
 
Bath & North East Somerset Council 

 
MEETING: AVON PENSION FUND COMMITTEE 

MEETING 
DATE: 24 JUNE 2022 
TITLE: INVESTMENT PERFORMANCE AND STRATEGY MONITORING (for 

periods ending 31 March 2022)  

WARD: ALL 

AN OPEN PUBLIC ITEM  

List of attachments to this report: 
Exempt Appendix 1 – Quarterly Investment Monitoring Dashboard 
Appendix 2 – Mercer Quarterly Investment Performance Report 
Appendix 3 – Analytics for Climate Transition: Summary of progress 
Exempt Appendix 4 – Climate Stocktake feedback questions 

 
 

1 THE ISSUE 
1.1 This paper reports on the investment performance of the Fund and seeks to 

update the Committee on routine strategic aspects of the Fund’s investments 
and funding level, and policy and operational aspects of the Fund. 

1.2 The Mercer Investment Performance Report at Appendix 2 contains 
performance statistics for periods ending 31 March 2022. 

1.3 Section 9 and Appendix 3 reports on Mercer’s Analytics for Climate Transition 
analysis which monitors the Fund’s annual progress against its climate 
commitment and targets. The analysis also suggests further actions the Fund 
could take which will be considered as part of its strategic review later in 
2022/23 and to provide input for Brunel’s 2022 Climate Stocktake.  

1.4 The Committee are being asked to provide feedback on Brunel’s current 
Climate Policy as part of the 2022 Climate Stocktake. The questions to be 
considered are set out in Exempt Appendix 4. 

1.5 Appendices to this report including Minutes of the Investment Panel and the 
LAPFF Quarterly Engagement Report are now available in the Modern Gov 
library.    

2 RECOMMENDATIONS 
The Avon Pension Fund Committee is asked to: 
2.1 Note the progress made against our climate commitments in the Analytics 

for Climate Transition Analysis 
2.2 Provide feedback on the questions asked in Exempt Appendix 4 about 

Brunel’s current Climate Policy  



2.3 Delegate drafting responses to the questions in Exempt Appendix 4 to 
Officers and the Chair and Vice Chair following the meeting. 

2.4 Note the information set out in the report and appendices. 

 

3 FINANCIAL IMPLICATIONS 

3.1 The returns achieved by the Fund from 1 April 2020 will affect the 2022 triennial 
valuation. Section 4 of this report discusses the trends in the Fund’s liabilities 
and the funding level. 

4 FUNDING LEVEL  
4.1 Using information provided by the Actuary, Mercer has analysed the funding 

position as part of the report at Appendix 2 (section 3). This analysis shows the 
impact of both the assets and liabilities on the (estimated) funding level (based 
on the 2019 valuation assumptions). It should be noted that this is just a 
snapshot of the funding level at a particular point in time.   

4.2 Key points from the analysis are: 
a) The funding level decreased slightly over the period to c.100%. The surplus 

was estimated to have decreased over the quarter from £107m to £19m. 
b) This occurred as the value of the assets decreased, whilst the present 

value of the liabilities increased marginally. 

5 INVESTMENT PERFORMANCE 
A – Fund Performance   
5.1 The Fund’s assets decreased by £69m in the quarter (-1.1% net investment 

return) ending March 2022 giving a value for the Fund of £5,826m. Manager 
performance is monitored in detail by the Investment Panel. The Fund’s 
investment return and performance relative to the benchmark is summarised 
below.  
Table 1: Fund Investment Returns (Periods to 31 March 2022) 

 3 Months 12 Months 
3 Years 

(p.a) 
Avon Pension Fund (incl. currency hedging) -1.1% 10.0% 6.5% 
Avon Pension Fund (excl. currency hedging) -0.7% 10.8% 6.4% 
Strategic benchmark (no currency hedging) 1.6% 13.3% 9.1% 
Currency hedge impact -0.4% -0.8% 0.1% 

 
B – Portfolio Performance 
5.2 Brunel reports on the performance of the assets they manage on behalf of the 

Fund. The Brunel quarterly performance reports are available in the Modern 
Gov library. 

5.3 This was a challenging quarter for most asset classes as the sceptre of rising 
inflation and possible stagflation as a result of the war in Ukraine and further 
COVID lockdowns in China disrupted global trade and commodity prices. Given 
this backdrop, bond yields rose and global equity markets fell. Within equities, 



growth and quality stocks underperformed those that are more sensitive to 
commodity prices and economic activity. Our equity portfolios have a strong 
bias towards growth and quality stocks given our focus on responsible investing 
and carbon exposure management. As a result, performance was poor in 1Q22 
but this is in line with expectations given the approach taken to construct our 
portfolios. 
Specifically, the Global High Alpha and Global Sustainable Equity portfolios 
produced absolute returns of -8.0% (-5.8% on a relative basis) and -9.8% (-
7.5% on a relative basis) due to the significant Growth/Quality tilts. The Passive 
Paris Aligned Passive Portfolio also saw negative absolute returns of -3.7%, in 
line with its benchmark, with Utilities and Financials being two of the only 
positive contributors to returns over the quarter. In credit markets, Multi Asset 
Credit (MAC) posted a -2.7% return vs. the 1.1% cash benchmark, having been 
negatively affected by rising inflation and increased corporate and sovereign 
credit spreads. The Diversifying Returns Fund (DRF) manged to produce a 
positive 0.4% return with positive contributions coming from commodity moves 
and long currency positions in the Brazilian Real and Norwegian Kroner. Core 
Infrastructure, Renewable Infrastructure, Secured Income and Property 
portfolios all produced positive absolute returns despite the uncertainties 
brought on by supply chain issues and inflation. Of those mandates with a 1-
year track record the majority still earnt positive absolute returns over the year, 
with notable outperformance across the Brunel UK Property and IFM 
Infrastructure portfolios.   

