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= SIP to state how trustees take account of 'financially material considerations', 'non-financial matters' and

policies on stewardship.

= Money Purchase schemes will need to disclose this information online and also produce an

implementation report each year.

= Proposals for a separate "statement on members' views" dropped.

In recent years there has been growing interest in social investment for pension funds and in environmental,
social and governance (ESG) considerations. Various consultations and reports have been released,
including a report by the Law Commission which concluded that there are no legal or regulatory barriers to
pension schemes making social investments. Final regulations have now been released following
consultation; these aim to help dispel trustee confusion and to give institutional investors renewed confidence,
if they so choose, to begin or increase the allocation of capital to investment opportunities such as unlisted

firms, green finance and social impact investment.

The regulations are intended to reassure trustees
that they can (and should):

= Take account of 'financially material
considerations', which include but are not limited
to ESG considerations including climate change;

=  Fulfil the responsibilities associated with holding
the investments in members' best interests;

= Have an agreed approach on the extent, if at all,
to which they will take account of members'
views (‘non-financial matters'); and

= Use the Statement of Investment Principles (SIP)
as a real, effective and regularly-reviewed guide
to investment strategy.

The DWP also confirms, for the avoidance of doubt,
that trustees have primacy in investment decisions.
Although trustees should not necessarily rule out
taking account of members' views, they are never
obliged to do so.

Specific details are set out below.
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Under the regulations, by 1 October 2019, all
schemes that are required to produce a SIP will need
to expand this to set out:

» How they take account of financially material
considerations, including climate change, over
the appropriate time horizon for the scheme;

= How they take account (if at all) of 'non-financial
matters'. This means the views of members,
such as (but not limited to) ethical views, and
views in relation to social and environmental
impact and present and future quality of life of
the members and beneficiaries; and

= Their policies in relation to the stewardship of
investments, including engagement, monitoring
and exercising voting rights associated with
investments.

A proposal for a "statement on members' views" was
removed from the final regulations.

The new items must also be included in the annual
report, available on request to members.
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Additional requirements apply to 'relevant schemes'
(broadly, subject to a few exemptions, schemes
offering money purchase benefits other than just
AVCs).

From 1 October 2020, where these schemes are
required to produce a SIP, trustees will in addition be
required to produce an implementation report for the
year setting out how they acted on the principles set
out in the SIP and explaining any changes made to
the SIP and the reasons for the change. If no review
of the SIP has taken place, the trustees must state
the date of the last review.

From October 2019, relevant schemes will also need
to prepare or update their default strategy, to cover
the new items detailed above.

About Aon

Such schemes will have to publish the following on a
website, so that it can be found by scheme members
and interested members of the public:

= SIP;
» Implementation report (once this is prepared).

Members will need to be informed of the online
availability of this information in their annual benefit
statement. This approach is similar to that recently
adopted for disclosure of costs and charges for these
schemes.

1 October 2019: Schemes will be required to update
their SIP. Relevant schemes will also be required to
update their default strategy, and to publish this and
their SIP.

1 October 2020: Relevant schemes will be required
to produce and publish their implementation
statement.

Aon plc (NYSE:AON) is a leading global provider of risk management, insurance brokerage and reinsurance brokerage, and human resources solutions and outsourcing services.
Through its more than 72,000 colleagues worldwide, Aon unites to empower results for clients in over 120 countries via innovative risk and people solutions. For further information on
our capabilities and to learn how we empower results for clients, please visit: http://aon.mediaroom.com/.

Aon Hewitt Limited
Registered in England & Wales No. 4396810

Registered office: The Aon Centre | The Leadenhall Building | 122 Leadenhall Street | London | EC3V 4AN

Follow us on twitter @aonhewittuk

Copyright © 2018 Aon Hewitt Limited. All rights reserved.
Aon Hewitt Limited is authorised and regulated by the Financial Conduct Authority.

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.
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