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£250 million 

committed to investment in 

renewable infrastructure 

>50%             
of equity portfolio invested in 

sustainable and low carbon 

strategies 

400          
companies held in UK, EM 

and Global equity portfolios 

actively engaged with 

1,075        
separate ESG issues raised 

as part of engagement 

activity across active equity 

portfolios  

25%                  

lower carbon footprint relative 

to broader equity market 

£1 billion*                  

invested across ESG 

strategies  

>70,000                          

votes cast at shareholder 

meetings  

6,547                         

shareholder meetings voted 

at 
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Exec Summary [section divider] 



Executive Summary 

 

The Fund recognises that transparency and disclosure of its Responsible Investing 

Policy and activities is an important element of being a responsible investor. We are 

pleased to publish our eighth Responsible Investment Annual Report, summarising 

the activities undertaken during 2019/20 by the Fund, our managers and our 

partners to deliver and support our Responsible Investing Policy.  

This year the risk presented by climate change both in terms of transition risk and 

physical risk were sharply in focus for the Fund. Importantly we undertook a review 

of our investment strategy and dedicated significant time to looking at the risks and 

opportunities of climate change and the interconnectedness of the issue with other 

priorities such as the social implications of the transition to a low carbon economy. 

The review led to the development of a series of ambitious climate change 

objectives, which seek to align our portfolio with the goals of the Paris Agreement 

and to maximise real world impact by investing sustainably and supporting those 

societies and communities that are most exposed to the consequences of a 

transition of this scale. 

Amidst the unprecedented market volatility in March, companies responding 

positively to the challenges of climate change, environmental sustainability and 

social well-being were able to demonstrate their value; outperforming the wider 

market and  supporting our view that investments that balance positive 

environmental and social impacts deliver better risk-adjusted returns over the long-

term.  

We increased our allocation to sustainable equities from 3.5% of assets to 10% of 

assets, or ~£500 million. 

We joined the Institutional Investors Group on Climate Change (IIGCC), which 

presented the opportunity to participate in policy advocacy and portfolio 

implementation work alongside like-minded investors representing €33 trillion in 

assets.  

Other key achievements: 

➢ We doubled our commitment to renewable infrastructure from 

2.5% of assets to 5%. This means ~£250 million will be deployed into 

areas such as wind and solar energy generation as well as emerging 

technologies such as bioenergy and energy storage solutions. 

➢ We undertook our fourth carbon footprinting analysis which revealed 

that our equity portfolio is 25% less carbon intensive than its custom 

benchmark and has reduced its carbon intensity by 12% since last 

year. 

➢ During the year our emerging market and global active equity mandates, 
totalling £574 million, were transitioned to Brunel portfolios. This means 
that at year end Brunel directly managed 30% or £1.3 billion of the 
Fund’s assets. A further 20% of assets (or £937 million) relating to our 
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risk management strategies are also managed indirectly through the 
pool. 
 

Traction in the energy sector and beyond meant an increasing number of companies 

acknowledged the financial risk of climate change and made commitments to 

improve disclosures and reduce emissions in line with the Paris Agreement. 

We participated in over 6,000 company meetings where we noted an increase in not 

only the number of shareholder resolutions (particularly in relation to climate change) 

but also the extent of investor and company management support for them.  

Over the coming year climate change along with human capital, diversity, cyber 

security and tax transparency will be our focus. While our RI priorities are 

unchanged, it is clear that the market has evolved significantly since we began 

actively investing in ESG strategies nearly two decades ago.   

While navigating a market which is undergoing unparalleled change in terms of ESG 

investment solutions is a complex task, we see it as an opportunity to create value 

for our beneficiaries and at the same time make a positive environmental and social 

impact. 

We recognise the importance of investor collaboration and stakeholder engagement 

more broadly and seek to maintain our position as a leader in the field of responsible 

investment. We look forward to sharing our progress as we address each of these 

critical areas over the coming years. 
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Responsible Investment Policy and Strategic Developments 

 

Responsible Investment Policy  

As a long-term investor, the Fund seeks to deliver financially sustainable returns to 

meet the pension benefits of the scheme members and managing financially material 

Environmental, Social and Governance (ESG) risks is consistent with our fiduciary 

duty. Our Responsible Investing (RI) policy seeks to integrate ESG issues into the 

strategy in the belief this can positively impact financial performance. 

 

Our approach to RI is based on the following RI Principles: 

• We are a long-term investor, with liabilities stretching out for decades to 
come, and seek to deliver long-term sustainable returns.  

• The identification and management of ESG risks that may be financially 
material is consistent with our fiduciary duty to members.  

• We integrate ESG issues at all stages of the Fund’s investment decision-
making process, from setting investment strategy to monitoring our 
investment managers.  

• We recognise that climate change is one of the ESG factors that poses 
a long-term financial risk. 

• We seek to identify innovative and sustainable investment opportunities, 
in-line with our investment objectives.  

• We apply evidence-based decision-making in the implementation of our 
approach to RI.  

• We have a duty to exercise our stewardship and active ownership 
responsibilities (voting and engagement) effectively by using our 
influence as a long-term investor to encourage responsible investment 
behaviour.  

• We recognise the importance of collaboration with other investors in 
order to achieve wider and more effective outcomes.  

• We aim to be transparent and accountable by disclosing our RI policy 
and activity.  

