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London Borough of Hammersmith and Fulham 

Infrastructure Investment Proposal 
 

Introduction 

This note has been prepared for the Pensions Sub-Committee (“the Sub-Committee”) of the London Borough of 

Hammersmith & Fulham Pension Fund (“the Fund”) as a follow up to discussions at the meeting on 18 July 2017. 

The purpose of this paper is to provide the Sub-Committee with a recommendation to rebalance the overall asset 

mix and recommend a change to the strategic benchmark. 

The table below shows the current allocation, as at 30 June 2017, by asset class. 

Asset Class 30 June 

2017 

30 June 

2017 

Benchmark 

Allocation  

Relative 

Allocation 

Total Equity £519.9m 51.9% 45.0% +6.9% 

Total Dynamic Asset 

Allocation 
£190.1m 19.0% 20.0% -1.0% 

Total Private Equity £7.7m 0.8% 0.0% +0.8% 

Total Secure Income £130.2m 13.0% 20.0% -7.0% 

Total Inflation Protection £142.6m 14.2% 15.0% -0.8% 

Total Cash £10.8m 1.1% 0.0% +1.1% 

Total £1,001.3m 100.0% 100.0%  

 

Recommendations 

1. Disinvest £60m from the equity portfolio, bringing the equity allocation more closer in-line with the 45% 

strategic benchmark. Invest £30m in Ruffer, to be used to fund capital calls for the Partners Group 

Infrastructure mandate. Invest £30m to a new allocation to Aviva Investors Infrastructure Income Fund, 

bringing the Secure Income portfolio more closer in-line with the 20% strategic benchmark. 

2. Change the strategic benchmark within the equity portfolio to 67% LGIM, 33% Majedie (from 50%/50%). 
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Equity overweight / Secure Income underweight 

The Fund is overweight the agreed equity allocation, partly as a result of strong returns from markets and also 

reflecting the balance of the infrastructure mandate awaiting drawdown. Although the Fund is currently 

underweight its Secure Income allocation, the underweight should naturally reduce over the next 12 – 18 months 

as the allocation to Partners Group Direct Infrastructure increases as the fund is drawn down further. The Fund 

committed €55m (c. £49.5m based on current exchange rates) to the product and therefore, once fully drawn, this 

should bring the Partners Group Direct Infrastructure allocation up to c. 4.9%, bringing the Secure Income 

allocation up to c. 17.4%. This would mean the remaining underweight to Secure Income is c. 2.6%. 

In the first instance, any infrastructure capital calls are to be sourced from the cash held in the LGIM Liquidity Fund 

(£10.8m) with the remaining c. £32.8m to be taken from the equity allocation. The table below shows the 

estimated allocation when the Partners’ infrastructure mandate is fully drawn, under this current funding 

arrangement. 

Asset Class 30 June 

2017 

30 June 

2017  

Benchmark 

Allocation  

Relative 

Allocation 

Movements 

Total Equity £487.1m 48.6% 45.0% +3.6% -£32.8m 

Total Dynamic Asset 

Allocation 
£190.1m 19.0% 20.0% -1.0% 

 

Total Private Equity £8.3m 0.8% 0.0% +0.8%  

Multi Asset Credit £53.1m 5.3%    

Diversified Credit 

Strategy 
£71.2m 7.1%  

  

Direct Infrastructure £49.5m 4.9%   +£43.6m 

Secure Income £173.8m 17.4% 20.0% -2.6%  

Total Inflation 

Protection 
£142.0m 14.2% 15.0% 

-0.8%  

Liquidity Fund - - 0.0% - -£10.8m 

Total £1,001.3m 100.0% 100.0%   

 

At the 20 June Committee Meeting concerns about the level of equity markets was discussed with the general 

consensus being steps should be considered which would reduce exposure, with the Fund affectively locking in 

some of the benefits from the recent performance. As Partners Group is expected to draw down capital to the 

Infrastructure mandate over a 12 – 18 month period, the Sub-Committee expressed concerns on continuing to hold 

assets ‘earmarked’ for Partners Group in equities for this length of time, citing Ruffer as a potentially less volatile 

product where the cash could be held. 

The exact pound amount needed to fund Partners infrastructure is not known at this stage given the investment 

has been made in euros. Therefore we would recommend moving £30m from equities to Ruffer. We address where 

specifically to take the equity disinvestment from later in this paper. 
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Remaining equity overweight and Secure Income Underweight. 

The table below shows the estimated asset allocation after the recommended £30m move from equity to Ruffer. 

