
 

 
 

DFP/24/25 
Investment and Pension Fund Committee  
1 March 2024 
 

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 note the Investment Management Report. 
(b) To approve rebalancing within the Equities allocation by adding £25 million to the 

Sustainable Equities and £35 million to the Emerging Markets portfolios, funded from 
the Passive Equities allocation. 

(c) To note compliance with the 2023-24 Treasury Management Strategy. 

 

2) Fund Value and Asset Allocation 

 
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 31 December 2023. 
 
Fund Value and Asset Allocation as at 31 December 2023 
 

Fund Value 

as at 

31/12/23

Fund asset 

allocation 

at 31/12/23

Variation 

from 

Target

£m % % %

Fixed Interest

Sterling Corporate Bonds 427.4 7 7.6

Multi-Asset Credit 694.1 12 12.3

Cash 162.5 1 2.9

1,284.0 20 22.8 +2.8

Equities

Passive Equities 1,533.4 25 27.2

Global High Alpha Equities 325.8 5 5.7

Global Smaller Companies 289.7 5 5.1

Emerging Markets 239.3 5 4.2

Sustainable Equities 539.7 10 9.6

2,927.9 50 51.8 +1.8

Target 

allocation 

2023/24

 



 

 
 

Fund Value 

as at 

31/12/23

Fund asset 

allocation 

at 31/12/23

Variation 

from 

Target

£m % % %

Alternatives/Other

Diversifying Returns Funds 163.7 3 2.9

UK Property 364.4 8 6.5

International Property 98.5 2 1.7

Infrastructure 517.9 9 9.2

Private Equity 72.1 3 1.4

Private Debt 192.3 4 3.4

Local Impact Portfolio 17.3 1 0.3

1,426.2 30 25.4 -4.6

Total Fund 5,638.1 100 100.0

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 December 2023 stood at £5,638.1 million, an increase of 
£275 million over the last quarter, and around £325 million over the financial year to 
date. 

b) Sterling Corporate Bonds and Multi-Asset Credit are both above the target weighting. 
While there is still significant uncertainty around the global economy, the expectation 
is that interest rates in the US and the UK will begin to come down in the latter half of 
2024. In those circumstances, it is proposed to retain the small overweight position 
for the time being. 

c) The passive allocation has now been consolidated into the Global Paris Aligned 
Benchmark passive fund. As part of the consolidation, £50 million was withdrawn to 
rebalance the allocation back towards target. However, the strong equity 
performance during November and December means that the weighting remains 
above the target level. 

d) Within equities, Sustainable Equities and Emerging Markets are both underweight. It 
is proposed to add £25 million to the Sustainable portfolio and £35 million to the 
Emerging Markets portfolio to bring them up to target, funded from the overweight 
passive allocation. 

e) The main underweight allocation continues to be that to Alternatives/Other. The 
Property allocation in particular has struggled over the last year, and now stands at 
1.8% below target (UK and International combined). Brunel have made commitments 
to a couple of property funds as part of bringing our portfolio in line with their model 
portfolio.  

f) Significant commitments have been made to bring private debt and private equity up 
to the target level, but these will still take some time to be fully drawn. 

Geographical Weighting of Equity Allocation 

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



 

 
 

 

 

h) The decision to consolidate the Fund’s passive equity allocation, including the UK 
Fund, into the global developed Paris aligned benchmark fund was implemented in 
late October. This has reduced the UK allocation from 17.7% to 4% of the Equities 
allocation, meaning that the geographical split of holdings now more closely aligns to 
the weightings 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 

 
Source for LGPS Universe: PIRC Local Authority Pension Performance Analytics 
 

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

UK Europe North Asia/ Emerging

Ex UK America Pacific Markets

                %

Fund: March 2023 17.7 15.1 50.0 6.9 10.3

Fund: Dec 2023 4.0 17.1 62.0 6.7 10.2

FTSE All World 3.9 12.5 63.1 10.7 9.8
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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 +5.2% for the quarter to 31 December, taking the 
return for the financial year to date up to +6.6%, compared with the fund strategic 
benchmark of +7.7%. Despite lagging the Fund’s benchmark, the return was ahead of the 
LGPS Universe average of +5.5%. 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 31 December 2023 and the comparative Index returns are shown in the following 
table:  
 