 

The RI Policy sets out our approach to RI and how the policy is implemented within 
the investment portfolio. The policy document is available from the website 
www.avonpensionfund.org.uk (search Responsible Investment Policy). 
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Strategic Developments 

(i) Climate Change 

Climate change is recognised by the Fund as a material financial risk. There was 
significant focus during the year on the strategic impact of climate change, both in 
terms of the risks and opportunities a transition to a low carbon economy presents and 
also the physical risks posed by climate change and the consequential risk to business 
models, for example, the operating viability of real assets such as infrastructure under 
extreme climate conditions. 

We believe that investing to support the Paris goals that deliver a below 2°C 
temperature increase is entirely consistent with securing long-term financial returns 
and is aligned with the best long-term interests of our beneficiaries. As part of the 
review of our investment strategy in 2019/20 we used  evidence-based modelling of 
our then current portfolio, which formed the baseline for the analysis, and compared 
the returns to two alternative portfolios with increased allocations to sustainable 
equities and low carbon real assets under three climate change scenarios, a 2°C, 3°C 
and 4°C average warming increase on preindustrial levels, over three timeframes, 
2030, 2050 and 2100. 

As can be seen from the summary below, a portfolio with increased allocations to 
sustainable assets has the potential to improve returns under all but the most extreme 
scenario (+4°C). It is clear, too, that under a 4°C scenario asset allocation becomes 
less important as all model portfolios start to detract from expected returns as the 
physical risks of climate change are realised. 

 
Source: Mercer 
*  Sustainable Model 1 based on 20% allocation to sustainable and low carbon equities 
** Sustainable Model 2 based on 37.5% allocation to sustainable and low carbon equities 
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The conclusions of this analysis were used to develop our over-arching climate change 
objectives, which are to; 

 

• Implement a <2°C aligned portfolio by committing to net zero emissions by 
2050 or earlier. This will be achieved by working with Brunel using the results of 
the industry wide project being undertaken to assess what each 2°C asset 
portfolio will look like. We expect to review the findings in line with the global 
stocktake timeline in 2022/23. 

• Reduce the carbon intensity of the equity portfolio over time with the aim of 
being 30% less carbon intensive than the benchmark by 2022. 

• Invest sustainably so that we support a ‘just transition’ to the low carbon 
economy with the aim of investing at least 30% of the assets in sustainable and 
low carbon investments by 2025. 

• 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. If engagement does not work ahead of the Paris Stocktake in 
2023, we will consider selective divestment from laggard companies.  

 

 

 

 

 

 

  

Our ambition is to 

invest all equity 

assets in sustainable 

and low carbon 

equities recognising 

that they will allow us 

to capitalise on 

opportunities and 

minimise risk by 

having greatest 

alignment to a <20C 

economy; however further analysis is required to assess the overall viability of 

Achieving a 2°C aligned portfolio 

Working alongside the Institutional Investors on Climate Change 

(IIGCC) and Brunel, we are part of a pilot programme designed 

to support the research and modelling that is needed for 

investors to progress towards Paris Alignment.  

The Paris Aligned Investor Initiative (PAII) aims to help develop 

a common understanding of the concepts relating to alignment 

with the Paris Agreement, and explore options for approaches, 

methods and metrics that can be used by investors who wish to 

align their portfolios to the Paris Agreement.  
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are invested in dedicated sustainable and low carbon stocks.

together, this means of the 37.5% of assets we have allocated to equities, over half 
The strategy mirrors the wider market while minimising carbon exposure.  Taken 
managing the potential risks associated with the transition to a low carbon economy. 
already invested in a low carbon equity fund with the aim of more efficiently 
Our increased allocation to sustainable equities is in addition to the 10% of assets 

better position to deliver more attractive risk adjusted returns over the long-term.

that companies that balance positive environmental and social impact to be in a 

companies that are leading the transition to a more sustainable world. We believe 

£500m) of assets during 2020. Sustainable equities seek to invest in well managed 
our strategic allocation to sustainable equities from 3.5% (~£175m) to 10% (~

We continued to build on the positive steps taken in previous years by increasing 

(ii) Asset Allocation



making such a change and the impact it is likely to have on the risk and return profile 

of the Fund. 

Turning to our real asset portfolios, our allocation to renewable infrastructure 

doubled over the year. We are now committed to investing 5% of assets (~£250m) in 

established forms of alternative energy generation such as wind and solar as well as 

emerging technologies that facilitate energy generation without the need to burn 

fossil fuels. 

 

(iii) Engagement 

As we noted in our last annual RI report, the level of engagement from external and 
internal stakeholders on various ESG issues continues to build; we welcome this 
interaction and see it as a valuable input in shaping our overall policy. The discussion 
is becoming more nuanced, particularly in respect of climate change where companies 
that have historically been significant carbon emitters have begun to take 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. 

As part of the recent investment strategy review, we considered how best to progress 
the Fund’s climate change goals, without compromising potential returns.  We 
considered 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 engage constructively with companies to 
effect change, but where companies are unable to demonstrate how they are 
delivering against our expectations we will consider selective divestment ahead of the 
2023 Paris stocktake. 

