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1. Fund Manager Overview 

 
Table 1 provides an overview of the external managers, in accordance with the 
Committee’s terms of reference for monitoring managers. 
 

Table 1 

Manager Leavers, 
joiners and 
departure 
of key 
individuals 

Performance Assets under 
management 

Change in 
strategy/risk 

Manager 
specific 
concerns 

AllianzGI Four joiners 
and two 
leavers 
during the 
quarter. 
Leavers 
included a 
compliance 
officer. 

Outperformed 
the Index by  
+0.8% for the 
quarter and by 
+0.1% p.a. over 
three years. 
Behind the 
target of +3.0% 
p.a. over three 
years. 
 

£290 billion 
AUM as at 
31st 
December 
2014.  
 

  

Newton 1 joiner and 
3 leavers 
this 
quarter, 
including 
Simon 
Pryke the 
CIO.  
 

Outperformed 
the Index by  
+1.1% in the 
quarter. Also 
outperforming 
over three years 
by +1.4% per 
annum, and by 
+3.0% over 12 
months.  

£48.3 billion 
as at 30th 
June 2015.  

  

Standard 
Life 

26 joiners 
(of whom 
three were 
in fixed 
income) 
and 10 
leavers 
(none from 
fixed 
income) 
during the 
quarter.  

Over three years 
the Fund has 
outperformed 
by +0.7% p.a., 
slightly behind 
the performance 
target of +0.8% 
p.a. 
 

Underlying 
fund fell in 
value by 
£156m this 
quarter 
largely due 
to market 
falls. London 
Borough of 
Islington’s 
holding 
remains 
5.8%. 
 
 
 
 

Holding 6.1% 
in high yield 
non-
benchmark 
bonds. 
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Manager Leavers, 
joiners and 
departure 
of key 
individuals 

Performance Assets under 
management 

Change in 
strategy/risk 

Manager 
specific 
concerns 

Aviva Not 
reported. 
 

Outperformed 
the gilt 
benchmark by 
4.5% p.a. over 
three years and 
ahead of the 
performance 
target.  

Fund was 
valued at 
£1.6 billion 
as at end Q2 
2015. Firm-
wide assets 
under 
management 
of £247 
billion as at 
end March 
2015 but 
profits down 
22% in first 
half of 2015. 
 

  

Columbia 
Thread-
needle 

Not 
reported. 

Outperformed 
the benchmark 
by +1.8% per 
annum over 
three years – 
ahead of their 
performance 
target. 

Combined 
assets of new 
firm £320.2 
billion as at 
30th June 
2015. Pooled 
fund has 
assets of 
£1.55 billion 
of which 
Islington 
holds 4.8%. 
 

 Some 
rationalisation 
of the funds 
under the 
TPEN range, 
of which the 
Property Fund 
is one. 
However, this 
does not 
affect the 
Property Fund 
itself. 

Legal and 
General 

Not 
reported. 

Regional funds 
are all tracking 
the indices. 

12% jump in 
6 months in 
assets under 
management 
to £715 
billion at end 
June. 53 
LGPS clients 
with assets 
under 
management 
of £34 
billion.  
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Manager Leavers, 
joiners and 
departure 
of key 
individuals 

Performance Assets under 
management 

Change in 
strategy/risk 

Manager 
specific 
concerns 

Franklin 
Templeton 

No 
additions or 
departures 
in the real 
estate team 
although 
some 
additional 
non-
investment 
resources. 

Fund return of 
+6.6% in Q2. 
Beating the 
performance 
target of 10% 
p.a. by +5.0% 
p.a. over three 
years. 
 
 

 Fund 1 is 
now fully 
committed. 
First 
quarter’s 
report for 
Fund 2. 

 

Hearth-
stone 

No changes 
to the team 
during the 
quarter. 

Ahead of the 
benchmark 
during the 
quarter by  
+8.3%, and 
ahead by  
+11.9% for the 
twelve months 
to June 2015. 

Fund was 
valued at 
£36.3 m at 
end Q2 2015. 
Islington’s 
holding 
represents 
69% of the 
Fund.  

