
 

 
 

DF/23/81 
Investment and Pension Fund Committee  
15 September 2023 
 

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.  

 

1) Recommendation 

That the Committee be asked: 
(a) To approve the amendment of the strategic asset allocation targets for 2023/24 to 

reflect the table in Section 2 of the report. 
(b) To approve the reallocation of £50 million from Passive Equities to Sterling 

Corporate Bonds. 
(c) To approve the provision of flexibility to officers to increase the cash balance to up to 

4% on a temporary basis.  
(d) To note compliance with the 2023-24 Treasury Management Strategy. 

 

2) Fund Value and Asset Allocation 

The strategic asset allocation is set out in the Fund’s Investment Strategy Statement (ISS). 
The ISS shows the long term target allocation, and the target allocation for the year.  The 
target allocation for the year reflects the fact that the private markets allocations will take 
some time to be achieved as we wait for commitments to be called down.  

It is proposed that the revised targets for 23/24 be adopted as shown in the following table: 

Asset Class Long 
Term 

Target 

2022/23 
Target 

2023/24 
Target 

Sterling Corporate Bonds 7% 7% 7% 
Multi-Asset Credit 12% 12% 12% 
Cash 1% 1% 1% 
Total Fixed Interest 20% 20% 20% 
Passive Equities 25% 25% 25% 
Global High Alpha Equities 5% 5% 5% 
Global Smaller Companies 5% 5% 5% 
Emerging Market Equities 5% 5% 5% 
Sustainable Equities 10% 10% 10% 
Total Equities 50% 50% 50% 
Diversifying Returns Funds - 6% 3% 
UK Property 8% 8% 8% 
International Property 2% 2% 2% 
Infrastructure 9% 9% 9% 
Private Equity 4% 3% 3% 
Private Debt 4% 3% 4% 
Local Impact Portfolio 3% - 1% 
Total Alternatives/Other 30% 30% 30% 



 

 
 

The long-term target allocation now includes the amendments agreed at the last meeting of 
the Committee to set a 3% target for a local impact portfolio. An allocation to diversifying 
returns has been retained pending the drawdown of private market commitments, but the 
2023/24 target shows a reduced target anticipating the continuing build-up of the private 
debt and private equity portfolios and the first allocation(s) to the local impact portfolio. 
 
The table below shows the Fund value and the asset allocation for the Fund compared to 
the proposed 2023/24 target asset allocation as at 30 June 2023. 
 
Fund Value and Asset Allocation as at 30 June 2023 
 

Fund Value 

as at 

30.06.23

Fund asset 

allocation 

at 30.06.23

Variation 

from 

Target

£m % % %

Fixed Interest

Sterling Corporate Bonds 338.8 7 6.3

Multi-Asset Credit 646.2 12 12.0

Cash 30.3 1 0.6

1,015.3 20 18.9 -1.1

Equities

Passive Equities 1,465.0 25 27.3

Global High Alpha Equities 308.6 5 5.7

Global Smaller Companies 281.9 5 5.3

Emerging Markets 231.0 5 4.3

Sustainable Equities 521.3 10 9.7

2,807.8 50 52.3 +2.3

Alternatives/Other

Diversifying Returns Funds 372.3 3 6.9

UK Property 365.8 8 6.8

International Property 102.7 2 1.9

Infrastructure 480.9 9 9.0

Private Equity 51.6 3 1.1

Private Debt 166.5 4 3.1

Local Impact Portfolio 0.0 1 0.0

1,539.8 30 28.8 -1.2

Total Fund 5,362.9 100 100.0

Target 

allocation 

2023/24

 

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

a) The Fund value as at 31 March 2023 stood at £5,362.9 million, an increase of 
around £50 million over the quarter. 

b) The fixed income allocation is 1.1% below the target allocation, with the biggest 
underweight being to Sterling Corporate Bonds. The overweight to equities has 
increased to 2.3% above target. 



