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Introduction 

Climate change is affecting our planet. Understanding the impact of 

climate change and the vulnerability of our members’ savings to 

climate-related risks will help us mitigate the risks and take advantage 

of any opportunities. 
Most of our members will be invested in The Aon MasterTrust for decades. For this 
reason, climate-related risks and opportunities are likely to play out over a long-time 
horizon and have an impact on our members’ pension savings.  
 
Both we, as the Trustee of The Aon MasterTrust, and Aon, as founder of The Aon 
MasterTrust, believe consideration of climate change to be a key part of our fiduciary 
duty to our members. For this reason, we have embedded consideration of climate 
change and broader environmental, social and governance issues into our 
investment strategy. 
 
The Taskforce on Climate-related Financial Disclosure (“TCFD”) is an initiative that 
developed best practice guidance for climate-risk reporting. New UK regulations 
require trustees to meet climate governance requirements and publish an annual 
TCFD-aligned report on their pension scheme’s climate-related risks.  
 
Better climate reporting should lead to better-informed decision-making on climate-
related risks. And on top of that, greater transparency around climate-related risks 
should lead to more accountability and provide decision-useful information to our 
members and other stakeholders. 
 
This document is the first annual TCFD report for The Aon MasterTrust (the 
“MasterTrust”) and shares our progress on how we are managing climate-related 
risks impacting our members’ pension savings. It has been prepared by us, The Aon 
MasterTrustee Limited (the “Trustee”), for the year ended 31 December 2021.  
 
We’re aware some of the terms used in this report may be unfamiliar and so we’ve 
included a glossary in Appendix 1.  
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Executive summary 

Climate change is affecting our planet. Understanding the impact of 

climate change and the vulnerability of our members’ savings to 

climate-related risks will help us mitigate the risks and take advantage 

of any opportunities.  

Overarching our investment strategy is our belief that climate change poses 
systemic risks to financial markets due to both the physical impact of climate change 
and the effects of a transition to a more sustainable global economy.  
 
In turn this is likely to impact the value of MasterTrust’s investments and our 
members' retirement benefits. This is important as most of our members will be 
invested in the MasterTrust for decades and the real impact of climate change is 
likely to be felt over the long term.  
 
To understand these risks and the potential impact on our members’ pension 
savings, we have carried out:  
 

• qualitative assessment of the climate-related risks and opportunities through 
an annual climate risk assessment.  

 

• quantitative analysis by means of climate change scenario analysis.  
 
These assessments have led us to focus initially on the equity portfolio, reflecting the 
heightened climate-related risks associated with equity investment and long-term 
investment horizon of many of our members.  
 
Our progress 
 
Working closely with our investment manager, Aon Investments Limited, we 
identified several climate-related opportunities and made changes to our investment 
strategy to incorporate these. Key highlights include:  
 

• Addition of a new Aon Managed Global Impact Fund: this innovative new 
fund invests in companies which are actively contributing to solutions to 
tackle climate change, as well as wider environmental and social issues. 
This fund allows our members to invest in these growth opportunities and 
see their retirement savings make a positive impact on our planet. 

 

• ESG overlay on multi-factor equities: our investment manager introduced 
an allocation to multi-factor equities, implemented using an Aon designed 
index, within our default strategies in late 2020. This fund includes an ESG 
overlay with a focus on managing climate-related risks, as well as some 
further ESG screens. Specifically, the fund invests more in companies with 
lower carbon emissions and less in companies with higher carbon 
emissions. The fund also excludes investment in some of the worst-polluting 
aeras such as thermal coal, tar sands oil extraction and fracking. 

 

• Launch of a new climate transition equity fund: our investment manager 
has also developed a climate transition equity strategy with UBS Asset 
Management (one of the underlying managers) for a further portion of our 
equity portfolio, which we introduced in the first quarter of 2022. Through this 
strategy we allocate more of our members’ savings to companies involved 
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with renewable energy and green technology, as well as to companies 
contributing to a ‘just and fair’ transition. 

 
We plan to extend our approach to our investments in corporate and government 
bonds. We are also considering introducing additional funds to the wider self-select 
fund range. In the medium term, we believe there are opportunities to invest in 
private markets, for example, to access renewable infrastructure and real estate, 
subject to cost considerations. We are working with our investment manager and our 
investment adviser to understand the opportunities in these areas. 
 