C - Overview of Strategic Performance: 
5.4 The Mercer report in Appendix 2 provides strategic level information including 

total fund level performance, current funding level and an analysis of how the 
Fund’s mandates are performing against expected strategic returns. 

5.5 Asset Class Returns: Returns since the last valuation date (March 2019) for 
all equity mandates (with the exception of the passive Paris-aligned fund where 
track record is insufficient to draw conclusions) and core and renewable 
infrastructure are ahead of the assumed strategic returns used during the 
2019/20 investment review. International property is below expectations as the 
mandate has been impacted by the pandemic. Due to the way this portfolio 
invests (capital drawn down over time) the focus should be on longer-term 
performance. Brunel Diversifying Return Funds is also marginally behind 
expectations due to a dampening of performance over the past three quarters. 
Other mandates are either still in build-up phase or do not have a sufficient 
track record to properly compare against strategic return assumptions. 

5.6 Risk Management Framework (RMF): The Fund’s risk management 
framework seeks to provide greater certainty that the funding plan will be 
achieved and therefore contribution levels will be stable and minimised. The 
Committee review the strategic rationale for the RMF on an annual basis. 

5.7 Over the quarter the mandate has performed as expected and the manager is 
in compliance with investment guidelines. In summary: 
(I) No interest rate or inflation triggers were breached over the quarter.  
(II) The equity protection strategy detracted c.-0.04% from the underlying 

equity return of -5.8%.  
(III) The currency hedge detracted 0.4% over the quarter as Sterling 

weakened.  



(IV) Collateral remained sufficient to withstand the early warning and 
collateral top-up tests governing the framework. 

6 PORTFOLIO REBALANCING AND CASH MANAGEMENT 
Portfolio Rebalancing 
6.1 In line with recommendations from our equity review, the quarter saw the 

remaining balance of the Brunel Low Carbon Passive portfolio (c.£215m) 
switched into the Global Sustainable Equities Fund. The wind-down of the JPM 
hedge fund mandate continues with over 90% of the proceeds from the 
redemptions expected to settle by the end of the year.  

Private Markets Commitments to Brunel Portfolios  
6.2 The Fund has made commitments to several Brunel private markets portfolios, 

where those commitments are drawn down over time. The summary in Exempt 
Appendix 1 shows the pace of capital deployment remains on track. Further 
details relating to these portfolios can be found in the Brunel Quarterly Private 
Markets Report available in the Modern Gov library. 

Cash Management 
6.3 Cash is held by the managers at their discretion within their investment 

guidelines, and internally to meet working requirements. The officers closely 
monitor the management of the Fund’s cash held by the managers and 
custodian with a particular emphasis on the security of the cash.  

6.4 Management of the cash held internally by the Fund to meet working 
requirements is delegated to the Council's Treasury Management Team. The 
monies are invested separately from the Council's monies. 

7 INVESTMENT PANEL ACTIVITY 

7.1 The Investment Panel is responsible for addressing investment issues including 
the investment management arrangements and the performance of the 
investment managers. The Panel has delegated responsibilities from the 
Committee and may also make recommendations to Committee. The Panel’s 
last formal meeting was held on 27 May 2022.  

7.2 The Panel approved a collateral plan which sets out the sources of additional 
collateral if the assets held within the QIF become insufficient to support the risk 
management strategies. (Note that there are more than sufficient assets to use 
as collateral currently within the QIF). Implementation of the plan was 
delegated to FRMG so that timely decisions can be made.   

7.3 The draft minutes of this meeting provide a record of the Panel’s discussion 
and are available in the Modern Gov library. 

8 RESPONSIBLE INVESTMENT ACTIVITY  
8.1 Voting and Engagement Summary: Federated Hermes EOS provide voting 

and engagement services on behalf of the Fund. Summary reports available in 
the Modern Gov library disclose the number of companies and topics engaged 
on over the quarter. 

8.2 The Fund is a member of LAPFF, a collaborative body that exists to serve the 
investment interests of local authority pension funds. In particular, LAPFF seeks 



to maximise the influence the funds have as shareholders through co-ordinating 
shareholder activism amongst the pension funds. LAPFF’s activity in the 
quarter is summarised in their quarterly engagement report which is also 
available in the Modern Gov library. 

