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Summary

Our multi-factor equity solution has been hugely successful, with over £1.6bn of our clients’ money invested.

As part of our commitment to keep improving the solution in line with changing regulation and client needs, we are
announcing changes to the strategy design.

We are updating the index of our multi-factor equity solution to incorporate meaningful exclusions targeting some
of the core themes around responsible investing. In keeping with recent legislation aimed at pension scheme
trustees, it will primarily focus on the issue of climate change but also addresses a number of global social
concerns.

Providing exposure to academically robust sources of return remains the primary objective of our solution.
However, based on simulations, the proposed changes would reduce the weighted average carbon intensity of
the solution by approximately 46% compared to a market-cap index, and around 70% compared to the existing
solution. The design change intends to reduce the risks associated with a transition to a low carbon environment
while not compromising the risk and return expectations of the solution.

The changes will occur within the existing solution, and clients do not need to take any action.
Background

Our clients have become increasingly interested in and engaged by responsible investment themes, including
climate change and social responsibility, and these changes will help us support our clients' changing attitudes
and preferences.

We have worked with Scientific Beta, our chosen index provider, to thoughtfully incorporate responsible
investment considerations into Aon’s Factor Service. Our research focused on ensuring that we preserve the
underlying factor exposures and diversification and stay true to the core premise of providing access to Aon’s
best ideas on factor-based equity investing. The research showed that we could implement these changes
without altering the factor strength of the solution, or our assessment of the potential long-term performance.

Below we detail how the product design seeks to address both climate and social considerations.



Detail of changes

Addressing Climate Concerns

We will filter the investment universe to positively tilt towards companies with a lower carbon
footprint subject to prudent sector protection and risk management constraints.

We will exclude coal companies. Coal is a key contributor to climate change, and current levels of coal
consumption are not compatible with the achievement of the two-degree target set by the Intergovernmental
Panel on Climate Change.

As at present, assets will be managed subject to Legal and General Investment Management's (LGIM)
'Climate Impact Pledge’, a global engagement initiative to improve corporate climate performance. The
stewardship team at LGIM will vote on behalf of beneficiaries against the re-election of the board chair for
portfolio companies ranked poorly in addressing climate change.

Addressing Social Concerns: Supporting International Norms

Rather than applying our ethical norms to clients, we have aligned the social aspects of the product design
with the UN Global Compact. The United Nations Global Compact is a non-binding United Nations pact to
encourage businesses worldwide to adopt sustainable and socially responsible policies:

We will exclude companies with involvement in controversial weapons (such as antipersonnel
landmines or cluster munitions). The exclusion is a legal requirement in various European countries.
Companies involved with controversial weapons are excluded from UN Global Compact membership.

We will exclude manufacturers of tobacco products. Manufacturers of tobacco products are excluded
from the UN Global Compact. Tobacco is a common restriction for responsible investors due to the inherent
harm generated by the product.

We will exclude companies that violate the UN Global Compact. These are companies involved in serious
violations of fundamental norms which have proven unresponsive or have failed to address their
controversies over a reasonable time.

Following the changes to the index, there will be a modest increase in the expenses of the fund, by around 0.01%
p.a., which we do not believe to be material, especially when set in the context of the expected long term
outperformance of the multi-factor solution.

Implementation

We intend to implement the index change in Q4 2019, subject to regulatory approval.
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https://www.lgim.com/uk/en/insights/our-thinking/market-insights/lgims-climate-impact-pledge-the-results-so-far.html
https://www.unglobalcompact.org/

Disclaimer

This document has been produced by Aon’s investment manager research team and is appropriate solely for institutional investors. Nothing in
this document should be treated as an authoritative statement of the law on any particular aspect or in any specific case. It should not be
taken as financial advice and action should not be taken as a result of this document alone. Consultants will be pleased to answer questions
on its contents but cannot give individual financial advice. Individuals are recommended to seek independent financial advice in respect of
their own personal circumstances. The information contained herein is given as of the date hereof and does not purport to give information as
of any other date. The delivery at any time shall not, under any circumstances, create any implication that there has been a change in the
information set forth herein since the date hereof or any obligation to update or provide amendments hereto. The information contained herein
is derived from proprietary and non-proprietary sources deemed by Aon to be reliable and are not necessarily all inclusive. Aon does not
guarantee the accuracy or completeness of this information and cannot be held accountable for inaccurate data provided by third parties.
Reliance upon information in this material is at the sole discretion of the reader.

This document does not constitute an offer of securities or solicitation of any kind and may not be treated as such, i) in any jurisdiction where
such an offer or solicitation is against the law; ii) to anyone to whom it is unlawful to make such an offer or solicitation; or iii) if the person
making the offer or solicitation is not qualified to do so. If you are unsure as to whether the investment products and services described within
this document are suitable for you, we strongly recommend that you seek professional advice from a financial adviser registered in the
jurisdiction in which you reside. We have not considered the suitability and/or appropriateness of any investment you may wish to make with
us. It is your responsibility to be aware of and to observe all applicable laws and regulations of any relevant jurisdiction, including the one in
which you reside.

Aon Hewitt Limited is authorized and regulated by the Financial Conduct Authority. Registered in England & Wales No. 4396810. When
distributed in the US, Aon Hewitt Investment Consulting, Inc. (“AHIC”) is a registered investment adviser with the Securities and Exchange
Commission (“SEC”). AHIC is a wholly owned, indirect subsidiary of Aon plc. In Canada, Aon Hewitt Inc. and Aon Hewitt Investment
Management Inc. (“AHIM”) are indirect subsidiaries of Aon plc, a public company trading on the NYSE. Investment advice to Canadian
investors is provided through AHIM, a portfolio manager, investment fund manager and exempt market dealer registered under applicable
Canadian securities laws. Regional distribution and contact information is provided below.

Aon plc/Aon Hewitt Limited Aon Hewitt Investment Consulting, Inc. Aon Hewitt Inc./Aon Hewitt Investment
Registered office 200 E. Randolph Street Management Inc.

The Aon Centre Suite 1500 225 King Street West, Suite 1600

The Leadenhall Building Chicago, IL 60601 Toronto, ON

122 Leadenhall Street USA M5V 3M2

London Canada

EC3V 4AN
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