Our net zero commitment  
 
Recognising the importance of managing climate-related risks for our members, we 
have committed to achieving net zero emissions within our default strategy by 2050, 
and a 50% reduction by 2030.  
 
We expect to achieve our net zero commitment through a combination of: 
 

• Engagement: we want to drive positive investment change and 
accountability by working with asset managers, regulators, academics and 
the investment industry. 

 

• Innovation: we want to accelerate progress with innovative product design 
and better quality carbon emissions data and metrics. 

 

• Insights: we want to provide insights on our progress and the progress of 
the funds in which we invest towards net zero portfolios, through transparent 
reporting and communication with our members, clients and other 
stakeholders.  

 
We are pleased to report that members invested in the Aon Managed Core 
Retirement Pathway Funds have seen a 48% reduction in their carbon footprint 
since 2019. For members invested in the Aon Managed Retirement Pathway Funds, 
they have benefited from a 61% reduction in their carbon footprint since 2019.  
 
These reductions are the first steps in our journey towards achieving our net zero 
commitment and we look forward to sharing our progress with you in future reports.  
 
We hope you enjoy reading this report and understanding more about how the 
Trustee is managing climate-related risks and opportunities within the MasterTrust.  
 
Roger Mattingly 
On behalf of the Trustee of The Aon MasterTrust 
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Governance 

Role of the Trustee 
 

We are responsible for overseeing all strategic matters related to 

the MasterTrust. This includes the governance and management 

frameworks relating to environmental, social and governance 

(“ESG”) considerations and climate-related risks and 

opportunities.  

 
Given its importance, we have not identified one individual to be specifically 

responsible for our response to climate risks and opportunities. Rather the 

whole Trustee board takes collective responsibility for setting the 

MasterTrust’s climate change risk framework.  

 

We have agreed our climate-related beliefs and approach to managing climate 

change risks. These are set out in our Statement of Investment Principles 

(“SIP”), which we review annually. In summary, we believe that:  

 

• Climate change is an urgent and critical global challenge.  

 

• Sustainability risks have the potential for material adverse long-

tail risks.  

 

• Environmental, social and governance factors (including climate 

change) impact long-term returns and risk management.  

 

• Stewardship and engagement provide opportunities to preserve 

and enhance the value of assets.  

 

• We have a commitment to aim to reduce carbon emissions to net 

zero by 2050 and 50% by 2030. Our starting point, or ‘baseline’, 

for progress against these targets is 2019.  

 

We assess climate related risks and opportunities over four different time 

horizons, which we believe are most appropriate given our membership, 

namely:  

• Short term: 1-3 years for members planning to retire in the next two 

to three years or members already taking their benefits. 

• Medium term: 4-10 years for members approaching retirement and 

planning to retire within the next 10 years.  

• Long term: 11-20 years for members in the mid-part of their career.  

• Very long term: 21+ years. We also recognise that younger members 

are invested for the very long-term and many will have timeframes 

significantly in excess of 20 years.  

 

Climate-related risks and opportunities are integrated into our risk 

management framework. This allows us to maintain oversight of the climate-

related risks and opportunities that are relevant to the MasterTrust. 
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We expect our advisers and investment managers to bring important climate-

related issues and developments to our attention in a timely manner. We also 

expect our advisers and investment managers to have the appropriate 

knowledge on climate-related matters. 

 

We have delegated implementation and oversight of the MasterTrust’s climate 

change risk management approach to our investment manager, Aon 

Investments Limited (“Aon Investments”), described further below. Aon 

Investments keeps us updated on any material climate-related developments 

through regular updates (typically every six-months). This includes training 

sessions, updates on climate-related fund developments and the provision of 

information on the stewardship activity carried out on our behalf.   

 

Role of Aon Investments  

 
Day-to-day responsibility for the implementation of our climate risk 

management approach has been delegated to Aon Investments.  

 

Aon Investments provide investment management services to the MasterTrust 

and has responsibility for the implementation of the default strategy and wider 

fund range offered to members.  