Seeking to maximise our real-world impact with respect to climate change we became 
a member of the Institutional Investors Group on Climate Change (IIGCC); a body for 
investor collaboration on climate change which uses the collective voice of over 240 
members, representing €33 trillion in AUM to mobilise capital for the low carbon 
transition and to ensure resilience to the impacts of a changing climate by working with 
businesses, policy makers and fellow investors. 

We expect our strategic partnerships and affiliations, which also includes membership 
of the Local Authority Pension Fund Forum (LAPFF) and ClimateAction100+ 
(CA100+), to drive change at company and policy-level through constructive and 
meaningful dialogue across the entire ESG spectrum.  
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Pooling of Assets with Brunel 

 

The transition of assets to Brunel continued apace this year as our emerging market 
and global active equity mandates, totalling £574 million, were transitioned to Brunel 
portfolios. At the end of the year Brunel directly managed 30% or ~£1.3 billion of the 
Fund’s assets including low carbon passive equities, UK, emerging market and global 
equity portfolios and private markets portfolios. A further 20% of assets (or £937 
million) relating to our risk management strategies are now governed indirectly through 
the Pool.   

 

Over time Brunel will manage all of the Fund’s assets and as such their policies which 
span climate change, stewardship and RI more broadly, will determine how the Fund’s 
own approach to RI is implemented and monitored. Brunel’s policies and priorities are 
informed by its investment beliefs which have been developed with their clients 
together with regulations and statutory guidance. Brunel’s guiding principle is to deliver 
stronger investment returns over the long-term and to protect its clients’ interests by 
contributing to a more sustainable and resilient financial system, which supports 
sustainable economic growth.  

 

Brunel’s seven priority themes as part of an integrated responsible investment process 
are illustrated in the diagram below. 
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While putting in place a strategy to address climate change has been our immediate 
priority this year, our exposure to best-in-class investment managers in addition to 
Brunel’s internal dedicated team has allowed Avon to make a contribution in all of 
these areas over the year.  

 

The below section includes highlights from Brunel’s first Responsible Investment & 
Stewardship Outcomes Report. 

 

(i) Climate Change 

Brunel’s policy development and implementation directly affects the Fund. With over 

50% of our assets now managed by Brunel and the remaining assets expected to 

transition over the next two years, it was important that their Climate Change policy, 

published in January, reflected our priorities and served to facilitate our climate 

change goals. The policy identifies five areas where there is critical need for action 

and where Brunel believe they can make a significant difference. 

 

 

Central to Brunel’s approach to climate change is establishing a comprehensive and 
robust policy framework to deliver significant reductions in greenhouse gas emissions, 
accelerate progress towards the low carbon economy and enable effective adaptation 
to the impacts of climate change. Specifically, Brunel will look to play an active role in 
encouraging policy makers to adopt material carbon pricing (i.e. carbon pricing 
sufficient to drive change at the scale and rate required to meet the Paris goals) and 
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will be supportive of policy measures that accelerate the move away from high impact 
activities and sectors such as low carbon technology subsidies. Recognising the 
importance of disclosure at individual company level, Brunel will encourage policy 
makers to introduce mandatory climate change disclosure requirements, with a focus 
on providing information with a clear articulation of the risks that companies and their 
investors face.  

 

Equally, there needs to be a push by the investment industry to ensure there are 
adequate products investors can utilise in order to fulfil their climate change objectives. 
Brunel will work directly with managers to drive product development and innovation. 

For instance, Brunel’s portfolio construction process allows them to assess companies 
on an individual basis and to pinpoint undesirable sources of risk. When constructing 
one of the equity portfolios, they 
identified theof70%that

intensitycarbon theof
holdingsprospective was 

attributable to a single stock – 
largestworld’stheofone

cement producers. Transition 
Pathway Initiative (TPI) data 

ththatrevealed is company 
scored oftermsinhighly

qualitymanagement and
despite not being 2°C aligned, could clearly demonstrate, through direct engagement, 
a strategy that would see it aligned with the Paris target. 

 

(ii) Diversity and Inclusion 

Brunel expect UK companies to already have achieved a minimum of 30% female 
representation on company boards and 25% on executive teams and have developed 
a baseline for monitoring and reporting the percentage of female board appointments. 
In addition, during the year Brunel co-signed letters alongside the 30% Club writing to 
companies such as Centrica, Millennium & Copthorne Hotels and Daejan Holdings 
around their approaches to gender diversity. 

Brunel encourage companies with below 250 employees to consider gender pay gap 
disclosure where practical. In the UK, they will vote against the financial statements 
and statutory reports of qualifying companies (250 or more UK employees) that fail to 
disclose their gender pay gap. 

 

Brunel support the recommendations of Sir John Parker that from 2021 FTSE 100 
Boards should have at least one director of colour with a target date of 2024 for FTSE 
250 Boards. There is an expectation on companies to disclose how they promote and 
encourage diversity and Brunel will consider voting against the re-election of the chair 
of the nomination committee of companies that are not on track to achieve the 
recommendations of the Parker review. 

The Transition Pathway Initiative (TPI) Tool 

Asset owner led; the Transition Pathway Initiative is the 

leading corporate climate action benchmark. 

Aimed at investors and free to use, it assesses 

companies’ preparedness for the transition to a low-

carbon economy through robust and independent 

research designed to drive real world emission 

reduction. 
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Furthermore, Brunel will vote against the financial statements and statutory reports of 
companies that provide inadequate disclosure on diversity and may escalate this to 
withdraw support for the chair’s re-election. 

