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INVESTMENT STRATEGY UPDATE
HERTFORDSHIRE COUNTY COUNCIL PENSION FUND (THE
‘FUND’)

1. Introduction

Following the initial results of the 2016 actuarial valuation, a Working Group formed of
members of the Pensions Committee has been established to review the Fund’s current
investment strategy and to determine whether any changes to the investment strategy
should be considered by the Pensions Committee. This brief document serves as an
update on the discussions that the working group has had to date.

2. Investment Strategy Review

The actuary’s initial valuation results showed an improvement in the Fund’s funding level
from 82% in 2013 to 91% in 2016. Whilst there would have been an expectation of a
marginal improvement of the Funding level as a result of deficit contributions, the actual
improvement was greater than anticipated.

Given the improvement in the funding level it was agreed that the investment strategy
review should investigate whether there was an opportunity to reduce the levels of
investment risk the Fund is running currently, thus reducing any potential deterioration in
the funding level which the Fund has worked hard to improve.  The review should also
ensure that the Fund has a high probability of achieving long term funding objectives i.e.
being 100% funded in a suitable timescale and in making sure that contribution rates
remain affordable in the future.

The Working Group had its first meeting in December to review the current investment
strategy and also the final investment strategy agreed in 2011 which the Fund was moving
towards before the quarterly switching from equities to bonds was suspended because of
low gilt yields.

At the meeting it was agreed that the ‘return’ objective should be to have a strong
probability of being fully funded over a 21 year time period (i.e. seven actuarial valuations
hence), in effect the same funding objective set at the 2010/11 strategy review.  Following
the improvement in funding level at the 2016 valuation, it was agreed that the ‘risk’
objective should be ‘improved’ to that of having a low probability (1 in 10) of being below
75% at the next actuarial valuation (previously 65%).  With these slightly revised
objectives in mind, it was agreed that some other possible ‘strawman’ portfolios should be
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considered with reduced allocations to equities and increased allocations to bonds and/or
‘real assets’.

3. Strawmen for Review

The proposed strawman portfolios which are being considered at the working group
meeting on Wednesday 8 February are detailed below:

Asset Class
Current

Allocation
(25/75)

Target
Allocation

(35/65)
Bonds

Target
Allocation

(35/65)
Real assets

Target
Allocation

(45/55)
Bonds and real

assets

UK Equity 16.0 10.0 10.0 5.0

Global Equity 34.2 30.0 30.0 25.0

Bonds 25.0 35.0 25.0 35.0

Property 8.0 8.0 8.0 8.0

HLV, Infrastructure Debt, PRS - - 10.0 10.0

Alternatives 10.8 11.0 11.0 11.0

Private Equity 5.0 5.0 5.0 5.0

Residual Assets/Cash 1.0 1.0 1.0 1.0

Total 100.0 100.0 100.0 100.0

4. Next Steps

The strawman portfolios detailed above are being discussed at the 8 February meeting.
At this stage the portfolios demonstrate what is possible for the Fund and are for
consideration and refining. The final investment strategy which will be brought to the
Pension Committee for consideration, could well differ from the proposed portfolios above.

Further updates will be issued as the investment strategy review progresses.

Important Notices

References to Mercer shall be construed to include Mercer LLC and/or its associated companies.

© 2017 Mercer LLC. All rights reserved.

This contains confidential and proprietary information of Mercer and is intended for the exclusive
use of the parties to whom it was provided by Mercer. Its content may not be modified, sold or
otherwise provided, in whole or in part, to any other person or entity, without Mercer’s prior written
permission.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and
are subject to change without notice. They are not intended to convey any guarantees as to the
future performance of the investment products, asset classes or capital markets discussed.  Past
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performance does not guarantee future results. Mercer’s ratings do not constitute individualized
investment advice.

Information contained herein has been obtained from a range of third party sources. While the
information is believed to be reliable, Mercer has not sought to verify it independently. As such,
Mercer makes no representations or warranties as to the accuracy of the information presented
and takes no responsibility or liability (including for indirect, consequential or incidental damages),
for any error, omission or inaccuracy in the data supplied by any third party.

This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities
and/or any other financial instruments or products or constitute a solicitation on behalf of any of
the investment managers, their affiliates, products or strategies that Mercer may evaluate or
recommend.

For the most recent approved ratings of an investment strategy, and a fuller explanation of their
meanings, contact your Mercer representative.

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see
www.mercer.com/conflictsofinterest.

Mercer’s universes are intended to provide collective samples of strategies that best allow for
robust peer group comparisons over a chosen timeframe. Mercer does not assert that the peer
groups are wholly representative of and applicable to all strategies available to investors.
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