 

 
 

c) At the last meeting of the Committee, it was agreed that the UK and core global 
developed passive allocations should be consolidated into the Global Paris Aligned 
Benchmark passive fund. This has yet to be implemented due to the lower liquidity in 
markets during July and August. The intention is that the change will be implemented 
during the Autumn.  

d) It is proposed that when the passive consolidation is implemented, £50 million should 
be redeemed as part of the reallocation in order to reduce the overweight and be 
reallocated to the Sterling Corporate Bonds portfolio.  

e) Within Alternatives/Other, UK Property, private debt and private equity remain below 
the target allocation pending drawdown of commitments, while no investments have 
yet been made from the local impact allocation. The allocation to Quinbrook agreed 
at the last meeting has now been committed and an initial investment was called 
down in early September.   

f) Given that the private markets allocations in (c) above are below the 2023/24 target 
weight, the allocation to diversifying returns funds (DRF) remains considerably over 
the target weight for the year by 3.9%.  

g) With the increased level of interest rates, it is now possible to gain a return of over 
5% for cash investments. It may therefore make sense to hold a higher allocation to 
cash on a temporary basis, pending drawdown of private markets commitments, 
rather than retaining the 3% overweight to the DRF portfolio. The Committee are 
therefore asked to allow officers additional flexibility to increase the cash allocation to 
up to 4% of the Fund value on a temporary basis and bring down the DRF allocation 
to the 2023/24 target allocation. 

Geographical Weighting of Equity Allocation 

h) 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 2022 18.0 13.0 52.6 4.3 3.4 8.7

Fund: March 2023 17.7 15.1 50.0 4.2 2.7 10.3

FTSE All World 4.1 13.1 61.5 6.4 4.7 10.2
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i) As at 30th June, the Fund retained an overweight to the UK via the investment in the 
UK Climate Transition Benchmark (CTB) Tracker Fund. When the decision to 
consolidate the Fund’s passive equity allocation, including the UK CTB Funds, into 



 

 
 

the global developed Paris aligned benchmark fund is implemented, the UK 
allocation will more closely align to its weighting in the FTSE All World and other 
global indices.   

 
 
3) 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 2023/24 3 Years 5 Years

% % % pa % pa

Fund 1.3 1.3 6.6 4.8

Benchmark 1.9 1.9 8.1 6.3

Relative Return -0.6 -0.6 -1.5 -1.5

LGPS Universe 1.9 1.9 6.6 5.4

0

5

10

Return
%

 
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 achieved a positive return of +1.3% over the quarter to 30 June, compared with 
the fund strategic benchmark of +1.9%. The key areas of under-performance against 
benchmark were Sustainable Equities and Infrastructure.  
 
A breakdown of the performance of the Total Fund for the financial year to date and three 
years to 30 June 2023 and the comparative Index returns are shown in the following table:  
 



 

 
 