 

Aon Investments choose the underlying asset classes, external asset 

managers and funds to deliver these investment options. Aon Investments 

also monitor and review the underlying asset classes and funds used within 

the investment options and make changes, as required, and their performance 

is reported quarterly to the Trustee. Their role is summarised as follows: 

 

  

Asset allocation 

 

 

Climate risk assessment 

 

 

Stewardship 

 

Aon Investments seek to ensure that any investment decisions appropriately 

consider climate-related risks and opportunities within the context of the 

MasterTrust’s wider risk and return requirements and are consistent with our 

climate change policy, as set out in our SIP. Aon Investments also seek to 

ensure that stewardship activities are undertaken appropriately on our behalf 

and provide regular reports to us on these activities.  

 

Aon Investments also monitor and review progress against the MasterTrust’s 

climate change risk management approach on a quarterly basis. The Chief 

Investment Officer for Aon's DC Solutions keeps us apprised of any material 

climate-related developments through regular (typically every six months) 

updates.  
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Role of external advisers 
 

Investment adviser: Our investment adviser, Aon Solutions UK Limited, 

provides investment-related strategic advice and practical support to the 

Trustee in respect of the management of climate-related risks and 

opportunities. This includes regular training and updates on climate-related 

issues. Our investment adviser also works with Aon Investments to provide 

climate change scenario modelling.  

 

Founder: The Founder of the MasterTrust, Aon, provides input into the 

governance and management framework in relation to both ESG 

considerations and climate-related risks and opportunities.  

 

Given the importance of these issues, Aon has established a UK Responsible 

Investment Committee and separate UK Responsible Investment Policy. Aon 

also plays a valuable role by contributing to Public policy through engagement 

with key industry bodies, participation in cross-industry initiatives and 

responding to consultations.  
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Assessing climate-related 

risks and opportunities 

Assessing the climate-related risks and opportunities the 

MasterTrust is exposed to is key to understanding the impact 

climate change could have on our members’ pension savings 

in the future.  
 

We carried out a qualitative risk assessment on each asset class we invest 

in. From this, we identified those climate-related risks and opportunities 

that could have a material impact on our members’ pension savings. 

 

The MasterTrust offers two ready-made investment strategies, the Aon 

Managed Retirement Pathway Funds and Aon Managed Core Retirement 

Pathway Funds, both of which are used as the default option by different 

employer sections of the MasterTrust.  

 

The MasterTrust also offers a wider range of self-select funds for our 

members to choose. These cover the main asset classes including 

equities, property, multi-asset, corporate bonds, government bonds and 

cash.   

 

Climate-related risks 
 

Climate-related risk is the risk that climate change impacts the financial 

performance of companies and consequently the risk-return profile of the 

securities they issue. Ultimately, climate-related risks could impact the 

value of our members’ pension savings.  

 

Climate-related risks include both transition risks and physical risks:  

 

Transition risks are the risks anticipated to arise with transitioning to a 

low-carbon economy. These might include shifts in government policy, the 

introduction of new technology or changes in supply and demand in certain 

sectors. As an example, the introduction of carbon pricing regulations by 

governments around the world could increase companies’ production 

costs.  

 

Physical risks are the risks associated with the physical impacts of 

climate change on companies’ operations, resulting from, for example, 

extreme temperatures, flooding, droughts, storms or wildfires. Physical 

risks also include the chronic effects of climate change, such as rising 

temperatures and sea-levels, which are felt over many decades. 
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Climate-related risk assessment 
 

As part of our assessment of climate-related risks we identified five climate 

scenarios. Our climate-risk assessment is based on two of these climate 

scenarios, namely a no transition scenario and an orderly transition 

scenario. We believe it is important to consider both possible paths, to 

better understand the climate-related risks faced by our members. 

 

 

Scenarios  

 

Ratings  
 

Time horizons 

 

In our assessment, we have 

considered risks for two of our 

climate scenarios relative to our 

base case scenario as follows:  

 

No transition: no further action is 

taken to reduce greenhouse gas 

emissions, leading to significant 

global warning. Physical risks 

dominate this scenario. 

 

Orderly transition: immediate and 

coordinated global action to tackle 

climate change is taken using 

carbon taxes and environmental 

regulation. Transition risks 

dominate this scenario.  

 

  
The analysis uses a RAG rating 
system where: 
 
Red denotes a much higher level of 
financial exposure compared with 
the base case. 
 
Amber denotes a slightly higher 
level of financial exposure 
compared with the base case. 
 
Green denotes a similar level of 
financial exposure compared with 
the base case. 