Performance to 31 December 2023 

Financial Year 

To Date
Three Years

Benchmark Description

Fund 

Return

Bench 

mark

Fund 

Return

Bench 

mark

% % % %

Fixed Interest

Investment Grade Bonds +7.6 +6.1 -4.5 -4.9 iBoxx Sterling Non-Gilts 
1

Multi-Asset Credit +9.4 +6.7 +1.5 +5.9 GBP SONIA +4% 
1

Cash +4.9 +3.6 +2.0 +2.0 GBP 7 Day LIBID

Equities

Passive Equities +12.4 +12.4 +9.4 +9.5 Devon Passive Index

Global High Alpha Equities +9.7 +11.9 +7.3 +10.3 FTSE World / MSCI World

Global Smaller Companies +3.1 +8.1 +3.1 +5.8 MSCI World Small Cap

Emerging Markets +1.1 +2.8 -4.6 -2.5 MSCI Emerging Markets

Sustainable Equities +3.6 +10.9 +3.6 +8.7 MSCI AC World 

Alternatives/Other

Diversifying Returns Funds +6.3 +6.7 +3.0 +6.1 GBP SONIA +4%

UK Property -0.9 -1.4 +1.9 +1.3 AREF/IPD UK All Property

International Property -4.9 -5.0 +6.1 +5.3 MSCI Global Property

Infrastructure +1.4 +5.6 +7.2 +10.8 CPI + 4%
 1

Private Equity -0.6 +10.9 - - MSCI AC World 

Private Debt +9.1 +5.6 +10.6 +10.8 CPI + 4%
 1

Local Impact Portfolio +1.0 +2.3 - - 7% p.a. Return

Total Fund +6.6 +7.7 +5.1 +6.9  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 and Multi-Asset Credit portfolios have both delivered a 
positive return ahead of benchmark over the year to date, having previously 
struggled during the period of rapid increases in interest rates. 

b) Over the quarter, the Sustainable Equities and Emerging Markets portfolios 
performed above benchmark, but all the active equity portfolios have 
underperformed against benchmark over both the current financial year to date and 
over the three year period. Over the medium term, underweights on the big seven 
tech stocks and on the energy sector have detracted from performance across the 
equity portfolios. The last quarter performance has been more impacted   by 
individual stock selection, rather than macro-economic factors. 

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 continuing high level of inflation.  

d) Both UK and International Property have seen negative returns over the year to date 
during a period where property markets in general have fallen. But both are ahead of 
their respective benchmarks over both the financial year to date and the three year 
period. 

Currency Hedging 

e) The following graph shows the value of Sterling against a weighted average of the 
other major currencies, over the three years to 31 December 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 
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f) Previously, the currency hedging strategy was applied to the Global Developed 
Passive allocation. Following the consolidation of the passive allocation into the 
Global Developed Paris Aligned Benchmark (PAB) fund, the strategy has now been 
applied to the PAB allocation. The dotted line in the chart below marks the date of 
transition, and the return figures represent the returns of the Global Developed 
Passive funds up to 31 October and the Paris Aligned funds (hedged and unhedged) 
thereafter.  

g) The hedge ratio had increased to 75% at the end of September, after the pound had 
fallen to $1.2207. The pound then rose to $1.2747 as at the end of December. As a 
result of the increasing value of the pound, over the quarter the hedged portfolio 
delivered a higher return than the unhedged portfolio. 

h) 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.  

 

 

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 31 December 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 31 December 2023 without completing a full 
valuation, the results will be indicative of the underlying position.  

Returns Cumulative Last Annualised

Since 31/12/20 Quarter 1 Year 3 Years

Hedged +27.3% +10.1% +23.5% +8.4%

Unhedged +32.6% +6.9% +17.2% +9.9%

Devon +33.8% +9.3% +22.9% +10.1%
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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 

 

 
b) The annualised investment return of +2.1% 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 December 2023 funding 
update, compared with those used in the 2022 Triennial Valuation are shown in the 
following table. 
 

 
 

d) The assumption for pension and salary increases has been reduced, but this is offset 
by the pension increase applicable from April 2023 and the increase that will be 
applicable from April 2024, which are now reflected as actual increases. 
 

e) The assumed discount rate going forward has also increased slightly. Other LGPS 
Funds, where their actuaries have based their discount rate on a margin above gilt 
yields, have seen significant improvements in funding levels due to the current 
elevated level of gilt yields. In some cases, discount rates in excess of 6% are being 
applied. However, it is thought that the discount rate used by Barnett Waddingham, 
based on the Fund’s investment strategy, provides a more realistic view of the 
current funding position. 
 

f) The chart below shows the change in the estimated funding level between 31 March 
2022 and 31 December 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 and the increase to be applied from April 2024, 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 4.5%. 
 

Actuarial Actual

Assumption Return

2022/23 4.7% -1.5%

2023/24 4.7% 5.2%

Return since 31/3/22 (annualised) 4.7% 2.1%

Pension Increases (CPI) 2.90% 2.43%

Salary Increases 3.90% 3.43%

Discount Rate 4.70% 4.79%

Actuarial Assumptions March 

2022

December

2023



 

 
 

 
 

g) In summary, the estimated funding level as at 31 March 2023 is 93.0%, compared 
with the funding level as at the 2022 Triennial Valuation of 98.4%. 
 

