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What is Responsible Investment?

=PRI
1

Responsible investment is an approach to investing that aims to incorporate
environmental, social and governance (ESG) factors into investment
decisions, to better manage risk and generate sustainable, long-term

returns.

Principles for
Responsible
Investment .. .. ........

AON iapf emm

Empower Results® representing pension savers


https://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwjkk8-E4cvbAhURmbQKHZarClkQjRx6BAgBEAU&url=https://academicnetwork.unpri.org/register/&psig=AOvVaw01bMiBSmLbbTrRRK_saztC&ust=1528811561142450

What does it mean to invest responsibly?

Some combination of....

Integration of ESG considerations

Exclusion

Avoiding investment in companies or Incorporating of wider set of factors in decision
sectors due to product or conduct making to improve portfolio risk and return
based views

Impact Engagement

Achieving specific non-financial Actively seeking to influence change through
outcomes linked to theme or mission invested companies or assets
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Changing global attitudes to responsible investment

Is responsible investment important? Does responsible investment impact manager selection?

O O O
‘ : MMM
Very' or ‘Not’ 3outof10

‘Critical’ “It doesn't”

o N Would you sack an outperforming manager who wasn’t
Why do responsible investing? living up to expectations on responsible investment...?

10% —

Incorporating ESG leads

to better investments 8%

We want to impact global issues 6%

Responsible investment will

outpace traditional approaches

It connects with our
mission or purpose

4%

2%

0

0 10% 20% 30% 40% >0% United Kingdom Continential Europe  United States Canada

Source: Aon — Global perspectives on responsible investing 2019

AON iapf zmmn

Empower Results® 9 representing pension savers



What is driving discussions on Responsible Investment?

P N
o

Demographics Academic Data and

materiality
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In the UK: increasing regulatory and industry expectations

RN
May
} 2018

ept
} 2018
& June

\2019/

The Pensions Environmental Audit Department for Work Minister for Pensions
Regulator Select Committee and Pensions writes to top 40 pension
issues ESG guidance writes to top issues new regulations schemes
25 DB schemes for pension trustees
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In the UK: implementation of EU Directives

/ -

e . /

B o~ I s-o i
.
Policies on... Publish...
= Financial and non-financial matters = Statement of Investment Principles
= Stewardship and engagement = Implementation Statement (DC)
* Fund manager relationships = Engagement Policy Implementation
= Monitoring costs, performance & Statement (DB)
remuneration
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In the UK: discussions and developments

@ Believe ESG considerations are usually material, but....

.....don’t assess their ESG risks.

There is more connection with the financial materiality in E, S and G factors individually, than the concept of
ESG combined.
@ Say they should disinvest from harmful companies irrespective of returns.

o
96 U Believe their fund managers should be incorporating ESG risks into their process.

Source: Aon
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In the UK: discussions and developments
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TN

The headlines
reflect the
leaders not the

TN

The pace of
change and
adoption is

pack

The wall of
investing is
coming

N

The focus
has been
on beliefs and

rapid

policies

Investors
will demand
more of fund

managers

Ry W

Members are
at the centre
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Members want their pensions to reflect their values

How important is it that your pension scheme considers how the companies
and markets they invest in are run, and how they treat the planet?

It matters a lot

It matters if it produces better returns

It doesn't really matter at all

Don'tknow

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

Source: Nest, Building new norms, 2018

AON

Empower Results®

> Responsible Investments
would make me want to
engage more with my pension:

8%
disagree

> Rl would make me want to pay
more into my pension:

16%
disagree

Source: Defined Contribution Investment Forum,
Navigating ESG, Q4 2018
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Uncovering members’ revealed preferences, not expressed

How much do savers value sustainability?

Median saver would prefer sustainable investments even if they have to sacrifice up to
2.5% pa returns

» No difference in preference was detected between environmental and social themes

What other factors influence fund choices?

Savers showed a stronger preference for avoiding funds rated poorly for sustainability

Who values sustainability the most?
» Younger and inexperienced savers
» No significant difference between income level, education and gender

57 UNIVERSITY OF

Investment CAMBRIDGE

m SUSTAINABILITY LEADERSHIP
AON iapf man

Empower Results® 16 representing pension savers




Your £10,000 pension savings had the following impact:

Changing the way we communicate with members

CLEANER ENERGY

Generating Avoiding

18 MWh 8 tons 100k litres

of renewable energy of CO.e emissions

equivalent to the annual

energy use of e equivalent to the total annual

1 European household = st waste water generated by
A~ | carbon

WELL-BEING o @
Students receiving

1 person 1 day

of tertiary education

saving in avoided
healthcare treatment costs.?