  
We assessed the climate-related 
risks and opportunities over multiple 
time horizons, set out below:  
 
▪ short term: 1-3 years.  
 
▪ medium term: 4-10 years 
 
▪ long term: 11-20 years 
 
▪ very long term: 21+ years 
 
When deciding the relevant time 
horizons, we considered the profile 
of our membership.   
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No transition scenario 
 

Asset class Sub-asset 

class 

Short 

Term 

Medium 

Term 

Long 

Term 

Very 

long 

term 

Equities Developed 

market equity 

    

Emerging 

Market equity 

    

Bonds Corporate 

bonds 

    

Emerging 

market / high 

yield bonds 

    

Asset backed 

securities 

    

Real assets Listed 

property / 

infrastructure 

    

UK 

commercial 

property 

    

Government 

bonds / cash 

Government 

bonds 

    

Cash     

 

Under a no transition scenario, the physical risks associated with climate 

change dominate. The climate related headwinds facing the economy grow 

steadily and act as an increasing drag on economic growth and returns 

from risk assets such as equities and corporate bonds.  

 

Government bond yields also rise, diverging from our base or central case 

scenario, as inflationary pressures increase and the risk premia demanded 

by investors for holding government bonds also increases over time. This 

reflects greater fiscal and monetary uncertainty and higher debt levels, due 

to increased government borrowing required to allow countries to adapt to 

climate change. 

 

In this scenario, the biggest risks faced by our members are those relating 

to investment in equities and corporate bonds. Furthermore, we can also 

see that these risks are increased over the longer term.  
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Orderly transition scenario 
 

Asset class Sub-asset 

class 

Short 

Term 

Medium 

Term 

Long 

Term 

Very 

long 

term 

Equities Developed 

market equity 

    

Emerging 

Market equity 

    

Bonds Corporate 

bonds 

    

Emerging 

market / high 

yield bonds 

    

Asset backed 

securities 

    

Real assets Listed 

property / 

infrastructure 

    

UK 

commercial 

property 

    

Government 

bonds / cash 

Government 

bonds 

    

Cash     

 

Under an orderly transition scenario, the transition risks associated with 

tackling climate change dominate. Increased public awareness of climate 

change risks galvanises opinion and leads to governments undertaking 

widespread action globally. Increased taxes, including carbon taxes and a 

carbon cap, together with a rise in production costs from the rapid shift 

away from fossil fuels, lead to an inflation spike in the near term and higher 

interest rates as central banks try to contain inflation.  

 

Over the medium to longer term, the rapid transition to clean technologies 

and green regulation eventually begins to boost economic growth. 

Consequently, while risk assets such as equities and corporate bonds 

perform poorly in the near term, higher growth prospects boost returns over 

the longer term.   

 

In this scenario, the biggest risks faced by our members relative to our 

base or central case scenario are experienced over the short term and 

across all asset classes. While all members are impacted, members closer 

to retirement or in retirement are most impacted. Longer term, our 

members would expect to see better outcomes compared with our base or 

central case scenario.  
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Climate-related opportunities 
 

The transition to a low-carbon economy will inevitably create winners and 

losers. While this is a risk, as described earlier, this also creates 

opportunities. Examples of climate related opportunities we identified are 

outlined below and we provide further detail in Appendix 2:  

 

 

 

 

 

 

 

 
Cleaner energy  Environmental 

resources 

 Energy and materials 

efficiency 

 Environmental 

services 

Green power generation 

Clean technology innovation  

Transport 

Sustainable biofuels 

 Water 

Agriculture 

Waste management 

 Advanced materials 

Building efficiency 

Power grid efficiency 

 Environmental 

protection 

Business services 

 

In the short term, working closely with Aon Investments, we identified 

several climate-related opportunities and made changes to our investment 

strategy to incorporate these. Initially these changes focused on our equity 

portfolio, recognising the heightened climate-related risks associated with 

equity investment and long-term investment horizon of many of our 

members. These changes include: 

 

Aon Managed Global Impact Fund: 

We identified an opportunity to invest in companies which are actively 

contributing to solutions to tackle climate change in a variety of ways (and 

wider social issues too). As a result, we introduced an allocation to the Aon 

Managed Global Impact Fund in one of our default strategies, the Aon 

Managed Retirement Pathway Funds. We also added this new fund to the 

wider fund range.  