Brunel have pledged their support for the Diversity Project’s five-year programme 
which aims to achieve diversity across all dimensions, including gender, ethnicity, 
socioeconomic background, LGBTI+, age and disability across the finance industry. 

 

(iii) Tax & Cost Transparency 

Openness on investment costs and tax is a key step to building understanding and 
trust. For the Fund it is vital that its appointed managers, including Brunel, deliver value 
for money for the good of our beneficiaries. To this end, we encourage all of our 
managers to comply with the LGPS Cost Transparency Initiative (CTI), which includes 
disclosures such as portfolio investment activity and transaction costs, ongoing fund 
charges, performance fees (where applicable) and other incidental costs. This year 
significant advances were made in the level of disclosure rates by investment 
managers, with full disclosure increasing from 70% to 87%, reflective of the fact private 
markets investments are now in scope.  

Brunel is a signatory to the Code of Transparency and requires all underlying 
managers, where appropriate, to be signatories too. 

 

Separately, Brunel supports the Tax Engagement Programme coordinated by the 
United Nations-backed Principles for Responsible Investment (PRI) and monitors 
research and initiatives undertaken by key policy makers, using those insights to 
evaluate regulatory risk at both a country and corporate level.  

 

(iv) Cyber Security 

Given the significant financial consequences of poor cybersecurity, and the growing 

threat it presents as well as increase in regulation worldwide, we believe it is 

imperative that companies are fully aware and take appropriate action on cyber 

security issues. Brunel use the Ranking Digital Rights Corporate Accountability Index 

to evaluate companies held in their portfolios across 35 indicators, specifically on 

their disclosure commitments and policies affecting freedom of expression and 

privacy. Analysis over the year revealed that two holdings (Tencent and Samsung 

Electronics) held in Brunel’s portfolios ranked in the bottom half of the index. As a 

result both companies have been prioritised by Brunel and their appointed voting and 

engagement provider, Federated Hermes, for engagement. 

 

(v) Reporting  

A critical component of how the Fund engages with and educates its stakeholders 
about how it delivers against policy is through its RI reporting at the portfolio and 
overall Fund levels. Enhanced policy coverage, dedicated ESG scoring, ongoing 
carbon analysis and a clear voting and engagement framework as well as access to 
key industry bodies are some of the clear benefits of increasing scale through Brunel. 
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A full list of Brunel’s policies, partnerships and affiliations are included in the list of 
appendices to this report. 
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Positive Impact in Private Markets: Focus on Renewables  

 

Investing in renewable energy investments is a core component of our strategy to 

align our portfolio with the Paris goals. We have doubled our strategic allocation to 

wind, solar and biomass projects as well as energy storage solutions to 5% of our 

assets (~£250m). A further £95m commitment to the UK’s largest renewables 

focussed investor, Greencoat Capital has helped channel capital into established 

forms of renewable energy (i.e. wind and solar) as well as emerging technologies 

such as bioenergy and low-carbon farming techniques; all of which are consistent 

with our over-arching objective of increasing portfolio exposure to sustainable assets 

that deliver the return prospects required to pay beneficiaries of the scheme.  

During the market turmoil in March our renewable infrastructure assets offset the 

sharp contraction in core infrastructure assets. Where airports, seaports and toll 

roads experienced the greatest impact of lockdown restrictions, our exposure to 

renewable energy assets across the UK and Europe benefitted from the ‘essential 

services’ status that allowed key sites to remain open and operational as the 

pandemic escalated.  

Further, the reduction in industrial demand for power was mitigated to an extent 

given many underlying portfolio investments have contractual tariffs or long-term 

power purchase agreements in place and, in Europe, renewable energy is required 

to be called first 

ahead of 

conventional 

power, ensuring 

demand stability. 

These attributes 

and the fact the 

fundamentals of 

the energy 

transition remain 

as before means 

we are well 

positioned as 

opportunities are 

identified to begin investing the increased capital we have allocated to the sector.  

 

The merits of a transition to renewable energy have to be considered in the context 

of the inevitable social consequences that large-scale construction and operation of 

these assets leads to. Whilst renewable energy generation is very much a part of the 

solution designed to tackle climate change and move to a low carbon future, we 

acknowledge the huge impact the transition can have on local communities. One of 

our key objectives is to invest sustainably while supporting the Just Transition. 

Climate Action + Social Inclusion = Just Transition 

As we move to a resilient, low-carbon economy there will be 

transitional challenges, for workers, communities and countries 

as this shift takes place. As investors, we can make an important 

contribution to achieving a just transition, as stewards of assets, 

allocators of capital, and as influential voices in public policy.  

The just transition highlights the social consequences of climate 

change and provides the framework for connecting climate 

action with inclusive growth and sustainable development. We 

join investors representing more than $5 trillion in pledging our 

support for the just transition.  
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Enhanced due diligence and ongoing monitoring serves to ensure we are generating 

the return required as well as making both an environmental and social contribution.  

 

Case Study: Sustainable Agriculture 

During the year the Fund’s Secured Income portfolio committed capital to a project that will see 

the construction and operation of two of the UK’s largest greenhouses, warmed by waste heat 

from water treatment facilities. 