 

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 to date is ahead of the budget and is forecast to be higher than 
the original budget forecast for the year. There have also been a high number of 
transfers in processed during the year to date, and these are now forecast to be 
higher than the original budget. 

b) Pension lump sum payments have been higher than anticipated, and there have 
been more transfers out. These are both now forecast to be higher than the original 
budget forecast. 

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 budgeted income. 

d) 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, the invoice for the quarter to December to the Somerset Pension Fund had 
yet to be issued. However, a small overspend of £60,000 is anticipated resulting from 
the IT updates required to implement the McCloud judgement. 

e) The invoiced investment management fees line represents the overhead costs of 
Brunel. All Brunel invoices for the year have now been paid with a small underspend 
of £16,000. 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. 

f) 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, particularly 
private equity. The forecast for the year has been increased to reflect that. 

g) Oversight and Governance costs are anticipated to be broadly in line with the budget 
forecast, with small variances on actuarial costs and performance measurement. 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 31 December 2023, 
was £164.2 million, plus $1.7 million in US Dollars. At 31 January, the cash on deposit was 
little changed at £167.6 million, plus $4.5 million in US Dollars. A higher proportion of the 
cash was held in immediately available funds, in anticipation of a £42 million capital call 
from the Greencoat Wessex Gardens Fund.  

As agreed at the September meeting of the committee, a higher level of cash is currently 
being held, given that rates of between 5% and 6% can now be achieved. 

Cash on Deposit 

 
 
Points to note: 

a) The weighted average rate being earned on GBP cash deposits, as at 31st 
December 2023, was 5.55%. Given that rates have now stabilised, the average rate 
was little changed at the end of January. 

b) The deposits in place during 2023-24 have fully complied with the Fund’s Treasury 
Management and Investment Strategy. 

 
 

GBP Deposits £m % £m %
Call and Notice Accounts Immediate 39.2 5.31 67.6 5.26

35 Day Notice 0.0 0.0

Term Deposits <30 Days 0.0 0.0

>30 Days 125.0 5.62 100.0 5.68

TOTAL GBP 164.2 5.55 167.6 5.51

USD Deposits $m % $m %

Call and Notice Accounts Immediate 1.7 5.44 4.5 5.40

Current 

as at 

31/01/24

Average 

Interest 

Rate

Type of Deposit Maturity 

period

Actual 

as at 

31/12/23

Average 

Interest 

Rate



 

 
 

7) Voting and Engagement 

As a responsible investor, the Fund should report regularly on its engagement activity. The 
Devon Pension Fund is committed to responsible stewardship and believes that through 
stewardship it can contribute to the care, and ultimately long-term success, of all the assets 
within our remit. 
 
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.  
 
During February we have been notified that the Devon Pension Fund has been re-
accredited as signatories to the Code for the third consecutive year on the basis of its 
stewardship activity and reporting in 2022/23. The outcome letter commented that there 
had been improvements in reporting compared to the previous year. It also noted some 
minor areas for further improvement which will be addressed in the 2023/24 Annual Report. 
 
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 are summarised in the following table. 

Votes Cast at Company Meetings in the quarter to 31 December 2023 

 
 

Points to note: 

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

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. 

Manager

Number of 

Meetings

Number of 

Resolutions

Votes against 

management 

recommendation

Brunel / LGIM Passive Portfolios 61                  653                171                          

Brunel - Active Portfolios 101                630                116                          

Quarter to 31 December 2023



 

 
 

Votes against management recommendation by issue 
Quarter to 31 December 2023 

     Board stucture

     Remuneration

     Shareholder

 resolutions

     Capital structure and

 dividends

     Amend articles

     Audit and accounts

     Investment, mergers

 and acquisitions

     Other

45

32

10

5

17

5

1

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

90

45

3

20

4 6 3

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. We only received one voting alert during the quarter, related to BHP Billiton, 
which was not held in any of our portfolios at the time of the AGM. 

d) We also received representations from a fund member in relation to the Microsoft 
AGM held on 7th December, asking us to support two shareholder resolutions, one 
related to reporting on human rights, and one around the risks of Artificial Intelligence 
(AI). These are summarised in the table below: 

Microsoft AGM Shareholder Resolution Votes 

Resolution LGIM 
(Passive) 

Vote 

Brunel 
(Active) 

Vote 

Rationales 

Report on Risks of 
Operating in Countries 
with Significant Human 
Rights Concerns 

For For A vote FOR this proposal was 
warranted. Shareholders 
would benefit from increased 
disclosure regarding how the 
company is managing human 
rights-related risks in high-risk 
countries. 