 

ESG overlay on our passive equities 

Analysis shows that the scale of the investment required to decarbonise 

the global economy over the next 40 years is colossal! This ranges from 

existing technologies such as renewable energy, electric vehicles and 

green building materials, to others in development today such as hydrogen 

and carbon capture and storage solutions.  

 

Reflecting this, we introduced an ESG overlay to a large portion of the 

equities held within our investment strategy. This overlay ‘tilts’ the 

underlying holdings so that more of the assets are invested in companies 

with a low carbon footprint and less in companies that are more carbon 

intensive.  

 

New Global Equity Climate Transition Fund  

We have also developed a climate transition equity strategy for a further 

portion of our equity portfolio, which we introduced in the first quarter of 

2022. Through this strategy we allocate more of our members’ savings to 

companies involved with renewable energy and green technology, as well 

as to companies contributing to a ‘just and fair’ transition.  
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What’s next?  

We plan to extend our approach to our investments in corporate and 

government bonds and are actively considering opportunities in these 

areas. Additionally, we are considering introducing additional funds to the 

wider self-select fund range to allow our members to invest in some of 

these opportunities.  

 

In the medium term, we believe there are opportunities to invest in private 

markets (these are assets which are not readily tradeable like equities or 

bonds), for example, to access renewable infrastructure and real estate. 

We are currently working with Aon Investments and our investment adviser 

to understand the opportunities in this area.  

 

Our progress is discussed further on page 36.  

 

We will seek to capture further opportunities through the investment 

strategy, where we believe these are appropriately aligned with our 

strategic objectives and fiduciary duty.  
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Portfolio resilience and 

scenario analysis 

We have carried out climate change scenario analysis to 

better understand the impact climate change could have on 

the MasterTrust’s assets and our members’ pension savings. 

 
Our analysis looks at five climate change scenarios. Each scenario 

considers what might happen when transitioning to a low carbon economy 

under different conditions.  

 

We have chosen these scenarios because we believe they provide a 

reasonable range of possible climate change outcomes. These scenarios 

were developed by Aon and are based on detailed assumptions. It is 

important to remember they are only illustrative and are subject to 

considerable uncertainty.  

 

We also established a “base case” scenario against which the five climate 

change scenarios are compared.  

   

Base scenario No transition Disorderly transition 

+2ºC to +2.5ºC +4ºC +3 to +4ºC 

Emission reductions start now 

and continue in a measured 

way in line with the objectives 

of the Paris Agreement and 

the UK government’s legally 

binding commitment to reduce 

emissions in the UK to net 

zero by 2050. 

No further action is taken to 

reduce greenhouse gas 

emissions, leading to 

significant global warming. 

Considers the impact of 

climate change if insufficient 

sustainable policy action is 

undertaken to manage global 

temperatures effectively over 

the next 10 years. 

   

Abrupt transition Orderly transition Smooth transition 

+<2ºC +<2ºC +<1.5ºC 

Explores the impact of delayed 

action on climate change for 

five years, with governments 

eventually forced to address 

greenhouse gas emissions 

due to increasing extreme 

weather events. 

Considers the impact of 

immediate and coordinated 

action to tackle climate 

change using carbon taxes 

and environmental regulation. 

Rapid advancement of green 

technology and government 

action on climate change, 

which achieves a smooth 

transition to a low carbon 

economy.  
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Climate-related risks and opportunities are likely to play out over a long-

time horizon and, consequently, the impact on our members’ pension 

savings will depend on factors including age. Reflecting this, we identified 

six example members, which align with the different time periods over 

which we consider climate-related risks and opportunities. We summarise 

these six example members below:  

 

Member Age Current 

fund 

value 

Salary Contributions/withdrawals 

(employer and employee) 

Member A 25 £5,000 £20,000 10% p.a. 

Member B 35 £15,000 £25,000 10% p.a. 

Member C 45 £30,000 £30,000 10% p.a. 

Member D 55 £40,000 £35,000 10% p.a. 

Member E 65 £100,000 N/A 3% p.a. withdrawal 

Member F 45 £30,000 N/A N/A 

 

Impact Assessment: Aon Managed Core Retirement 

Pathway Funds 

Starting with our youngest representative member invested in the Aon 

Managed Core Retirement Pathway Funds, the chart below illustrates the 

projected real fund value over the next 30 years for each of our five climate 

change scenarios, together with our base case scenario (grey line).  