Asset Class 31 Mar 

2017 

31 Mar 

2017  

Benchmark 

Allocation  

Relative 

Allocation 

Movements Comments 

Total Equity £489.9m 48.9% 45.0% +3.9% -£30m 
£39.3m 

overweight 

Total Dynamic 

Asset 

Allocation 

£220.1m 22.0% 20.0% +2.0% +£30m 

 

Total Private 

Equity 
£7.7m 0.8% 0.0% 

+0.8%   

Multi Asset Credit £53.1m 5.3%    

Structural 3% 

underweight* 

Diversified Credit 

Strategy 
£71.2m 7.1%  

  

Direct 

Infrastructure 
£5.9m 0.6%  

  

Secure Income £130.2m 13.0% 20.0% -7.0%  

Total Inflation 

Protection 
£142.6m 14.2% 15.0% -0.8% 

  

Liquidity Fund £10.8m 1.1% 0.0% +1.1%   

Total £1,001.3m 100.0% 100.0%    

*Partners Group Infrastructure fund is expected to be c. 5% of the total Fund once the mandate is fully drawn down, bringing the 

Secure Income portfolio allocation to c. 17%. 

Following the infrastructure manager selection meeting on 18 July, the Sub-Committee agreed that Aviva Investors’ 

Infrastructure Income Fund was the preferred candidate given the money would be drawn down and invested 

within a relatively short period. Recognising that the Partners Group MAC fund and Partners Group Infrastructure 

fund are closed ended vehicles, and recognising that the holding in Oak Hill Advisor’s DCS Fund is already above 

7%, we would recommend making a 3% allocation to Aviva, altering the underlying benchmark allocation within 

the Secure Income portfolio as shown in the table below. 

Asset Class 31 Mar 2017 31 Mar 2017  Proposed Benchmark Allocation  

Multi Asset Credit £53.1m 5.3% 5.0% 

Diversified Credit Strategy £71.2m 7.1% 7.0% 

Direct Infrastructure 
£5.9m 

0.6%  

(4.9% once funded) 
5.0% 

Aviva Investors Infrastructure £30.0m* (3.0% once funded) 3.0% 

Secure Income £130.2m 
13.0% 

20.3% once funded 
20.0% 

Total Fund £1,001.3m 100.0% 100.0% 

*Proposed investment. 
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Equity portfolio allocation 

With the recommendation to disinvest £60m from the equity portfolio (£30m to be invested in Ruffer and £30m to 

be invested in a new Aviva Infrastructure mandate), consideration should be given to where to take the 

disinvestment from. The table below shows the current allocation within the equity portfolio, including the split 

across the three Majedie fund holdings. 

Asset Class 30 June 2017 30 June 2017 Benchmark Allocation  Relative Allocation 

Majedie £223.8m 22.4% 22.5% -0.1% 

UK Equity Fund £130.9m 13.1%   

UK Focus Fund £78.4m 7.8%   

Tortoise Fund £14.5m 1.4%   

LGIM £296.1m 29.6% 22.5% 7.1% 

Total £519.9m 51.9% 45.0% +6.9% 

 

The LGIM allocation is currently 7.1% overweight whereas the Majedie allocation is 0.1% underweight. However, 

we would recommend that the proposed £60m disinvestment is taken from Majedie, in particular the UK Focus 

Fund, for the following reasons. 

Product specific 

While we rate Majedie and the portfolio managers responsible for all three products, we would question the Fund’s 

need for a concentrated active UK Equity portfolio (the Focus Fund), the performance of which is correlated to the 

larger mandate (the Equity Fund). The Tortoise fund, on the other hand, should offer some diversification by being 

able to invest in both long and short positions in the equity market.   

Having experienced very strong returns over the past few years, we have a cautious view on equity markets. With 

questions over the outlook for economic growth and the uncertainty around the implications of the UK’s exit from 

the EU, we believe it would be appropriate to reduce the Fund’s allocation to the UK equity market. 

Fees 

Through the CIV, the UK Equity Fund charges a flat annual management fee of 60bps with no performance fee. The 

UK Focus Fund charges 46bps annual management fee plus a 20% performance fee in excess of a hurdle of 1%. 

On the assumption that the fund delivers its outperformance objective of 2% p.a., this equates to an annual 

management fee of 66bps. LGIM charges a flat annual management fee of 2bps. 

Looking only at the annual management fees and ignoring the performance fee, the Fund is paying c. £275k p.a. to 

Majedie to manage £60m in the UK Focus Fund, compared with c. £12k p.a. to LGIM for the same volume of 

assets. 