Report on Risks Related to 
AI Generated 
Misinformation and 
Disinformation 

Against For Brunel supported the 
resolution as the proposal 
promoted better management 
of ESG opportunities and risks 
and promoted transparency.  

LGIM applied a vote against 
this resolution as they 
considered that at the present 
time the company is a leader 
in its disclosures, governance 
processes and mitigation 
steps it is taking on risks 
posed by its operations from 
generative AI. 

 

e) Neither resolution was approved at the AGM. The human rights item gained 33.6% 
support from shareholders; the AI resolution was supported by 21.2% of 
shareholders. 

f) 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 

         

United Kingdom Environmental

Europe Social and Ethical

North America Governance

Asia/Pacific Strategy Risk and Communication

Emerging Markets  

 

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

h) The LAPFF quarterly engagement report for the quarter to 31 December is attached 
at Appendix 2 to this report. Highlights include:   

 An overview of the 2023 LAPFF conference, detailing discussions on various 
important topics including electric vehicle (EV) supply chains and the biodiversity 
crisis. 

 A continued push on the ‘Say on Climate’ initiative, aimed at encouraging more 
companies to present their climate transition plans for shareholder voting. 

 Active engagement with insurance companies regarding climate change, which 
included meetings with AIA, AXA, Legal & General, Lloyds Banking Group, and 
Ping An. 

 Engagement efforts focused on mining and human rights, particularly with Grupo 
Mexico and Glencore. This included organising a seminar for investors featuring 
communities from Colombia and Peru impacted by Glencore’s mining projects. 

 Discussions with German technology giant SAP to address the management of 
adverse human rights impacts, including issues of discrimination, arising from 
advancements in artificial intelligence (AI) technologies. 

 Issuance of a voting alert concerning BHP, highlighting concerns over the 
company’s climate-related practices and its corporate culture regarding human 
rights.  

 Continued engagement with The Home Depot through the Investor Alliance for 
Human Rights’ Uyghur Working Group, aimed at addressing the company’s 
response to allegations of Uyghur forced labour within its supply chains. 



 

 
 

 Meeting with the chair of Barclays to gain insight into the company’s efforts to 
enhance its corporate governance in light of allegations associated with its 
former executive and Jeffrey Epstein.  

 

 
 
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 



Appendix 1

Actual

Original 

Forecast

Actual to 

31 Dec Revised Variance

2022/23 2023/24 2023/24 Forecast 2023/24
£'000 £'000 £'000 £'000 £'000

Contributions

Employers (141,245) (165,000) (132,945) (180,000) (15,000)

Members (49,905) (52,000) (39,711) (52,000) 0

Transfers in from other pension funds: (13,253) (14,000) (17,962) (20,000) (6,000)

(204,403) (231,000) (190,618) (252,000) (21,000)

Benefits

Pensions 176,799 200,000 146,736 200,000 0

Commutation and lump sum retirement benefits 27,720 30,000 26,032 33,000 3,000

Lump sum death benefits 3,826 4,000 4,262 4,000 0

Payments to and on account of leavers 981 1,000 723 1,000 0

Transfers Out 9,140 10,000 10,296 12,000 2,000

218,466 245,000 188,049 250,000 5,000

Net Withdrawals from dealings with fund members 14,063 14,000 (2,569) (2,000) (16,000)

Investment Income (39,113) (40,000) (32,873) (40,000) 0

Administrative costs

Peninsula Pensions 2,602 2,864 2,934 2,924 60

2,602 2,864 2,934 2,924 60

Investment management expenses

External investment management fees - invoiced 1,511 1,650 1,634 1,634 (16)

External investment management fees - not invoiced 21,602 24,000 16,503 24,000 0

Custody fees 30 35 7 35 0

Transaction costs 1,980 1,800 3,135 3,500 1,700

Class Action Proceeds 0 0 0 0 0

Other investment management expenses 27 30 14 30 0

25,150 27,515 21,293 29,199 1,684

Oversight and governance costs

Investment & Pension Fund Committee Support 92 95 65 95 0

Pension Board 41 45 31 45 0

Investment Oversight and Accounting 388 420 243 420 0

Brunel Pension Partnership 20 10 0 10 0

Legal Support 37 30 4 30 0

Actuarial Services 107 40 98 70 30

Investment Performance Measurement 72 75 56 56 (19)

Subscriptions 58 61 16 61 0

Internal Audit fees 21 24 0 24 0

External Audit fees 47 50 (13) 50 0

883 850 500 861 11

Total Management Expenses 28,635 31,229 24,727 32,984 1,755

Devon County Council Pension Fund  Budget Forecast 2023/24
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