 

The projections allow for investment growth and assume our representative 

members continues to pay contributions to their pension. The projections 

are shown in real terms i.e. in today’s money. Appendix 3 provides further 

information on the assumptions and limitations of these projections. 

 
Member A: 25-years old active member invested in the Aon Managed Core 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and 

contributions into the fund are assumed to be paid half-way through the year. 
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The projections show that the default investment strategy exhibits 

reasonable resilience under most of the climate scenarios, particularly in 

the short to medium term. This is due to inclusion of an ESG overlay on the 

equity portfolio.  

 

In all the scenarios modelled, the default investment strategy’s equity 

exposure proved to be the most volatile asset class, seeing particularly 

large drawdowns in the disorderly transition scenario (red line). 

 

In the short-term, the biggest risk for our youngest representative member 

is the Orderly Transition scenario (blue line). Poor asset returns, 

particularly from equities, in the next few years cause the value of 

members’ pension savings to fall. The overall decline is mitigated by the 

ESG overlay in place, leaving our youngest representative member better 

positioned to benefit from the material recovery in later years.  

 

In the longer-term, the biggest risk is the Disorderly Transition scenario 

(red line). While initially members’ pension savings rise in value, a large 

shock to asset returns takes place after 10 years. This results in lower 

returns over the longer term and a lower value of members’ pension 

savings compared with our Base Case scenario (grey line).  

 

Another key risk is the volatility of projected fund levels. Under the No 

Transition, Disorderly Transition and Abrupt Transition scenarios, our 

youngest representative member might expect lower projected fund values 

compared with our Base Case scenario. Lower projected fund values mean 

members are likely to have less money to spend in retirement. In turn, this 

may result in our members needing to pay additional contributions, retire 

later or accept a lower level of income in retirement.  
 

Below we share the projections for the other representative members.  

 

Overall, the analysis shows the default investment strategy exhibits 

reasonable resilience under most of the climate scenarios, particularly in 

the short to medium term. This is due to inclusion of an ESG overlay on the 

equity portfolio and inclusion of more defensive asset classes as members 

approach retirement.  

 

As for our youngest representative member, in the short-term, the biggest 

risk for our members is the Orderly Transition scenario (blue line). The 

impact is mitigated by the ESG overlay in place and inclusion of more 

defensive asset classes for members closer to retirement.   

 

In the longer-term, for most of our members, and particularly members in 

the early to mid-part of their career, the biggest risk is the Disorderly 

Transition scenario (red line). The exception is for members approaching 

retirement, where the biggest risk in the medium term is the Abrupt 

Transition scenario (yellow line). Here a large shock to asset returns takes 

place in the short to medium term, resulting in poor returns over the longer 

term.  
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Member B: 35-years old active member invested in the Aon Managed Core 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and 

contributions into the fund are assumed to be paid half-way through the year. 

 

 

Member C: 45-years old active member invested in the Aon Managed Core 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and 

contributions into the fund are assumed to be paid half-way through the year. 
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Member D: 55-years old active member invested in the Aon Managed Core 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and 

contributions into the fund are assumed to be paid half-way through the year. 

 

 

Member E: 65-years old member accessing drawdown and invested in the 

Aon Managed Core Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume withdrawals of £3,000 p.a. (3% of the assumed starting fund value) 

from the asset pool over the modelling period. These are assumed to be paid half-way 

through the year. No contributions are made into the fund after retirement. 
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Member F: 45-years old deferred member invested in the Aon Managed Core 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and 

no contributions are paid into the fund. 

 

 

We also provide analysis for members invested in the Aon Managed 

Retirement Pathway Funds in Appendix 4.  
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Risk management 
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Our process for identifying 

and assessing climate-

related risks 

We have established a process to identify, assess and manage 

the climate-related risks that are relevant to the MasterTrust and 

our members. This is part of our wider risk management 

framework and is how we monitor the most significant risks to the 

MasterTrust in order to achieve appropriate outcomes for our 

members. 

 
There are three pillars to our approach including ongoing training, climate risk 

assessment and scenario analysis, described below. 