  

 
 Key to shading in Table 1: 
 

 Minor concern 

  
 Monitoring required 

 

2. Individual Manager Reviews 

 
2.1. In-house – Passive UK Equities – FTSE All Share Index Fund 
 

Headline comments: The portfolio continues to meet its objectives. The fund delivered a 
quarterly return which was negative in absolute terms but ahead of the index benchmark 
(-1.0% versus -1.6%). Over three years the fund has outperformed the index by +0.5% p.a. 
and delivered a return of +11.5% per annum. 
 
Mandate summary: A UK equity index fund designed to match the total return on the UK 
FTSE All Share Index. The in-house manager uses Barra software to create a sampled 
portfolio whose risk/return characteristics match those of the index. 
 
Performance attribution: Chart 1 shows the tracking error of the in-house index fund 
against the FTSE All Share Index since Q1 2006. There are no performance issues. Over 
three years, the small quarterly positive relative returns (shown in Chart 1) have 
accumulated, and as a result the portfolio has outperformed its three-year benchmark by 
+0.5% per annum.  
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Chart 1 

 
Source: AllenbridgeEpic based on WM figures 
 

  
2.2. AllianzGI (RCM) – Global Active Equities 
 

Headline comments: In terms of relative performance, the fund was ahead of the 
benchmark return of -5.0% for Q2 2015, delivering an absolute return of -4.3%. Over three 
years the fund is just ahead of the benchmark by 0.1% per annum: however, this is behind 
the target of 3% per annum.   
 
Mandate summary: An active global equity portfolio. AllianzGI operates a bottom-up 
global stock selection approach. They employ a team of research analysts to identify 
undervalued stocks in each geographical region (Europe, US, Asia Pacific). A global 
portfolio team is responsible for constructing the final portfolio. The objective of the fund 
is to outperform the FTSE All World Index by 3.0% per annum over rolling 3 year periods 
gross of fees.  
 
Performance attribution: Chart 2 shows a breakdown of AllianzGI’s quarterly 
performance since Q1 2009 relative to the benchmark.  
 
Over the past three years, AllianzGI is just ahead of its benchmark by +0.1% per annum, 
although they are still trailing their performance target of 3% per annum. Stock 
selection, country selection and cash all detracted from performance over the past three 
years (-0.1%, -0.24% and -0.3% per annum, respectively). Only currency selection made a 
positive contribution over three years (+1.1% p.a.). 
 
The concern is that stock selection (which is what London Borough of Islington is paying 
for) has had a neutral effect whereas currency (which is mainly an incidental bet arising 
from country selection) is the only positive contributor over the past three years.  
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Chart 2 

 
Source: AllenbridgeEpic based on AllianzGI figures 

 
At the end of the quarter, the portfolio was heavily overweight cash pending a £25 million 
withdrawal requested by London Borough of Islington. This had a positive impact on 
performance, in a falling market, but it does mean that the sector bets were somewhat 
distorted at quarter end. 
 
Note that the portfolio managed by AllianzGI, since its inception in November 2008, is 
trailing the value of a passive global equity portfolio. The return on AllianzGI’s portfolio, 
since inception, is +12.9% per annum compared to a passive Index return of +13.8% per 
annum (source: AllianzGI).  
  
Portfolio risk: In terms of sector bets, relative to the benchmark, the largest underweight 
sector position relative to the index was Financials (-6.4%). The fund was most overweight 
in Cash/other (+31.0%) pending the transfer of £25 million. 
 
In terms of regional bets, apart from the cash overweight position, the fund remains most 
overweight to Europe (+4.3% overweight). The largest underweight region was North 
America (-12.3% underweight).  
 
Portfolio characteristics: The total number of holdings in the portfolio stood at 54 
securities at the end of Q2 2015, within AllianzGI’s normal range of 50-60 names. The beta 
on the portfolio was 0.75 at the end of June, distorted by the high cash balance (monies 
were transferred on 2nd July). 
 
Staff turnover: There were four joiners and two leavers during the quarter. Joiners 
included a product specialist in the global equity team, a Head of Solutions for the UK and 
Ireland, and two directors on the institutional side of the business. Leavers were a 
compliance officer and an analyst in the CIO’s team.   