1apf eam
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Roadmap for Responsible Investment

/\
2 Develop = 3 Review
\/

Raise Agree : Ongoing
Ny Assess risks
awareness objectives engagement
Define beliefs Agree policies Review and Reportl_ng and
select managers review
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Impact Investing

Impact Investment

Four tenets of impact investment

Intentionality Financial Return Range of Assets
Investors must possess Investments are expected Impact investment can be
the intention to deliver to generate a financial conducted across a range
positive social or return on capital. of asset classes, with a
environmental impact. range of return
expectations.

The measurement of
impact, with respect to
stated social and
environmental aims, is
essential.

Measurement

AON
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Impact Investing in publicly traded equity

Engagement ( g @

Broad investment Engage with companies Connecting value
universe to improve sustainability creation with improved
and stakeholder profile sustainability profile

‘o) Solution
A\exA .
N\ Providers
Narrower investment Active investment in Investing in a company
universe ‘solution providers’ to with an explicit focus on
environmental and water treatment
social challenges solutions and water
management
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Reporting on impact

The Cambridge Impact Dashboard

Haa\thf ecosys !‘en].s

SUSTAINABLE

DEVELOPMENT

Wellbeing
Impact per US$ 1m invested

Source: University of Cambridge.
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IMP: Deconstructing “Impact”

m dimension

’P What .

®
»%&a Who

How much

k\vi Contribution

I Risk
[

Impact questions each
dimension seeks to answer

What outcome(s) do business
activities drive?

How important are these
outcomes to the people (or
planet) experiencing them?

Who experiences the outcome?
How underserved are the
affected stakeholders in relation
to the outcome?

How much of the outcome
occurs — across scale, depth
and duration?

What is the enterprise’s
contribution to the outcome,
accounting for what would have
happened anyways?

What is the risk to people and
planet that impact does not
occur as expected?

Source: Impact Management Project Analysis.
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Public attitudes are changing

Source: Irish Times
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Change is coming

Does the default fund invest in any funds that adopt an ESG screening or
tilting process that goes beyond voting?

We have no plans to introduce ,
ESG Investment of this sort 9.70%

We may introduce it
within the next two years 51.60%

Source: Nporate Adviser Intelligence ® f
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Evolving Investment Solutions

Low
carbon

Filter the investment universe to .
positively tilt towards companies .
with a lower carbon footprint .

Coal companies

Tobacco products
Companies with involvement
in controversial weapons
Companies that violate the
UN Global Compact*

Reduce weighted average
carbon intensity of the fund
by 46% compared to a
market-cap index™*

Addition of a low carbon tilt and a series of exclusions from some of the most controversial companies
and sectors while preserving the underlying return and risk characteristics

*These are companies involved in serious violations of fundamental norms who have proven unresponsive or have failed to address their controversies over a reasonable time. **Based on simulations.
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Climate change brings many types of risks

Transition risk Firms in sectors affected by the transition Financial institutions
£.0. INsurars,
e . . instrtutional
Transition Disruptive v‘wﬁ: investors,

technological advances

banks,

Risk

Governments’

impact
climate policies T¢ cm@eﬂﬂﬂim
Physical risk Physical assets, agriculture, workers . Risk to UK financial stability
af. » Higher insurance claims
Extreme * Portfolio losses
Physical weather events * Sentiment shocks
Risk » Dafaults on loans
Changing climatic
S
Source: Bank of England (2017)
Liability Depending on the types and coverages of insurance or assets invested in, risks could
Risk arise if third parties have suffered damage or losses from the effects of climate change

and seek compensation.

AON 1apf ==
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Climate change scenario modelling — four scenarios

Data: SSP database (IIASA)/GCP ‘ ‘ Severe physical
Scenario group risks manifest

<6°C

6.0 W/m2 (3.2-3.3°C) I No Mitigation
i i <5°C
N BERe

Forced green
scenario

No mitigation
scenario

—_
o
o

3.4 W/m2 (2.1-2.3°C)
2.6 W/mz (1.7-1.8°C)

Green
regulation
scenario

[8)]
o

land—use change (GtCO./yr)

Emissions from fossil fuels and

o . V\‘\_
S~ | Base Case
‘\-\ = [l <3C
net-negative global emissions N
-25 I

1980 2000 2020 2040 2060 2080 2100

o

Green skies
scenario

Transition risks
dominate

AON iapf zmmn
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If the impact of climate change is not mitigated, what could happen to...