 

 

Training 
We complete regular training on 

responsible investment to identify 

climate-related risks and 

opportunities and understand how 

these, including wider ESG 

factors, could impact the 

investments of the MasterTrust. 

 

 

 

Climate risk assessment 
We carry out a qualitative 

assessment of the climate-related 

risks and opportunities through an 

annual climate risk assessment. 

This is prepared by our 

investment adviser and Aon 

Investments. 

 

 

 

Scenario analysis 
We also carry out quantitative 

analysis and this is delivered by 

means of climate change 

scenario analysis. This is 

prepared by our investment 

adviser and Aon Investments. 

 

 

Together these elements give us a clear picture of the climate-related risks 

that the MasterTrust is exposed to. Where appropriate, we consider both 

transition risks and physical risks. And all risks and opportunities are assessed 

with reference to the time horizons that we have identified as relevant to 

members within the MasterTrust.   

 

When prioritising the management of risks, we assess the materiality of 

climate-related risks relative to the impact and likelihood of other risks to the 

MasterTrust. This helps us focus on the risks that pose the most significant 

impact.  
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Our process for managing 

climate related risks 

We recognise the long-term risks posed by climate change and 

have taken steps to integrate climate-related risks into our risk 

management framework.  
 

We have taken the following steps to integrate climate-related risks into our 

risk management framework and processes. 

 

 

Risk prioritisation 
 

Investment strategy 
 

 

ESG focused investments 

 

    

Monitoring Stewardship Integrated into risk 

framework 

 

We provide further detail on each, in turn, below. 

 

Risk prioritisation  

 

Once we have identified the climate-related risks and opportunities the 

MasterTrust is exposed to, the next step is to prioritise these.  

 

We consider each in terms of the potential impact and likelihood on our members’ 

investments. This led us to focus initially on the equity portfolio, reflecting the 

heightened climate-related risks associated with equity investment and long-

term investment horizon of many of our members.  

 

As a result, working closely with Aon Investments, we made changes to our 

investment strategy, described below. 

 

Investment strategy 
 

As a first step, Aon Investments has been working with the underlying 

investment managers to develop new strategies that better manage ESG risks 

and in particular climate-related risks. This includes the introduction of an ESG 

overlay and ESG screen on some of our equity portfolio and the launch of a 

new climate transition equity fund, described further below. 
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Looking ahead, we plan to extend our approach to our investments in 

corporate and government bonds and are actively considering opportunities in 

these areas. Additionally, we are considering introducing additional funds to 

the wider self-select fund range to allow our members to invest in some of 

these opportunities.  

 

In the medium term, we believe there are opportunities to invest in private 

markets (these are assets which are not readily tradeable like equities or 

bonds), for example, to access renewable infrastructure and real estate. We 

are currently working with Aon Investments and our investment adviser to 

understand the opportunities in this area.  

 

ESG focused investments 

 
Active Impact equities: in November 2020, we added the newly launched 

Aon Managed Global Impact Fund to our wider fund range. We also 

introduced a 10% allocation within the growth phase of the Aon Managed 

Retirement Pathway Funds.  

 

The Aon Managed Global Impact Fund invests in companies who are actively 

contributing to solutions to tackle climate change in a variety of ways, as well 

as wider environmental and social issues too. This fund allows our members 

to invest in these growth opportunities and see their retirement savings 

making a positive impact on our planet.  

 

Multi-factor equities: in late 2020 our investment manager introduced an 

allocation to multi-factor equities, implemented using an Aon designed index, 

within our default strategies. For the Aon Managed Core Retirement Pathway 

Funds this was a new allocation, while for the Aon Managed Retirement 

Pathway Funds this replaced the existing allocation to factor-based equities.  

 

The new multi-factor equity fund incorporates an ESG overlay with a focus on 

managing climate-related risks. Specifically, the fund invests more in 

companies with lower carbon emissions and less in companies with higher 

carbon emissions. The fund also incorporates some further ESG screens and 

excludes investment in some of the worst-polluting areas such as thermal 

coal, tar sands oil extraction and fracking. Using this strategy has enabled us 

to reduce the carbon footprint of our default strategies.  

 

Regional equities: in mid-2021 an ESG screen was introduced to four of the 

five regional equity funds used within the Aon Managed Core Retirement 

Pathway Funds. The ESG screen applies to the UK, US, European and 

Japanese equity exposure.  