8.3 Shortly after the conclusion of the quarter, Brunel published its Annual RI & 
Stewardship Outcomes Report for the year ending 31 December 2021. Given 
the growing awareness of Biodiversity on investment materiality and with a 
clear mandate form underlying partner funds, the Report highlights ‘Biodiversity’ 
as a priority theme with examples of work relating to deforestation, palm oil, 
plastics, and water consumption. Brunel’s biodiversity strategy is set out on 
page 20 of the Report and includes commitments to proactively identify nature- 
and climate-positive investment solutions and support the development of best 
practice guidelines such as the Taskforce for Nature-related Financial 
Disclosures (TNFD).   

9 ANALYTICS FOR CLIMATE TRANSITION ANALYSIS (ACT) 
9.1 In order to monitor progress and, over time expand the scope of what is 

covered under the Fund’s existing climate objectives, the Fund agreed to 
undertake ACT analysis on an annual basis. The summary of the analysis 
presented at Appendix 3 includes details of how the Fund has decarbonised 
since it first undertook the analysis across a number of metrics including 
absolute emissions, Weighted Average Carbon Intensity (WACI) and Carbon 
Footprint. Most of the improvement is due to the removal of the Emerging 
Markets equity allocation. Additionally, the Fund has seen progress with 
respect to its transition capacity i.e. investments made in companies that are 
best placed to support the transition (based on Mercer’s proprietary model) as 
well as relative gains versus the decarbonisation flightpath used to determine 
emissions reductions required to meet net zero by 2050.  

9.2 A further point to note from the analysis is that emerging best practice from the 
Institutional Investors Group on Climate Change (IIGCC) has clarified guidance 
in respect of baseline dates to monitor progress since the analysis was 
undertaken last year. IIGCC propose December 2019 as the baseline date, 
where the Fund initially used a 2020 baseline. To futureproof the Fund and 
facilitate comparison versus Brunel (who also use a 2019 baseline), the Fund 
will rebase its absolute emissions, carbon footprint and WACI to 2019 for this 
analysis to ensure the existing emissions targets remain appropriate and 
consistent with guidance.  

9.3 The progress demonstrated in this report will be included in our 
communications to all stakeholders and interested parties about our 
responsible investing and climate policies as well as in more formal TCFD and 
FRC reporting.  

9.4 The Committee are asked to note the progress made. The analysis will be 
included as part of the Strategic Review later in the year.  

10 BRUNEL CLIMATE STOCKTAKE 
10.1 Brunel have started their 2022 Climate Stocktake. The initial stage is to 

consider whether their current Climate Policy remains appropriate and 
whether it is still in line with client priorities. As part of this review they are 
seeking the views of each committee and have issued a set of questions for 
us to consider.  

https://www.brunelpensionpartnership.org/wp-content/uploads/2022/04/Brunel-Outcomes-Report-2022.pdf
https://www.brunelpensionpartnership.org/wp-content/uploads/2022/04/Brunel-Outcomes-Report-2022.pdf


10.2 Brunel’s current policy has 5 pillars based on the challenges identified in 
2019/20 when they developed the policy, namely: 

a) Policy – making investment and financial markets work 
b) Products – designing climate transition solutions 
c) Portfolios – making sure we invest where it matters 
d) Positive impact – delivering and evidencing progress 
e) Persuasion – using our power as investors to convince others to change 

10.3 Brunel is seeking specific feedback from Pension Committees on five issues: 
one relating to the overriding policy objective and four relating to specific 
elements of the policy. The questions can be found in Exempt Appendix 4.  

10.4 Following the discussion at the meeting, Officers will draft the responses on 
behalf of the Committee for final approval by the Chair and Vice Chair. They 
will be circulated to committee members once finalised. 

11 RISK MANAGEMENT 
11.1 A key risk to the Fund is that the investments fail to generate the returns 

required to meet the Fund’s future liabilities. This risk is managed via the Asset 
Liability Study which determines the appropriate risk adjusted return profile (or 
strategic benchmark) for the Fund and through the selection process followed 
before managers are appointed. This report monitors (i) the strategic policy and 
funding level in terms of whether the strategy is on course to fund the pension 
liabilities as required by the funding plan and (ii) the performance of the 
investment managers. An Investment Panel has been established to consider 
in greater detail investment performance and related matters and report back to 
the committee on a regular basis. 

12 CLIMATE CHANGE 
12.1 The Fund is implementing a digital strategy across all its operations and 

communications with stakeholders to reduce its internal carbon footprint. The 
Fund acknowledges the financial risk to its assets from climate change and 
addresses this through its strategic asset allocation to Paris Aligned Global 
Equities, Sustainable Equities and renewable energy opportunities. The 
strategy is monitored and reviewed by the Committee. 

13 OTHER OPTIONS CONSIDERED 
13.1 None. 

14 CONSULTATION 
14.1 The Council's Monitoring Officer and Section 151 Officer have had the 

opportunity to input to this report and have cleared it for publication. 

Contact person  Nathan Rollinson, Investments Manager (Tel: 01225 395357) 
Background 
papers 

Data supplied by Mercer & SSBT Performance Services 
Mercer ACT report 2022 
Brunel Climate Policy 2020 
 

Please contact the report author if you need to access this report in an 
alternative format 


