings in the quarter to 30 September 2022 

Manager

Number of 

Meetings

Number of 

Resolutions

Votes against 

management 

recommendation

Brunel / LGIM Passive Portfolios 286                3,552             538                          

Brunel - Active Portfolios 115                1,002             208                          

Quarter to 30 September 2022

 
 

Points to note: 

a) Brunel actively vote the shares held within their funds on behalf of their client 
funds, including Devon. The Brunel passive allocation will include all the 
companies in the relevant indices, both UK and across the developed world, 
hence there are many more meetings voted at than for the active portfolios. 
For the passive equity allocation Legal and General Investment Management 
(LGIM) manage the investments and voting on the shares is delegated to 
them, hence they are shown separately. On significant issues, Brunel may 
request that their shares held by LGIM are split out and a different vote made. 

b) The votes against management recommendations will reflect matters where 
there is concern that the company is not addressing the relevant issue and 
managing it effectively. The Devon Fund would expect that these votes 
against management should be primarily on the priority areas set out in the 
Fund’s Investment Strategy Statement. An analysis of the issues where votes 
have been cast against management recommendations is set out below. 



Votes against management recommendation by issue 
Quarter to 30 September 2022 

     Board stucture

     Remuneration

     Shareholder

 resolutions

     Capital structure and

 dividends

     Amend articles

     Audit and accounts

     Investment, mergers

 and acquisitions

     Other

104

51

16

16

11
5

0

5

Brunel Active Portfolios

 

Director Related

Remuneration

Capital Structure and Dividends

Audit and accounts

Environmental/Climate

Social/Human Rights/Diversity

Corporate Governance

Restructuring/M&A

Other

262

138

31

43

8
13

23

5

15

Brunel Passive (LGIM) Portfolios

 

c) The Fund is also a member of the Local Authority Pension Fund Forum 
(LAPFF), who undertake engagement activity on behalf of their member 
funds. Where significant issues arise on the agendas of company meetings, 
LAPFF will issue voting alerts, with recommendations on how to vote. The 
Devon Fund will then pass on these recommendations to Brunel and ask 
them to report back on how they have voted.  

d) The voting alerts issued during the quarter to 30 September are shown in 
Appendix 2 to this report. The table separates out Brunel’s votes through their 



active portfolios and the votes cast by LGIM on the passive portfolios. The 
rationale for how Brunel and LGIM voted is included in the Appendix. 

e) Brunel conduct significant engagement with investee companies on behalf of 
the Devon Fund and other clients. A breakdown of the engagement 
undertaken over the last quarter is summarised in the following charts: 

Number of Companies 
Engaged With, By Region 

 Breakdown of Issues  
Engaged On 
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44
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39.1%

28.8%

18.6%

13.5%

 

United Kingdom Environmental

Europe Social and Ethical

North America Governance

Asia/Pacific Strategy Risk and Communication

Emerging Markets  

f) More details on Brunel’s engagement can be found in their quarterly report. 

g) The LAPFF quarterly engagement report for the quarter to 30 September is 
attached at Appendix 3 to this report. The report again highlights the issues 
around tailings dams and in particular the impact on the communities affected 
by the collapse of tailings dams in Brazil.  

h) Linked to that issue, a class action complaint has been filed against BHP on 
behalf of purchasers of BHP Billiton Ltd. and/or BHP Billiton Plc. shares on 
the Australian, London and/or Johannesburg stock exchanges, in the Federal 
Court of Australia, for BHP’s failure to notify the market of the Fundão Dam 
failure risk and consequential financial risk. The class action is seeking total 
damages well in excess of US$1 billion for investors who held shares 
between 2012 and 2015, which includes the Devon Pension Fund. 

