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1. THE ISSUE

1.1.

1.2.

1.3.

1.4.

The Funding and Risk Management Group (FRMG) is responsible for agreeing
the operational aspects relating to the Fund’s Risk Management Framework
(RMF) thereby ensuring that strategic objectives continue to be met.

Exempt Appendix 1 shows the individual risk management strategies are rated
green and are performing in line with expectation. At an aggregate level the
RMF is rated red due to the ongoing performance drag relative to a portfolio
which manages risk through physical asset allocation alone.

There was a total collateral interest rate buffer of ¢.5.8% at 31 Dec, which is
2.8% above the point at which the manager would engage with the Fund to
increase collateral. The collateral position has declined versus the prior quarter
due to the recent increase to index-linked gilt exposure.

Consistent with Fit for the Future guidance, an independent review of the RMF
is currently being undertaken by the Fund’s new pool, LPPI.

2. RECOMMENDATION
The Avon Pension Fund Investment Panel:

2.1.

Notes the performance of each of the underlying RMF strategies and
current collateral position as set out in Exempt Appendix 1.

3. FINANCIAL IMPLICATIONS

2.2.

The risk management strategies have been implemented to provide greater
certainty that the funding plan will be achieved and therefore contribution levels
will be stable and minimised. Any changes to the framework can affect the
level of employer contributions in the future.

4. RISK MANAGEMENT STRATEGY PERFORMANCE

41.

The underlying equity benchmark rose 3.5% over the quarter, with the equity
protection strategy (EPS) detracting 0.4% from the net equity performance.




Since inception the dynamic EPS has detracted c. 2.5% from equity returns and
reduced volatility by c. 24%.

4.2. The LDI trigger framework has now been replaced by the strategic index-linked
gilt exposure which targets a hedge ratio of 50% of the interest rate sensitivity
of the liabilities.

4.3. The average yield achieved as a result of the LDI restructure (implemented in
Q425) was CPI1+2.2%. The LDI manager uses leverage of c. 1.5x to achieve
the c.£1.8bn desired exposure and total transaction costs incurred were c.
£1.1m (c .0.03% of exposure traded).

5. RISK MANAGEMENT

5.1.An effective governance structure, defining clear responsibilities, and ensuring
that the decision-making body has an adequate level of knowledge and access to
expert advice, is a key aspect of the risk management process.

6. EQUALITIES
6.1.A proportionate equalities impact assessment has been carried out using
corporate guidelines and no significant issues have been identified.

7. CLIMATE CHANGE

7.1.The Fund is implementing a digital strategy across all its operations and
communications with stakeholders to reduce its internal carbon footprint in line
with the Council’s Climate Strategy. 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.

8. OTHER OPTIONS CONSIDERED
8.1. None

9. CONSULTATION

9.1. The Head of Pensions has had the opportunity to input to this report and has
cleared it for publication.
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