London CIV 

While it is still be possible to retain the UK Focus Fund and Tortoise holdings despite the bulk of the portfolio being 

held on the CIV, the resulting structure is not be particularly straightforward. Longer term, the Fund will be 

“encouraged” to switch all of its liquid asset exposure to funds offered by the CIV. There is no intention at this point 

for the CIV to offer those additional funds, both of which are capacity constrained. 
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Summary of recommendations 

The recommendations this paper make are: 

1. Disinvest £60m from the equity portfolio, bringing the equity allocation more in-line with the 45% strategic 

benchmark. Invest £30m in Ruffer, to be used to fund capital calls for the Partners Group Infrastructure 

mandate. Invest £30m to a new allocation to Aviva Investors Infrastructure Income Fund, bringing the Secure 

Income portfolio more closer in-line with the 20% strategic benchmark. 

2. Change the strategic benchmark within the equity portfolio to 67% LGIM, 33% Majedie (from 50/50). 

 

These changes would bring each asset class to within 1% of its strategic benchmark allocation, allowing for the 

temporary overweight funds held in Ruffer used to fund capital calls for Partners Group Infrastructure. The 

estimated actual allocation and benchmark allocation following these changes, is outlined in the table below. 

Manager Asset Class Estimated 

allocation 

Estimated 

allocation 

Benchmark 

Allocation  

Relative 

Allocation 

Comments 

Majedie 
UK Equity 

(Active) 
£163.8m 16.4% 15.0% +1.4% £60m disinvestment 

LGIM 
Global Equity 

(passive) 
£296.1m 29.6% 30.0% -0.4%  

  Total Equity £459.9m 45.9% 45.0% +0.9%  

Ruffer Absolute Return £131.2m 13.1% 10.0% +3.1% 

£30m investment to be 

used to fund Partners 

Infrastructure 

Insight Bonds Plus £88.9m 8.9% 10.0% -1.1%  

  

Total Dynamic 

Asset 

Allocation 

£220.1m 22.0% 20.0% 2.0%  

  
Total Private 

Equity 
£7.7m 0.8% 0.0% +0.8%  

Partners 

Group 

Multi Asset 

Credit 
£53.1m 5.3% 5.0% +0.3%  

Oak Hill 

Advisors 

Diversified 

Credit Strategy 
£71.2m 7.1% 7.0% +0.1%  

Partners 

Group 

Direct 

Infrastructure 
£5.9m 0.6% 5.0% -4.4% 

To be drawn over the 

coming 12-18 months 

Aviva 

Investors 

Infrastructure 

Income 
£30.0m 3.0% 3.0% -  

 
Secure 

Income 
£160.2m 16.0% 20.0% -4.0%  

M&G 
Inflation 

Opportunities 
£94.2m 9.4% 10.0% -0.6%  

Standard 

Life 

Long Lease 

Property 
£48.3m 4.8% 5.0% -0.2%  

 
Total Inflation 

Protection 
£142.6m 14.2% 15.0% -0.8%  

LGIM Liquidity Fund £10.8m 1.1% 0.0% +1.1% 
To be used to fund 

Partners Infrastructure 

 Total £1,001.3m 100.0% 100.0%   
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Next steps 

Should the Sub-Committee agree to these proposals, we would start conversations with the various managers 

involved to ensure these transitions were carried out cost effectively. All assets are being moved from fairly liquid 

vehicles and from early conversations with Aviva, it would appear that the proposed infrastructure fund is able to 

accept the majority of the proposed £30m investment over a relatively short timescale, with the remaining balance 

being drawn down within the next 3-6 months. 

We would also redraft the Fund’s Investment Strategy Statement to reflect the changes to the strategic 

benchmark. 

Deloitte Total Reward and Benefits Limited 

July 2017 
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Risk Warnings 
 

 

 Past performance is not necessarily a guide to the future. 

 The value of investments may fall as well as rise and you may not get back the amount invested. 

 Income from investments may fluctuate in value. 

 Where charges are deducted from capital, the capital may be eroded or future growth constrained. 

 Investors should be aware that changing investment strategy will incur some costs. 

 Any recommendation in this report should not be viewed as a guarantee regarding the future performance of 

the products or strategy.  

 

Our advice will be specific to your current circumstances and intentions and therefore will not be suitable for use at 

any other time, in different circumstances or to achieve other aims or for the use of others.  Accordingly, you 

should only use the advice for the intended purpose. 
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Other than as stated below, this document is confidential and prepared solely for 

your information and that of other beneficiaries of our advice listed in our 

engagement letter. Therefore you should not refer to or use our name or this 

document for any other purpose, disclose them or refer to them in any prospectus 

or other document, or make them available or communicate them to any other 

party. If this document contains details of an arrangement that could result in a tax 

or National Insurance saving, no such conditions of confidentiality apply to the 

details of that arrangement (for example, for the purpose of discussion with tax 

authorities).  In any event, no other party is entitled to rely on our document for 

any purpose whatsoever and thus we accept no liability to any other party who is 

shown or gains access to this document. 
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