 
Angie Sinclair 
Director of Finance and Public Value 

 

[Electoral Divisions:  All]  

LOCAL GOVERNMENT ACT 1972:  
LIST OF BACKGROUND PAPERS: NIL 
Contact for Enquiries:  Mark Gayler  
Tel No:  01392 383621  Room: 196 



Appendix 1

Actual

Original 

Forecast

Actual to 

30 June

Revised 

Forecast

Variance 

from 

Original

2021/22 2022/23 2022 2022/23 Forecast
£'000 £'000 £'000 £'000 £'000

Contributions

Employers (128,172) (132,000) (66,050) (132,000) 0

Members (45,260) (45,000) (23,338) (45,000) 0

Transfers in from other pension funds: (13,324) (14,000) (7,630) (14,000) 0

(186,756) (191,000) (97,018) (191,000) 0

Benefits

Pensions 168,391 175,000 87,784 175,000 0

Commutation and lump sum retirement benefits 29,018 28,000 15,031 28,000 0

Lump sum death benefits 3,623 4,000 2,089 4,000 0

Payments to and on account of leavers 596 600 408 600 0

Transfers Out 26,037 10,000 4,484 10,000 0

227,665 217,600 109,796 217,600 0

Net Withdrawals from dealings with fund members 40,909 26,600 12,778 26,600 0

Investment Income

Received as Cash (31,129) (32,000) (21,101) (35,000) (3,000)

Reinvested by Fund Manager (2,518) 0 0 0 0

(33,647) (32,000) (21,101) (35,000) (3,000)

Administrative costs

Peninsula Pensions 2,429 2,500 1,860 2,500 0

2,429 2,500 1,860 2,500 0

Investment management expenses

External investment management fees - invoiced 1,684 1,500 1,123 1,500 0

External investment management fees - not invoiced 21,662 23,500 9,897 23,500 0

Custody fees 62 60 5 60 0

Transaction costs 1,794 1,500 1,315 1,500 0

Stock lending income & commission recapture (2) 0 0 0 0

Class Action Proceeds (43) 0 0 0 0

Other investment management expenses 24 30 7 30 0

25,181 26,590 12,347 26,590 0

Oversight and governance costs

Investment & Pension Fund Committee Support 81 90 53 90 0

Pension Board 40 44 23 44 0

Investment Oversight and Accounting 413 400 180 400 0

Brunel Pension Partnership 25 30 12 30 0

Legal Support 24 26 14 26 0

Actuarial Services 29 100 107 100 0

Investment Performance Measurement 109 100 47 100 0

Subscriptions 54 50 22 50 0

Internal Audit fees 37 35 0 35 0

External Audit fees 31 35 24 35 0

843 910 482 910 0

Total Management Expenses 28,453 30,000 14,689 30,000 0

Devon County Council Pension Fund Budget Forecast 2022/23



Appendix 2

LAPFF Voting Alerts

National Grid PLC - 11 July 2022 Active Portfolios held in: Sustainable Equities

Target Resolutions

LAPFF 

Recommen

dation

LGIM 

(Passive) 

Vote

Brunel 

(Active)   

Vote

Vote Outcome

19. To Approve the Climate Transition Plan Against For For Approved (98. 4% for)

SSE PLC - 21 July 2022 Active Portfolios held in: Low Volatility Global Equity

Target Resolutions
LAPFF 

Recommen

dation

LGIM 

(Passive) 

Vote

Brunel 

(Active)   

Vote

Vote Outcome

21. Net Zero Transition Report For For For Approved (98.9% for)

Rationale for vote:  LGIM voted in favour of the National Grid Climate Transition Plan. We commend the company’s efforts in 

committing to net-zero emissions across all scopes, setting an SBTi approved target and furthermore committing to the 

Business Ambition for 1.5C Campaign. They do however qualify their supporting vote with concerns around short-term targets 

and a lack of clarity as to whether electricity generation will be carbon-free from 2035 in advanced economies and 2040 

globally, as indicated within the IEAs net-zero by 2050 scenario. They expect to see further clarity from the company on 

whether they will meet this milestone. Brunel supported the plan. Whilst they had questions around the company's Scope 3 

target for gas, it was positive to hear the company's commitment around aligning to a specific gas-sector pathway, should one 

be developed. Follow-up meetings are planned to continue discussions.

Rationale for vote: Resolution supported by both LGIM and Brunel because the company has set SBTi approved 1.5 degree 

aligned targets and committed to net- zero across all scopes of emissions
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