I Your funding level?

160% 152%
140%
120%
100%
80%

62%
60%

2019 2024 2029 2034 2039

—Base Case =—=No Mitigation
% U U
Your deficit... Equivalent to...

€90 million higher in 20 years
relative to the base case

AON
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10 years of annual
deficit contributions

5.8% p.a. relative to the base
case equity return over 20 years

I Your equity portfolio?

14,000 12,068
12,000
10,000

8,000

6,000

4,000

2,000 3,906

Market value (£k)

0
2019 2024 2029 2034 2039

—=Base Case ===No Mitigation

[ ha

Underperformance... Equivalent to...

2.0% p.a. hit to overall

1apf eEmn
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Why is climate change scenario analysis useful?

What can you do?

Potential Prepare for

Consider asset characteristics

impacts the risks

Engage

.... And the
opportunities!

NS

Impacts on asset classes

Shift Investments

NS

Direct Indirect Invest in the
transition transition Macro- . .
ioact : ¢ economic green Diversify out
mp mpac technologies of equities
sector

AON
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> “Scenario analysis is an important and useful tool for understanding the
strategic implications of climate-related risks and opportunities.” — TCFD
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Responsible Investment — now and in the future

AON

Empower Results®

Pension
scheme
trustees &
sponsors

Auto
Enrolment

29

Investment
Solutions
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PENSION INVESTMENT - ARE YOU

BEING RESPONSIBLE?

Tim Manuel, Aon

Darren Tuohy, Aon

. John Griffith, IAPF
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THANK YOU TO OUR SPONSOR
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THANK YOU FOR ATTENDING

FILL IN EVALUATION FORMS
CPD CONFIRMATION BY EMAIL
DOWNLOAD PRESENTATIONS AT
WWW.IAPF.E
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Disclaimer

This document and any enclosures or attachments are prepared on the understanding that it is solely for the benefit of the addressee(s). Unless we provide express prior written consent, no part of this document should be reproduced,
distributed or communicated to anyone else and, in providing this document, we do not accept or assume any responsibility for any other purpose or to anyone other than the addressee(s) of this document.

Notwithstanding the level of skill and care used in conducting due diligence into any organisation that is the subject of a rating in this document, it is not always possible to detect the negligence, fraud, or other misconduct of the
organisation being assessed or any weaknesses in that organisation's systems and controls or operations.

This document and any due diligence conducted is based upon information available to us at the date of this document and takes no account of subsequent developments. In preparing this document we may have relied upon data
supplied to us by third parties (including those that are the subject of due diligence) and therefore no warranty or guarantee of accuracy or completeness is provided. We cannot be held accountable for any error, omission or
misrepresentation of any data provided to us by third parties (including those that are the subject of due diligence). This document is not intended by us to form a basis of any decision by any third party to do or omit to do anything.
Any opinions or assumptions in this document have been derived by us through a blend of economic theory, historical analysis and/or other sources. Any opinion or assumption may contain elements of subjective judgement and are
not intended to imply, nor should be interpreted as conveying, any form of guarantee or assurance by us of any future performance. Views are derived from our research process and it should be noted in particular that we cannot
research legal, regulatory, administrative or accounting procedures and accordingly make no warranty and accept no responsibility for consequences arising from relying on this document in this regard.

Calculations may be derived from our proprietary models in use at that time. Models may be based on historical analysis of data and other methodologies and we may have incorporated their subjective judgement to complement such
data as is available. It should be noted that models may change over time and they should not be relied upon to capture future uncertainty or events.
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To protect the confidential and proprietary information included in this material, it may not be disclosed or provided to
any third parties without the prior written consent of Aon Hewitt Limited.

Aon Hewitt Limited does not accept or assume any responsibility for any consequences arising from any person, other
than the intended recipient, using or relying on this material.

Copyright © 2019 Aon Hewitt Limited. All rights reserved.

Aon Hewitt (Ireland) Limited is registered in Ireland No. 356441
Registered Office: Block D, lveagh Court, Harcourt Road, Dublin 2, Ireland

Aon Hewitt (Ireland) Limited trading as Aon is regulated by the Central Bank of Ireland
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