Project highlights: 

➢ Ground-breaking sustainable greenhouses provide a model for decarbonising agriculture 

and heat; reducing carbon footprint of produce by 75% versus a comparable gas heated 

facility 

➢ 360 permanent new green economy jobs in the UK, and an additional 120 seasonal jobs 

➢ Boost for UK food industry; the development which covers 72 acres will be capable of 

producing 1 in 10 of the UK’s tomatoes 

➢ Innovative renewable heating solution solves a number of environmental challenges; 

• Greenhouses warmed via heat pumps using waste heat from water recycling 

centres, displacing the conventional gas heating need 

• Co2 generated by gas-fired generators used to power the heat pumps is captured, 

filtered and transferred back into the greenhouses to further accelerate plant 

growth, acting as a natural carbon offset 
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Carbon Metrics Reporting 

We report on a variety of carbon metrics, including the carbon intensity, energy mix 

and disclosure rates for the aggregate equity portfolio on an annual basis. This is the 

fourth year we have undertaken this analysis and the findings are reported relative to 

a customised benchmark composed in the same proportions as the investments we 

hold. 

Our carbon footprinting analysis, facilitated by Brunel, includes scope 1, scope 2 and 

first tier scope 3 emissions. 
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We use carbon footprinting to understand the equity portfolios’ exposure to carbon. It 

shows us the relative carbon performance of holdings within a sector, identifies large 

contributors and outliers as well as identifying engagement opportunities. 

 

 

(i) Weighted Average Carbon Intensity (WACI) 

The WACI shows a portfolio’s exposure to carbon intensive companies. Because 

carbon intensive companies are more likely to be exposed to potential carbon 

regulations and carbon pricing, this is a useful indicator of potential exposure to 

transition risks such as policy intervention and changing consumer behaviour. We 

illustrate the WACI of our aggregate equity portfolio (and its respective benchmark) 

below. 

Our equity portfolio at a glance 

 

➢ On a Weighted Average Carbon Intensity (WACI) basis, the portfolio is 25% less 

carbon intensive than its custom benchmark and has reduced its carbon intensity by 

12% since last year 

 

➢ The aggregate equity portfolio is less exposed to both fossil fuel revenues (6.1% vs 

11.7%) and disclosed reserves (3.3% vs 7.1%) than its benchmark 

 

 

➢ Energy mix of aggregate portfolio contains a lower share from fossil fuels versus the 

benchmark, in particular coal (17% vs 31%), and a higher share from renewables (11% 

vs 7%) 

 

➢ All active Brunel sub-portfolios that the Fund invests in have a lower carbon 

intensity than their respective benchmarks 

 

➢ >50% of the Fund’s equity holdings fully disclose their carbon data on a carbon 

weighted measure. On an investment weighted measure 66% of companies fully disclose 
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WACI rates for Brunel portfolios 

Each of the Brunel Sub-Portfolios that the Fund invests in have a WACI below their 

respective benchmarks and actively seek to reduce the carbon intensity of their 

portfolios by 7% each year until 2022 (relative to the benchmark), consistent with our 

own objective of becoming 30% less carbon intensive than the benchmark by 2022. 

 

 

During the year Brunel worked with an underlying manager in the Active UK Equity 

Portfolio in order to reduce the carbon intensity of investments made. With significant 

capital allocated to this portfolio, we supported the action taken by Brunel to improve 

the carbon exposure both in terms of achieving an absolute reduction and a relative 

improvement versus its benchmark.  
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(ii) Exposure to Extractive Industries 

It is important to identify exposure to business activities in extractives industries1 in 

order to assess the potential risk of ‘stranded assets’. ‘Stranded assets’ are assets 

that may suffer from premature write-downs and may even become obsolete due to 

changes in policy or consumer behaviour. This is a real potential risk for assets in 

extractive industries as we transition to a lower carbon future. 

We can identify the exposure to extraction-related activities by analysing the 

Reserves Exposure for each equity portfolio. As can be seen from the below chart, 

all of our equity portfolios have lower reserves exposure than their respective 

benchmarks. The exception being the BlackRock passive global equity portfolio 

which is mandated to track its benchmark. 

 

(iii) Power Generation Mix 

We can also illustrate the power generation mix of our equity portfolio against its 

custom benchmark. The level of energy generated from fossil fuels, specifically coal 

is lower (17% vs 31%) than the benchmark, whereas the proportion of renewables, 

in particular biomass and other renewables such as solar, wind, tidal and 

geothermal, is higher. 

 
1 Extraction-related activities include crude petroleum and natural gas extraction; tar sands extraction; 
natural liquified gas extraction; bituminous coal and lignite mining; drilling oil and gas wells and 
support activities for oil and gas operations 
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Stewardship 

 

One of our key RI 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. In order to achieve this, we 

recognise that working collaboratively with other investors will drive the most 

effective outcomes. The following sections outline how the Fund has fulfilled its role 

as a responsible steward and how successful the engagements have been over the 

year.  

While engagement is not an exact science and the effectiveness of each 

engagement must be judged on its own merits, our managers and affiliates can draw 

on a set of tools to maximise the impact they have. We have seen managers employ 

a combination of the below strategies through the course of the year: 

➢ Collaborative engagement – As a signatory to CA100+, we are leveraging a 

combined $35 trillion under management to spur change at over 100 of the 

world’s biggest greenhouse emitters.  