 
Johnnie Barnett has joined as director of UK institutional business development and Ian 
Cowell as Head of Solutions for UK and Ireland.  
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2.3. Newton – Global Active Equities 
 

Headline comments: Newton were ahead by +1.1% during Q2 2015 bringing their one 
year relative performance to an encouraging 3%. Over three years the portfolio 
outperformed by +1.4% per annum, although this is slightly behind the target of 2% p.a. 
The outperformance over three years can be attributed almost entirely to positive stock 
selection decisions. 

 
Mandate summary: An active global equity portfolio. Newton operates a thematic 
approach based on 12 key themes that impact the economy and industry. Some are broad 
themes that apply over the longer term; others are cyclical. Stock selection is based on 
the industry analysts’ thematic recommendations. The objective of the fund is to 
outperform the FTSE All World Index by 2.0% per annum over rolling 3 year periods, net 
of fees. 
 
Performance attribution: Chart 3 shows the three year rolling returns of the portfolio 
relative to the Index (the black bars) and compares this with the performance target, 
shown by the dotted line.  
 
Chart 3  

 
Source: AllenbridgeEpic based on data from Newton and WM 

 
Unfortunately, this quarter the fund has slipped a little and so is trailing the performance 
target again (shown by the right hand black bar in Chart 3).   
 
Over the three years to June 2015, Newton’s return was +15.2% p.a. compared to the 
index return of +13.6% p.a., an outperformance of +1.4% p.a. Stock selection accounted 
for all of the outperformance.  
 
Since the inception of Newton’s portfolio in November 2008, the pension fund is now 
better off than it would have been with a passive mandate. Newton’s ‘since inception’ 

-5.0%

-4.0%

-3.0%

-2.0%

-1.0%

0.0%

1.0%

2.0%

3.0%

Q1 2012 Q3 2012 Q1 2013 Q3 2013 Q1 2014 Q3 2014 Q1 2015

Newton - Global Active Equities
Annualised three year rolling returns relative to Index

Performance 
Objective

Return 
relative to 
benchmark



 8 

return is +13.5% per annum, compared with the benchmark return at 13.2% per annum 
(source: Newton).  
 
During the quarter the most successful sector was Consumer Services (+0.37% 
contribution to relative performance) where Newton held some strongly performing 
holdings. Technology also performed well, contributing +0.35%). The least successful 
sector was Financials (-0.1% from relative performance).  
 
Portfolio Risk: The largest overweight regional allocation was in European Equities (+4.7% 
overweight). This has been a long-standing position that has been in place since Q3 2011. 
Both asset allocation (-0.04%) and stock selection (-0.04%) detracted from the total 
relative return in Q2, however. The most underweight allocation remained Other Equities 
(-6.6%).  
 
In terms of sector bets, Newton remained overweight (+9.5% relative to benchmark) in 
Consumer Services. The most underweight sector remained in Financials (-9.0%).  
 
The level of active risk in the portfolio (i.e. the relative risk of the active bets being taken 
by Newton, or the tracking error) fell slightly from 2.6%, at the end of March, to 2.4% at 
the end of June. This is within the normal range of 2% and 6%.  
 
Portfolio characteristics: At the end of Q2 2015, the portfolio held 72 securities (73 as at 
the end of Q1 2015). Turnover over the past 12 months was 24%, at the low end of 
Newton’s normal expected range of turnover to 30%-70%. 
 
Staff turnover: during the quarter one person joined and three left the firm. Brendan 
Mulhern joined the strategy team whilst Jason Pidcock, portfolio manager (Asia Equities), 
Sebastien Poulin (credit analyst), and Simon Pryke, (CIO) left the firm.  
 
The departure of Simon Pryke is a concern because he had been with Newton for 20 years 
and had been effective in turning round the performance problems being experienced by 
the firm in global equities. Charles French, head of the financials and consumer research 
team has been promoted to head of investment, but Newton does not intend to replace 
the CIO role; instead Helena Morrisey (CEO) will absorb the CIO duties.  
 
Organisation: as at end June 2015, assets under management stood at  
£48.3 billion.  

  
2.4. Standard Life – Fixed Income 

 
Headline comments: The portfolio was slightly behind the benchmark during the quarter 
with a return of -4.0% versus -3.9% for the Index. Over three years, Standard Life’s 
outperformance was +0.7% per annum. This is slightly trailing their performance target 
of +0.8% per annum.   

