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Exclusion of Investments on Environmental, Social and Governance 

Grounds (ESG)

 

 

The Avon Pension Fund is a long-term investor. As a pension fund, our overarching responsibility is to 

deliver financially sustainable returns for an acceptable level of risk to meet the future pension benefits of 

our members as they fall due over time and in a way that employer contributions paid into the Fund are as 

stable and affordable as possible. An important part of this is the recognition that Environmental, Social and 

Governance (‘ESG’) factors are critical drivers of the sustainability of investment returns over the long-term 

and that they can have a material financial impact if not managed appropriately. 

 

One of our key beliefs is that we have a duty to exercise our stewardship and active ownership 

responsibilities effectively by using our influence as a long-term investor to encourage responsible 

investment behaviour. To that end, the Fund does not have an exclusion policy to divest or restrict 

investment in specific areas or assets but instead seeks to integrate ESG factors across its investment 

decision-making process for the entire portfolio. When setting our investment strategy and objectives, 

analysis includes the impact of ESG issues on each asset class, the materiality of ESG risks within those 

asset classes and whether there are any strategic ESG-related opportunities that would generate value for 

our members.  

 

The Fund expects its managers to engage with companies on ESG issues they have identified as being a 

risk to the investment case; it is the Fund’s belief that engagement and responsible stewardship will 

influence corporate behaviour more effectively than divestment. Equally, enforcing exclusions, or requiring 

investment managers to divest from specific stocks or sectors limits our ability to work with the industry to 

support and develop investment solutions designed to bring about change. Nevertheless,  we are 

supportive of divestment from specific companies, if they present a material investment risk – such as fossil 

fuel companies with extensive ‘stranded asset’ exposure – but this is based on analysis by the underlying 

asset managers, who are expected to take these decisions independently. 

 

Measuring the success of active engagement is critical to being able to establish the rate of change within a 

sector, company or indeed the investment management industry at large. Our managers are required to 

report to the Fund on their engagement activities and other ESG initiatives on a routine basis, which 

provides valuable insights into how investment risks and opportunities are being managed and forms a key 

role in how we as a Fund engage with, and educate, our stakeholders on how we are delivering against our 

RI policy. 

 

The Fund benefits from being a part of Brunel Pension Partnership, who are recognised as a leader in 

responsible investment. Brunel are charged with developing policies on a number of issues that accurately 

reflect the Fund’s own strategic priorities in respect of ESG issues. Rather than impose thematic exclusions 

across its portfolios, Brunel scrutinises its managers’ investment and risk processes, including their 

approach to stewardship and integration of ESG risks throughout the investment process. 

http://www.avonpensionfund.org.uk/
mailto:avonpensionfund@bathnes.gov.uk


Brunel prioritise engagement activity based on the ESG priorities set by its clients including the Avon 

Pension Fund, the materiality of the investment risk and the probability of being able to make a successful 

intervention. The collective asset base that Brunel now manages holds significant influence which can be 

used to further improve risk management where companies and/or investment managers are falling short.  

 

The Fund recognises that an engagement approach is likely to be more effective in certain sectors than 

others.  An area where we see the greatest potential for change is within the energy sector. Significant 

investor pressure combined with supportive governmental policy has meant carbon intensive fossil fuel 

companies are increasingly taking steps to adjust their business models, to become less reliant on fossil 

fuels and to support the renewables sector, thereby becoming a part of the solution rather than the 

problem.  

 

Sector Focus: Exclusion of Fossil Fuel Companies 

 

Climate change is recognised by the Fund as a material financial risk and we have dedicated significant 

time and resource to weighing the relative advantages and disadvantages of divesting from certain 

companies and concluded that divestment and engagement should not be viewed as mutually exclusive. 

Our preferred route is to use the Fund’s power as a shareholder to encourage companies and policy 

makers to adapt their activities to support the transition to a low carbon economy. Divestment, in this case, 

is seen as an ineffective method of reducing absolute carbon emissions and serves to simply transfer 

ownership of assets to investors who may not take their stewardship responsibilities in relation to 

influencing fossil fuel companies as seriously as we do.  If, however, engagement does not work we will 

consider selective divestment from laggard companies in line with the Paris Agreement stocktake in 2023. 

In advance of this, Brunel will undertake their own climate stocktake in 2022 to evaluate whether 

companies are taking the necessary steps to mitigate climate risks that will enable the Fund to achieve 

overall Paris alignment.   

 

The effectiveness of each engagement must be judged on its own merits. The Fund, its managers and its 

strategic partners draw on a set of tools to maximise the impact they have, such as: 

 

• Collaborative engagement – We engage collaboratively with other asset owners as part of 

initiatives such as Institutional Investors Group on Climate Change (IIGCC), ClimateAction100+ and 

the Local Authority Pension Fund Forum.  Engagement progress, specifically in relation to the 

Fund’s equity holdings, is tracked against a series of milestones against which we expect to see 

evidence of action.  

• Public statements – including open letters to companies and policy makers alike. For example, we 

participated in IIGCCs letter-writing campaign to UK and EU leaders calling for a sustainable 

recovery to the COVID-19 pandemic.  

• Annual shareholder meeting statements – we expect our managers to raise concerns at 

shareholder meetings and to put questions to management of companies on behalf of the Fund. 

This has the advantage of engaging with company boards in the public arena to raise awareness of 

key issues. 

• Voting and shareholder resolutions – Another important means of influencing when engagement 

has limited success is escalation via voting and support of shareholder resolutions. We expect our 

managers to vote at company meetings and disclose how they have voted. 

• Investing sustainably – While it is critical to influence the capital allocation of fossil fuel 

companies, we also invest in solutions and companies that seek to facilitate the transition to a low-

carbon economy. Our long-term ambition is to invest all equity assets in sustainable and low carbon 

equities recognising that they will allow us to capitalise on a broad opportunity set and will support 

our commitment to becoming a net-zero carbon investor by 2050, or earlier. 

 



The Fund acknowledges that its approach to responsible investment will need to continually evolve, both 

due to the changing landscape with respect to ESG issues as well as broader industry developments.  We 

are committed to the ongoing review of the Fund’s approach and the processes that underpin the delivery 

of these policies to ensure they remain relevant.  

 

Further information can be found in the following documents; 

 

https://www.avonpensionfund.org.uk/sites/default/files/Responsible-Investing-Annual-Report-201920.pdf 

 

https://www.avonpensionfund.org.uk/sites/default/files/ISS-20200925.pdf 

 

https://www.avonpensionfund.org.uk/sites/default/files/RIP2016.pdf 
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