➢ 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 – we expect our managers to vote at company meetings and disclose 

where votes have been cast in opposition to management or certain 

shareholder resolutions.  

➢ Shareholder resolutions - there has been a marked increase in the number 

of shareholder resolutions filed over the past year, as investors seek to 

increase pressure on companies, particularly with respect to climate change.  

Measuring the success of voting and engagement is critical to being able to establish 

the rate of change within a certain company and provides valuable insights into how 

a company is performing relative to its peers.  

The Fund directly benefits from the engagement framework developed by Federated 

Hermes, which is applied to all of the listed holdings within Brunel portfolios. This 

allows Federated Hermes to track progress in engagements relative to objectives set 

at the beginning of direct company interaction. The specific milestones used to 

measure progress in an engagement vary depending on each concern and its 

related objective. They can be broadly defined as follows: 

Milestone 1: Concern raised with the company at the appropriate level 

Milestone 2: The company acknowledges the issue as a serious investor concern 

Milestone 3: Development of a credible strategy/ Stretching targets set to address 

the concern 
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Milestone 4: Implementation of a strategy or measures to address the concern 

Across all Brunel portfolios Federated Hermes were able to move at least one 

milestone forward for over half of the objectives set during the year to December 

2019. The following chart describes how much progress has been made in achieving 

the milestones set for each engagement: 

 

 

 

Engagement Activity 

(i) Brunel portfolios 

Over the year to March Federated Hermes has engaged with 393 companies held by 

Avon in Brunel’s UK, Emerging Market and Global Equity portfolios on a range of 

1,075 ESG issues. 

 

182

111

184

87

156

110

171

80

Environmental

Social

Governance

Strategy, risk & communication

Engagement Progress in 2019
(Brunel listed portfolios¹)

No change

Positive progress (engagement moved forward at least one milestone during the year (to December 2019)

Source: Brunel/Federated Hermes
¹Milestones shown for all Brunel portfolios including those that Avon does not invest in 
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Environmental
Environmental topics featured in 27.4% of engagements over the year 

Climate change (66%) Forestry & Land Use (3%)

Pollution & Waste Mangement (11%) Supply Chain Management (8%)

Water (12%)

Social
Social topics featured in 19.5% of engagements over the year

Bribery & Corruption (7%) Conduct & Culture (19%)

Diversity (23%) Human Capital Management (20%)

Human Rights (21%) Labour Rights (8%)

Tax (2%)

Governance
Governance topics featured in 36.7% of engagements over the year

Board Diversity (23%) Board Independence (8%)

Executive Remuneration (56%) Shareholder Protection Rights (6%)

Succession Planning (7%)
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(ii) LAPFF 

275 company engagements were undertaken through the course of the year by the 

Local Authority Pension Fund Forum (LAPFF) which we have been a member of 

since 2005. The forum continues to provide a platform for us to engage with 

companies on a broad range of ESG issues. This year environmental topics featured 

in over half of the engagements undertaken; governance topics represented 

approximately a quarter, where executive remuneration featured prominently; social 

topics, in particular diversity and human rights, featured in approximately 15% with 

the remaining engagements focussed on reliable accounts and audit risk. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Strategy, Risk & Communication
Strategy, Risk & Communication topics featured in 16.4% of engagements over the 
year

Audit & Accounting (8%) Business Strategy (38%)

Cyber Security (6%) Reporting & Disclosures (18%)

Risk Management (30%)
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(iii) Engagement Highlights  

 

 

 

 

Company: Tencent (China)    Held: EM & Global Active Equity Portfolios 

Issue: Social (diversity)     Engagement Lead: Federated Hermes 

Since listing the company in 2004, Tencent has had a 100% male-dominated board, despite having 

female senior management in vice president roles. Federated Hermes renewed engagement on 

board diversity in 2019 with the aim of having at least one female director on the board by 2019 and 

a 20% representation in 2020.  

Engagement began with a meeting with the company’s senior legal counsel and a letter sent to the 

company’s chair. Recommendations were made on how to specify talent search criteria to 

encourage fairer and non-discriminatory practices. Federated Hermes also leveraged state media 

reporting in their discussions, which had pointed to the high percentage of women establishing 

online businesses in China. 

Ahead of a meeting with company management, Federated Hermes recommended voting against a 

member of the nomination committee at the 2019 AGM. At the meeting confirmation was received 

that the board acknowledged that gender diversity throughout the organisation should be improved 

and later in 2019 the company successfully appointed a female director. Tencent continues to 

implement a board diversity policy designed to ensure that the board has the appropriate balance of 

skills, experience and diversity of perspective, to grow the company. Tencent also aims to ensure 

that a certain percentage of promotions each year go to emerging internal talent to maintain 

dynamism. 

Company: General Motors (US)     Held: Diversified Growth Portfolio 

Issue: Governance (Trade Associations)     Engagement Lead: Ruffer  

For this manager it is important that a company’s stated policy, particularly on climate change, is 

aligned with its lobbying activities and practices and has been engaging with companies on this 

contentious issue for several years.  