 
Mandate summary: An actively managed bond portfolio, invested in Standard Life’s 
Corporate Bond Fund. The objective of the fund is to outperform the Merrill Lynch UK 
Non Gilt All Stocks Index by 0.8% per annum over rolling 3 year periods.  
 
Performance attribution:  
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Chart 4 shows the performance the Corporate Bond Fund versus its benchmark and 
performance target.  

 
Chart 4  

 
Source: AllenbridgeEpic based on Standard Life figures 

 
Over three years, the portfolio has returned +7.4% p.a. compared to the benchmark 
return of +6.6% p.a., an outperformance of +0.7% p.a. The fund is slightly behind its 
performance objective of outperforming the benchmark by +0.8% per annum.  
 
Over the past three years, most of the outperformance has come from successful stock 
selection (+0.7%), with asset allocation contributing +0.3%. This was partly offset by a 
negative contribution to performance from curve plays. 
 
Portfolio Risk: The largest holding in the portfolio at quarter end was EIB 5.625% 2032 
(1.3% of the portfolio). The largest overweight sector position remained Financials 
(+6.4%). The long-standing underweight position in sovereigns and sub-sovereigns 
remains (-18.2%); this is the largest bet in the portfolio since its inception in Q4 2009.  
 
The fund continues to hold 6.6% of the portfolio in non-investment grade bonds (these 
do not form part of the benchmark). 
 
Portfolio characteristics: The value of Standard Life’s total pooled fund at end June 2015 
was £3,681.1 million, £156.1 million lower than at the end of Q1 2015 although most of 
this was due to falling bond prices. London Borough of Islington’s holding of £213.6 
million is 5.8% of the total fund value, no change on the previous quarter. However, when 
Islington first invested, the percentage holding was 3.4%. 
 
Staff turnover: there were 26 joiners during the quarter, including three fixed income 
specialists. There were 10 leavers, none of whom were from the fixed income division.  
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2.5. Aviva Investors – Property – Lime Property Fund 
  
Headline comments: With the fall in the bond markets this quarter, the Lime Fund 
outperformed the gilt benchmark by +7.4% during the quarter. This pulled the 
outperformance over three years to 4.5% per annum and well ahead of the performance 
target of +1.5% per annum outperformance.  
 
Mandate summary: An actively managed UK pooled property portfolio, the Lime Fund 
invests in a range of property assets including healthcare, education, libraries, offices and 
retail. The objective of the fund is to outperform a UK gilt benchmark, constructed of an 
equally weighted combination of the FTSE 5-15 Years Gilt Index and the FTSE 15 Years+ 
Gilt Index, by +1.5% per annum, over three year rolling periods. 
 
Performance attribution: The fund was ahead of the gilt benchmark this quarter by  
+7.4%, as bonds fell. The fund rose 2.9% whilst the benchmark fell 4.5%. The portfolio 
trailed the IPD Index in Q2 2015 by 0.4%.  
 
Over three years, the performance improved, with the fund returning +8.3% p.a. 
compared to the gilt benchmark of +3.8% p.a., an outperformance of +4.5% per annum. 
The portfolio is ahead of its performance objective of +1.5% per annum outperformance 
over three years. Of the +8.3% fund return over three years, 5.4% came from income, 
with the balance from capital gain.  
 
Chart 5 shows the relative performance of the Fund compared to its gilt benchmark on a 
three year rolling basis. 
 
Chart 5 

 
Source: AllenbridgeEpic based on WM figures 

 
Portfolio risk: The three assets that were under offer last quarter (value £270 million) 
were completed in Q2. These consist of two offices and a supermarket. Terms were also 
agreed for the sale of another supermarket. The average unexpired lease term is now 
20.1 years, with 2.8% of the portfolio’s lease exposure in properties in over-35-year 
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leases. Following the new purchases, the largest sector exposure is now offices at 27.7%. 
The cash allocation stood at 4.1% as at quarter end. 
 
Portfolio characteristics: As at end June 2015 the Lime Fund was valued at £1.598 billion, 
an increase of £196 million from the previous quarter end. London Borough of Islington’s 
holding represents 3.3% of the total Fund’s value.  
 

2.6. Columbia Threadneedle - Pooled Property Fund 
 
Headline comments: The Fund’s performance was slightly ahead of its benchmark in Q2 
2015. However, over three years, the Fund has outperformed by +1.8% per annum. The 
Fund is ahead of its benchmark and beating the performance target of 1% p.a. above 
benchmark over three years.  
 