Performance to 30 June 2023 

Financial Year 

To Date
Three Years

Benchmark Description

Fund 

Return

Bench 

mark

Fund 

Return

Bench 

mark

% % % %

Fixed Interest

Investment Grade Bonds -2.5 -3.4 -7.8 -8.2 iBoxx Sterling Non-Gilts 
1

Multi-Asset Credit +1.8 +2.0 +2.5 +6.9 GBP SONIA +4% 
1

Cash +0.1 +1.1 +0.5 +1.1 GBP 7 Day LIBID

Equities

Passive Equities +3.7 +3.7 +10.9 +11.1 Devon Passive Index

Global High Alpha Equities +3.9 +4.1 +11.1 +11.6 FTSE World / MSCI World

Global Smaller Companies +0.3 +0.5 - - MSCI World Small Cap

Emerging Markets -2.4 -1.7 +0.3 +1.7 MSCI Emerging Markets

Sustainable Equities +0.1 +3.4 - - MSCI AC World 

Alternatives/Other

Diversifying Returns Funds +1.0 +2.0 +3.2 +5.2 GBP SONIA +4%
 1

UK Property +1.1 +0.3 +3.4 +2.3 AREF/IPD UK All Property

International Property -1.9 -4.0 +8.4 +7.0 MSCI Global Property

Infrastructure -1.0 +3.0 +6.7 +10.8 CPI + 4%
 1

Private Equity +0.5 +3.4 - - MSCI AC World 

Private Debt +4.1 +3.0 +9.3 +10.8 CPI + 4%
 1

Total Fund +1.3 +1.9 +6.6 +8.1  Devon Bespoke Index

Sector

 
Notes 
1. 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) The Sterling Corporate Bonds portfolio delivered a negative return of -2.5% in 

another difficult quarter for bonds, but performed better than the benchmark return of 
-3.4%.  

b) Within equities the biggest underperformance against benchmark was on 
Sustainable Equities. Positive investment returns over the quarter were driven by the 
outperformance of a small number of tech stocks (including Apple and Microsoft) at 
the very large cap end of the market cap spectrum, which contributed 85% of market 
return. The fund is underweight to these stocks, largely due to valuation 
considerations but also sustainable considerations when considering the investment 
case for Meta and Tesla.  

c) Infrastructure was the other significant area of relative underperformance over the 
quarter. Rising interest rates have impacted on both Infrastructure and Private 
Equity, as they have fed through to an increase in the cost of capital, most obviously 
in debt funding costs. This has impacted on valuations to some extent, while the use 



 

 
 

of an inflation plus benchmark for Infrastructure has contributed to the 
underperformance given the high current level of inflation.  

Currency Hedging 

d) The following graph shows the value of Sterling against a weighted average of the 
other major currencies, over the three years to 31 March 2023. 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 

Change to 100% Hedge Change to 50% Hedge

Change to 75% Hedge
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e) The value of the pound rose over the quarter from $1.236 as at 31 March 2023 to 
$1.2714 as at 30 June. As a result, the hedge ratio reduced to 50% towards the end 
of June. After recovering from the low point of the Autumn “mini-budget”, it now 
stands at a higher level than a year ago.   

f) Over the quarter, a fully hedged strategy would have delivered a higher return on the 
global developed passive portfolio, but over the longer periods of one and three 
years the hedging strategy has delivered a better return than both a fully hedged or a 
fully unhedged portfolio. This is illustrated in the following chart.  



 

 
 

Returns Cumulative Last Annualised

Since 31/06/20 Quarter 1 Year 3 Years

Hedged +41.5% +7.2% +17.3% +12.3%

Unhedged +38.0% +3.9% +13.4% +11.3%

Devon +45.1% +6.4% +17.7% +13.2%
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Cumulative Return over Three Years
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4) Funding Level 

The triennial actuarial valuation, as at 31 March 2022, carried out by the Fund Actuary, 
Barnett Waddingham, determined that the Devon Pension Fund had a funding level of 
98.4%.  
 
The Fund Actuary has provided a funding update, as at 30 June 2023, using the approach 
of rolling forward the data from the 2022 valuation, and updating it for subsequent 
investment returns, pension and salary increases. While it is not possible to assess the 
accuracy of the estimated liability as at 30 June 2023 without completing a full valuation, 
the results will be indicative of the underlying position.  
 
a) The returns over the period since the 2022 Triennial Valuation are shown in the 

following table. 
 

Return since 31 March 2022 compared with Actuarial Assumption 
 

Actuarial Actual

Assumption Return

2022/23 4.7% -1.5%

2023/24 4.7% 1.3%

Return since 31/3/22 (annualised) 4.7% -0.2%  
 
b) The negative annualised investment return of -0.2% since March 2022 is well below 

the Actuary’s assumption of a +4.7% return. This has a negative impact on the value 
of Fund assets and therefore on the funding level.  