This year, they have sought the public disclosure of political contributions and trade association 

memberships and have voted for a number of shareholder resolutions asking for additional 

disclosure of lobbying-related activities. In discussions with General Motors it was revealed that the 

company is conducting a review of its trade associations and will be providing information to 

investors by the end of 2020. While engagement is ongoing, the manager supported a shareholder 

resolution at the AGM, as they had done in 2018, calling for additional disclosure of the company’s 

lobbying-related activities. 
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Company: BP (UK)            Held: Passive, UK Active Equity & DGF Portfolios; 

Issue: Environmental (climate change)    Engagement Lead: CA100+ 

As a Climate Action100+ signatory the Fund participated in a shareholder resolution calling on BP to 

set out a business strategy that is consistent with the goals of the Paris Agreement on climate 

change. It followed sustained and constructive dialogue with the company co-ordinated by CA100+ 

and delivered with the support of the IIGCC. The resolution made a number of robust reporting 

requirements, including: 

➢ How the company evaluates the consistency of each new material capital investment with the 

goals of the Paris Agreement 

➢ Related metrics and targets, consistent with the goals of the Paris Agreement, together with 

the anticipated levels of investment in oil and gas and other energy technologies 

➢ Targets to promote operational greenhouse gas reductions and the estimates carbon 

intensity of energy products 

➢ The linkage of the company’s targets with executive remuneration  

With 99.14% of shareholders voting in favour of the resolution, including the BP board, the company 

now needs to set out a business strategy consistent with the goals of the Paris Agreement. The 

scale of support for the resolution reflects the growing importance investors place on climate change 

as a matter of corporate strategy and governance. Similar shareholder resolutions targeting 

companies including Royal Dutch Shell, Equinor and Glencore were withdrawn following 

commitments made as a result of ongoing engagement. 

 

Company: Multiple        Held: Multiple Portfolios 

Issue: Social (human rights - tailings dams)     Engagement Lead: LAPFF

              
The Investor Mining & Tailings Safety Initiative was created following the failure of a tailings dam 

facility in Brazil in 2019 which led to serious loss of life.  LAPFF has played a significant role in 

supporting and liaising with the affected communities through this initiative, ensuring that the 

community voice forms part of an ongoing narrative.  

LAPFF was a signatory to a letter campaign that targeted 683 companies requesting data on 

tailings storage facilities for which they are responsible. 197 companies have submitted data so far 

and a further 114 companies have stated that they are not responsible for the operation of tailings 

dams. Furthermore, this sustained campaign has led to a number of mining companies to publicly 

disclose their tailings dam data on their websites, including Anglo American, Glencore and Rio 

Tinto.  

LAPFF continues to play an active role in the investor initiative liaising directly with representatives 

from the affected communities.   As Vale, Anglo American and Arcelor Mittal all have significant 

tailings dam exposure in Brazil, LAPFF has approached all three to gain assurance that they have 

taken adequate steps to prevent further tailings dam collapses. As part of the engagement and to 

build credibility at company meetings, LAPFF have engaged with affected community members to 

determine their main concerns; these exchanges have proven invaluable in highlighting issues and 

questions to pose to the companies about the security of their assets and any threats from an 

investment perspective. LAPFF continue to engage intensively on this issue. 
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Company: Woolworths Group (Australia)   Held: Diversified Growth Portfolio 

Issue: Environmental (Pollution & Plastics)   Engagement Lead: Pyrford 

As awareness of the negative impact of single-use plastics and the ensuing shift in consumer 

expectations and behaviour unfolded in Australia, this manager was keen to engage with the 

country’s largest supermarket brand on their use of lightweight plastic carrier bags and pre-packed 

food products. Following the voluntary removal of free lightweight plastic bags, the manager asked 

the company for details on further initiatives to build on this initial success. In October 2019 the 

company disclosed to the manager that they had removed ~300 tonnes of plastic from fruit and 

vegetable packaging since engagement began in 2017; in addition, other single-use plastics such 

as straws and black plastic meat-product packaging has been replaced with sustainable 

alternatives. By prioritising the materials used in its supply chain the company has become a 

market leader in retail sustainability in Australia. 

Institutional Investors Group on Climate Change (IIGCC) – Policy Advocacy 

We joined over 100 investors, representing over €11 trillion in assets, to call on EU leaders to 

ensure a sustainable economic recovery from COVID-19 which supports the EU Green Deal & 

upholds the Paris Agreement. The letter, prepared by the Institutional Investors Group on Climate 

Change (IIGCC) followed a similar approach at the domestic level where we pledged our support 

for a letter to the UK Government along with over 200 businesses, investors and business groups, 

requesting a recovery from the pandemic which builds a more sustainable, inclusive and resilient 

UK economy. 
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Voting Activity 

The Fund delegates voting to its investment managers and monitors how each 

manager undertakes voting activities in comparison to relevant codes of practice. 

Through our underlying managers we participated in 6,547 company meetings, 

casting over 70,000 votes demonstrating the scale and range of topics covered at 

company Annual General Meetings (AGMs).  

We have seen continued, gradual growth in support for shareholder resolutions on 

environmental and social issues. According to ISS, support for these resolutions 

averaged 26.8% in 2019, compared with 25.1% in 2018 and 21.9% in 2017. Despite 

often failing to gain majority support, shareholder resolutions can be a useful tool to 

improve the outcome of engagement with management and the increase in support 

levels does point to the increasing quality and relevance of resolutions. 