Mandate summary: An actively managed UK commercial property portfolio, the 
Columbia Threadneedle Pooled Property Fund invests in a diversified, multi-sector 
portfolio of UK property assets. Its performance objective is to outperform the AREF/IPD 
All Balanced – Weighted Average (PPFI) Index by at least 1% p.a., net of fees, on a rolling 
three year basis.  The benchmark changed at the end of Q4 2013. Prior to this, the 
benchmark was the CAPS pooled property median fund.  
 
Performance attribution: The portfolio was slightly ahead of the benchmark in Q2 2015, 
by 0.1%. In terms of the three year performance, the Fund is ahead of its benchmark by 
+1.8% per annum and beating the performance target of +1% per annum. The portfolio 
returned +11.4% p.a. over three years compared with the benchmark return of +9.5% p.a.  
 
Columbia Threadneedle ranked third across London Borough of Islington’s property 
managers over the past 12 months. This is shown in Chart 6 which compares the returns 
for the four property managers. All have delivered acceptable 12 month absolute returns.  
 
Chart 6 

 
Source: AllenbridgeEpic based on WM data 
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Portfolio Risk: The fund made five opportunistic purchases during the quarter, totalling 
£47 million, including a retail park and some industrial buildings. Chart 7 shows the 
current breakdown of the portfolio relative to its benchmark.  
 
Chart 7 

 
Source: AllenbridgeEpic based on Columbia Threadneedle data. 

 
Portfolio characteristics: As at 30th June 2015, the Threadneedle Property Fund was 
valued at £1.55 billion, an increase of £60.0 million compared with March 2015. London 
Borough of Islington’s holding represents 4.4% of the Fund.  
 
Organisation: Threadneedle became Columbia Threadneedle in Q1 2015 and the 
rebranding is now complete with the combined teams now based in new offices at 
Cannon Place. Additionally, Columbia Threadneedle have announced that they are 
rationalising the range of funds under their TPEN umbrella (of which the property fund is 
one of many). This will not affect the property fund itself, however.  

 
2.7. Legal and General Investment Management (LGIM) – Overseas Equity Index Funds 
 

Headline comments: All the index funds were within the expected tracking range when 
compared with their respective benchmarks and there are no issues. The fundamental 
FTSE-RAFI Emerging Markets index fund outperformed its market capitalisation-weighted 
counterpart in Q2, and was 1.7% ahead. For the 12 months to Q2 2015 the 
underperformance was -7.1%, however. 
 
Mandate summary: Four regional overseas equity index funds, in Europe, Japan, Asia 
Pacific ex Japan, and emerging markets, designed to match the total return on the FTSE 
All World Regional Indices. One additional index fund is designed to match the total return 
on the FTSE-RAFI Emerging Markets Equity Index. The FTSE All World Indices are based 
on capitalisation weights whereas the FTSE-RAFI Index is based on fundamental factors.  
 
Performance attribution: The regional portfolios are all tracking their benchmarks, as 
shown in Table 2. 
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Table 2 

Q2 2015 Fund Index Tracking 
Europe -5.9% -6.0% 0.1% 

Japan -2.3% -2.3% 0.0% 

Asia Pacific ex Japan -8.3% -8.3% 0.1% 

FTSE emerging 
markets 

-3.7% -3.8% 0.1% 

RAFI emerging markets -2.0% -2.0% 0.0% 

         Source: LGIM  

 
Portfolio Risk: The percentage allocation to each regional fund is based on pre-agreed 
band widths, which also take into account the global equity managers’ allocations. The 
largest deviation from the benchmark allocation is North America which is 3.4% 
overweight.  
 
Organisation: In the six months to end June 2015, Legal & General reported a 12% jump 
in their assets under management to £715 billion. Organisationally, LGIM has 53 LGPS 
clients with assets under management of £34 billion. 90% of this is passive indexed funds. 
Of the 53 LGPS investors, 15 are London Boroughs. 
 