 

 
 

 
c) The valuation of liabilities depends on the assumptions used by the Actuary, in 

particular those for pension and salary increases and the discount rate applied to 
liabilities. The assumptions used by the Actuary for the June 2023 funding update, 
compared with those used in the 2022 Triennial Valuation are shown in the following 
table. 
 

Pension Increases (CPI) 2.90% 2.48%

Salary Increases 3.90% 3.48%

Discount Rate 4.70% 4.85%

Actuarial Assumptions March 

2022

June

2023

 
 

d) The assumption for pension and salary increases has been reduced, but this is offset 
by the pension increase applicable from April 2023, which is now reflected as an 
actual increase. The average inflation assumed going forward therefore now 
excludes the April 2023 increase. 
 

e) The chart below shows the change in the estimated funding level between 31 March 
2022 and 30 June 2023. The circled items show the effect of employer and 
employee contributions paid into the fund over the year offset by the additional 
pension liability accrued over the year, and then the impact of the April 2023 pension 
increase offset by the reduced inflation assumption going forward. The biggest 
impact is from the negative investment return during 2022/23 which has the effect of 
reducing the funding level by 5.3%. 
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f) In summary, the estimated funding level as at 31 March 2023 is 93.8%, compared 
with the funding level as at the 2022 Triennial Valuation of 98.4%. While this is a 
decrease from the 2022 funding level, it is a slight improvement on the estimated 
level as at 31 March 2023, which was 93.3%. 
 

 

5) Budget Forecast 2023/24 

Appendix 1 shows the income and expenditure for 2023/24 against the original budget 
forecast. The following points should be noted. 

a) Contributions income and pension benefit payments to date are broadly in line with 
the budget. 

b) 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 budgeted income. 

c) The high actual expenditure to date on Peninsula Pensions is because the annual 
licence fee for the pension administration system is paid during the first quarter. In 
addition, Somerset Pension Fund will not have been invoiced for their share. 
Therefore, no significant variance is anticipated at year end at this stage. 

d) The invoiced investment management fees line represents the overhead costs of 
Brunel. All other fees are taken directly from the funds and are charged based on a 
percentage of the value of the assets under management. No significant variances 
are expected at this stage, but much will depend on asset performance over the rest 
of the financial year. 

e) Transaction costs for the year to date are higher than expected, to some extent 
reflecting initial costs in relation to new private market fund commitments. These will 
be carefully monitored over the remainder of the year. 

f) Oversight and Governance costs are anticipated to be in line with the budget 
forecast. The pattern of expenditure on these headings will be variable across the 
year depending on when charges are raised.  

 

6) Cash Management 

The following table shows that the unallocated cash on deposit, as at 30 June 2023, was 
£23.9 million, plus $3.4 million in US Dollars. By 31 August, the cash on deposit had 
increased to £52.1 million, plus $3.7 million in US Dollars. The increase in cash resulted 
from a redemption of £50 million from the Diversified Returns Fund portfolio in order to fund 
private markets calls. Further calls are expected during September.  

The cash held has been maintained at a target level of only 1% of the Fund, mainly for 
cashflow purposes, although the return now achievable from cash is significantly higher 
than it was 12 months ago. 



 

 
 

Cash on Deposit 

GBP Deposits £m % £m %
Call and Notice Accounts Immediate 18.9 4.79 37.1 5.18

35 Day Notice 0.0 0.0

Term Deposits <30 Days 5.0 5.00 15.0 5.90

>30 Days 0.0 0.0

TOTAL GBP 23.9 4.83 52.1 5.38

USD Deposits $m % $m %

Call and Notice Accounts Immediate 3.4 5.18 3.7 5.40

Type of Deposit Maturity 

period

Actual 

as at 

30/06/23

Average 

Interest 

Rate

Current 

as at 

31/08/23

Average 

Interest 

Rate

 
 
Points to note: 

a) The weighted average rate being earned on GBP cash deposits, as at 30th June 
2023, was 4.83%. By the end of August this had increased to 5.38% as rates have 
continued to improve as the Bank of England have continued to make regular 
increases to the base rate. 