In 2019 European companies came under increasing pressure to improve 

governance standards, particularly with the introduction of the EU Shareholder 

Rights Directive II, which meant companies have to comply with more stringent 

disclosure requirements in relation to executive remuneration and related party 

transactions. This pressure manifested as an increase in shareholder activism and a 

decrease in shareholder support during the 2019 AGM season. The year also saw 

the highest percentage of support for shareholder resolutions to remove a board 

director; 69.1% compared to 35.6% in 20181.  

One of our equity managers used its voting rights more frequently to escalate issues 

where engagement had been unsuccessful with votes against company 

management increasing from 9.8% in 2018 to 11.5% in 2019. A particular area of 

focus for this manager was the appointment of non-independent audit committee 

chairs which is not in line with UK best practice. Over the year their support for audit 

committee members fell from 82% to 65%. 

Among our DGF managers the number of company meetings voted at has expanded 

significantly over the past few years: from 233 in 2017 to 282 in 2019, an increase of 

21%. Of the resolutions voted 155 were against management, compared to 107 the 

prior year, an increase both in absolute terms and as a proportion of votes cast. 

Elsewhere, “overboarding” (where directors sit on too many boards) remained a 

concern with material increases in votes cast against individual re-election of board 

members. Overboarding will likely be prominent in forthcoming engagements and 

voting activity partly as a result of the COVID-19 pandemic which has led to an 

increase in the frequency of exceptional board meetings, putting pressure on those 

individuals with a portfolio of board-level commitments. 

With respect to Avon’s holdings in the Brunel UK, Emerging Market and Global 

Active equity portfolios, Federated Hermes made voting recommendations at 299 

 
1 Source: Schroders / Proxy Insight 
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meetings covering over 4,000 resolutions. At 43% of those meetings Federated 

Hermes recommended opposing one or more resolutions. The majority of resolutions 

where Federated Hermes recommended voting against management related to 

board structure and executive remuneration. 

 

 

 

 

 

 

 

 

 

 

Voting Activity to March 2020
(Brunel listed portfolios)

Total meetings in favour (53.2%)

Meetings against or abstain (42.8%)

Meetings with management by exception (4%)

Votes Opposed by Topic to March 2020
(Brunel listed portfolios)

Board structure (40.2%) Remuneration (40.3%)

Shareholder resolution (3%) Capital structure (5.3%)

Amend articles (3.3%) Audit & accounts (5.5%)

Other (2.4%)
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Case Study: Brunel Pension Partnership co-file a shareholder resolution at Barclays AGM 

 

Led by ShareAction and in collaboration with institutional investors managing over £130billion, 

Brunel co-filed a shareholder resolution at Barclays 2020 AGM. This landmark resolution – the first 

climate change resolution filed at a European bank – requested that Barclays publish a plan to 

gradually stop the provision of financial services to companies in the energy sector, and to gas and 

electric utilities that are not aligned with the goals of the Paris Agreement.  

Since the Paris Agreement was signed in 2015, Barclays have provided more than $85 billion of 

finance to fossil fuel companies, making it the world’s sixth largest backer of fossil fuels, and 

constitutes the highest level of fossil fuel financing of any European bank, exceeding its peers by 

over $27 billion. 

The proposal also encouraged Barclays to consider the social dimension of the transition to a 

resilient and low-carbon economy, as per the Paris Agreement. This made it the first climate change 

resolution to refer to a just transition. This resolution represented a significant opportunity for 

Barclays to bring its lending practices in line with global climate ambition and play an active role in 

accelerating the low-carbon transition. 

The outcome of the meeting was hailed a success with Barclays’ own management resolution 

winning majority support and committing them to becoming net carbon zero by 2050. The 

shareholder resolution won significant minority support, prompting the bank to consult with 

shareholders and explain the views received and actions taken publicly within a set period of time. 

The result is a great example of the power of collaboration and highlights the value of shareholder 

engagement. 
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RI Priorities 2020/21 [section divider] 



2020/21 RI Priorities 

Our 2020/21 engagement priorities will be informed by our internal policy, Brunel’s 

policy and its strategic partnerships with Federated Hermes and the wider 

investment management community. 

There is expected to be a large degree of alignment with Brunel’s seven priority 

themes. The additional resources available to Brunel mean they can dedicate time to 

emerging environmental and societal themes too, which are captured in Federated 

Hermes’ 2020 engagement plan: 

 

 

 

The main priorities for the Fund remain as before, namely: 

 

➢ Climate change including pollution, waste and plastics 

➢ Human Capital 

➢ Diversity and Inclusion 

➢ Cyber security 

➢ Cost and tax transparency 

 

As part of Federated Hermes’ annual review process where clients work 

collaboratively to research, forecast, discuss and agree the plan over a series of 

touchpoints (including client surveys, feedback sessions and organised discussions) 

emerging themes are added to the engagement plan. Last year for instance 
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sustainable protein sources, artificial intelligence and plastics were added and 

continue to be a source of focus. Over the past year Federated Hermes’ have 

published a series of thought pieces covering sustainable land use and biodiversity 

loss and the environmental impact of fast fashion; themes that are likely to shape 

future thinking and that we are wholly supportive of. 

 

Finally, we support efforts to focus improving regional and sector disclosure levels by 

engaging with companies that currently provide little in the way of transparency. 

Brunel and our strategic partners will be instrumental in determining the best 

engagement approaches to use to achieve the greatest impact. 
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