2.8. Franklin Templeton – Global Property Fund 
 
Headline comments: This is a long term investment and as such a longer term assessment 
of performance is recommended. There are now two funds in which London Borough of 
Islington invests. The year to June 2015 saw steady growth and the Fund’s 12 month 
return was +35.8% compared to its absolute return benchmark of 10% per annum. This 
has impacted the three year numbers and the fund is now comfortably beating its 
benchmark with a return of +15.5% per annum compared with the absolute return 
benchmark of 10% per annum.   
 
Mandate summary: A global private real estate fund of funds investing in ten sub funds. 
The performance objective is an absolute return benchmark over the long term of 10% 
per annum.  
 
Performance attribution: over the past twelve months, Franklin Templeton is the best 
performing fund across all four property managers, by some way, as shown in Chart 6. 
Fund 1 is now fully committed and entering its distribution phase. Distributions in Q2 
2015 amounted to 9% of the total equity commitments. Fund 2 has made two 
investments to date, one in Finland and one in China. The strong 12 month returns have 
fed through to the three year numbers and the Fund is now comfortably ahead of its 
target absolute return of 10% per annum, with the three years to June 2015 delivering a 
return of 15.5% per annum.  
 
Portfolio risk: leverage in Fund 1 stood at 53% as at end June 2015. The most highly 
levered fund was Valla Park Co-Investment at 70%. This is a Swedish fund. Last quarter, 
GreenOak Japan was noted as also having a high level of leverage. Franklin Templeton 
have stated that 70-80% leverage is quite common for the particular strategy that 
GreenOak Japan is pursuing, especially given the current lending environment and the 
types of deals that are being acquired. Franklin Templeton are working with GreenOak to 
ensure that they employ debt prudently. Leverage on Fund 2 was 60% as at end June.  
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Of the 14 investments in Fund 1, three are on target (10%-15% projected net internal rate 
of return (IRR)), seven are above target (15-25% projected net IRR) and two are 
substantially above target (more than 25% projected net IRR). Two funds are too early to 
assess at this stage. The two funds which are substantially above target are: GreenOak 
and Project Redfish (a Toyko fund managed by Green Oak).  
 
Staff turnover: there were no joiners to or leavers from Franklin Real Asset Advisers 
during Q2 2015. However, the team has added three non-investment staff to support the 
real estate investment staff: Anthony Lessi, Director of Global Analytics, who will 
strengthen the reporting side, Maria Gavilanes, Analyst in Global Analytics and Greg 
Wilkinson, Director who will be a product specialist in New York.  
 

2.9. Hearthstone – UK Residential Property Fund 
 
Headline comments: The portfolio returned +9.3% compared to the benchmark return of 
+0.9% for the quarter ending June 2015. Over 12 months the return was a strong +17.2% 
compared to the benchmark return of +4.8%. This improvement in returns places the fund 
10% ahead of benchmark since inception and +11.9% ahead over 12 months.  
  
Mandate summary: The Fund invests in private rented sector housing across the UK and 
aims to outperform the LSL Acadametrics House Price Index (note that this excludes 
income), as well as providing an additional income return.  
 
Performance attribution: The Fund returned +17.2% compared to the return on the index 
of +4.8% over the past 12 months. This places Hearthstone second out of four property 
managers in terms of returns over the past year (see Chart 6), ahead of Columbia 
Threadneedle and Aviva. The yield on the portfolio was 5.1% at the end of June, after 
adjusting for voids.  
 
Portfolio risk: The portfolio continues to hold a significant overweight position in London, 
relative to the benchmark. This is a result of the Wembley investment opportunity in 
which the fund invests. Hearthstone’s long term strategy is to maintain broadly neutral 
regional bets in the portfolio.  The Fund is, however, in the process of selling eight flats in 
London. Proceeds of sale are likely to be in regions other than London.  
 
Portfolio characteristics: Chart 8 shows the regional bets in the portfolio. The biggest 
overweight region is London (+15.2%). The most underweight region relative to the index 
was the South East (-5.5%).  
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Chart 8 

 
Source: AllenbridgeEpic based on Hearthstone figures 

 
The Fund has a 21% allocation to detached houses, 52% allocated to flats, 22% in terraced 
accommodation and 5% in semi-detached.  
 
Organisation and staff turnover: There were no leavers or joiners during the quarter. The 
team consists of eight people.  
  

 
Karen Shackleton 
Senior Adviser 
AllenbridgeEpic Investment Advisers Limited 
19th August 2015 
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