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

 
 

7) Voting and Engagement 

As a responsible investor, the Fund should report regularly on its engagement activity. Each 
year the Financial Reporting Council (FRC) publishes a list of asset owners and asset 
managers who are accredited signatories to the UK Stewardship Code, which sets high 
standards for how asset owners should fulfil their responsibilities as owners of the assets 
they hold. The Devon Pension Fund are accredited signatories to the Code. 
 
Voting and engagement are delegated to the Brunel Pension Partnership for the actively 
managed equity portfolios and to Legal and General Investment Management (LGIM) for 
the passive portfolios. On significant issues, Brunel may request that their shares held by 
LGIM are split out and a different vote made. The voting records of Brunel and LGIM at 
company meetings held over the last quarter is summarised in the following table. 

Votes Cast at Company Meetings in the quarter to 30 June 2023 

Manager

Number of 

Meetings

Number of 

Resolutions

Votes against 

management 

recommendation

Brunel / LGIM Passive Portfolios 2,243             34,548          7,435                       

Brunel - Active Portfolios 544                7,214             1,314                       

Quarter to 30 June 2023

 
 



 

 
 

Points to note: 

a) Brunel actively vote the shares held within their funds on behalf of their client funds, 
including Devon. The Brunel/LGIM 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.  

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 the 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 June 2023 

     Board stucture

     Remuneration

     Shareholder

 resolutions

     Capital structure and

 dividends

     Amend articles

     Audit and accounts

     Investment, mergers

 and acquisitions

     Other

586

269

215

116

35
57

8 28

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

3840

1978

215

636

163
292

98 15 198

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) LAPFF issued a record number of voting alerts during the quarter to June. The 
second quarter of the calendar year is the period during which most companies hold 
their annual shareholder meetings. A summary of the voting alerts is attached at 
Appendix 2 to this report. This includes details of how Brunel and LGIM voted on the 
issues raised and their rationale for the way they cast their votes.  

e) Brunel and/or LGIM may take a different view to LAPFF on some of the issues 
raised, particularly where they think a company is moving in the right direction which 
should be encouraged, but where LAPFF still feel the company is falling short.  

f) Where Brunel and or LGIM have voted for resolutions urging companies to do more 
to transition their businesses and manage climate risk, the percentage of 
shareholders supporting these resolutions is growing, which is encouraging, but in 
nearly all cases the resolutions are still only supported by a minority of shareholders.  
While Brunel undertake the voting activity themselves via their engagement partner, 
many investors delegate the voting activity to their fund managers. Brunel have now 
begun to work with their underlying fund managers to encourage them to give 
greater emphasis to responsible investment issues in the way that they vote all their 
clients’ shares, in order to exert more influence on companies to change their 
practices. 

g) 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 

 

35

90

195

57

32

         

29.0%

24.1%

35.3%

11.6%

 

United Kingdom Environmental

Europe Social and Ethical

North America Governance

Asia/Pacific Strategy Risk and Communication

Emerging Markets  

 

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

i) The LAPFF quarterly engagement report for the quarter to 30 June is attached at 
Appendix 3 to this report. The report headlines on the number of voting alerts issued 
during the busy AGM season. It also outlines current engagement with oil companies 
and banks around climate change, and dialogue with companies in relation to the 
human rights issues around their supply chain management, with particular 
reference to Myanmar and the Uyghur population in China.  

 
 
 
 
Angie Sinclair 
Director of Finance and Public Value 
 
Electoral Divisions: All  
 

Local Government Act 1972: List of background papers 

Nil 
 
Contact for enquiries: 
Name: Mark Gayler  
Telephone: 01392 383621 
Address: Room 196 County Hall 
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