 

The ESG screen aims to reduce controversy risk within these funds and 

removes exposure to companies involved with thermal coal and oil sands, 

weapons, including controversial weapons, and companies that violate the UN 

Global Compact Principles. By removing some of the most carbon intensive 

companies in the index, this ESG screen has helped us to reduce the carbon 

footprint of the Aon Managed Core Retirement Pathway Funds. 
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New Global Equity Climate Transition Fund: our investment manager has 

also developed a climate transition equity strategy with UBS Asset 

Management for a further portion of our equity portfolio, which we introduced 

in the first quarter of 2022.  

 

Through this strategy we allocate more of our members’ savings to companies 

involved with renewable energy and green technology, as well as to 

companies contributing to a ‘just and fair’ transition. We also avoid investing in 

companies involved with tobacco, controversial weapons, thermal coal and 

those who violate the UN Global Compact Principles.  

 

Monitoring  

 

Aon Investments require all the underlying investment managers to achieve at 

least an ‘Integrated’ ESG rating from  on’s manager research team before they 

will invest. Any investment manager who fails to achieve an Integrated ESG rating 

can’t be used within our strategy.  

 

As part of our ongoing monitoring of the investments, we use ESG ratings 

provided by Aon Investments to monitor the level of ESG integration within the 

underlying investment managers. As at 31 December 2021, all the underlying 

investment managers had achieved either an Integrated or Advanced ESG rating.  

 

On an annual basis, we also request Aon Investments provide details of their 

responsible investment policy, how ESG is integrated within their decision-making 

process and details of any outstanding ESG issues.  

 

Stewardship 
 

We believe that effective stewardship of the MasterTrust’s assets is an important 

aspect of managing climate-related risks. In particular, the exercise of voting rights 

and engagement with the investee companies has the potential to mitigate and 

minimise climate-related risks.  

 

As an example, ongoing engagement might focus on how a company plans to 

reduce its greenhouse gas emissions. Our investment managers can also apply 

pressure to companies to disclosure greenhouse gas emissions data and provide 

appropriate reporting.  

 

We have delegated voting and engagement activities to Aon Investments, who in 

turn delegates these to the underlying investment managers. The underlying asset 

managers are expected to exercise the Trustee’s voting rights in relation to their 

assets and engage with the underlying companies.  

 

At least annually we review the stewardship activity of Aon Investments to ensure 

our expectations are being met. Aon Investments provide us with a summary of 

the voting and engagement activity on at least an annual basis, with any concerns 

flagged in between.  

 

Overall we are comfortable with the stewardship activity carried out on our behalf. 

In particular, all the underlying investment managers voted on all proposals or a 

high proportion of proposals (in excess of 90%) over 2021. While we see a 

relatively low proportion of votes against management, we have seen this 

proportion increase slightly over the last year and all the underlying investment 

managers have provided examples.  
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Risk management framework 

 
We maintain a risk management framework, that seeks to capture the risks the 

MasterTrust is exposed to. Climate-related risks are included in the our wider risk 

management framework, which we reassess on a quarterly basis. 
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Metrics and 

Targets 
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Our climate-related metrics 

We use several quantitative measures to help us understand 
and monitor the MasterTrust’s exposure to climate-related risks.  
 
Measuring greenhouse gas emissions is a key way for pension schemes to 
assess their exposure to climate change. Greenhouse gases are produced 
by burning fossil fuels, in agricultural production and some industrial 
processes. When greenhouse gases are released into the atmosphere, they 
trap heat in the atmosphere causing global warming and contributing to 
climate change.  

 
Measuring greenhouse gas emissions 
 
Greenhouse gases are categorised into three types or ‘scopes’ by the 
Greenhouse Gas Protocol, the world’s most widely used greenhouse gas 
accounting standard.  
 

Scope 1  Scope 2  Scope 3 

All direct emissions from the 
activities of an organisation which 
are under their control; these 
typically include emissions from 
an organisation’s own buildings, 
facilities and vehicles 

 These are the indirect 
emissions from the generation 
of electricity purchased and 
used by an organisation 

 All other indirect emissions 
linked to the wider supply 
chain and activities of the 
organisation from outside 
its own operations – from 
the goods it purchases to 
the disposal of the products 
it sells 

     
Scope   emissions are often the largest proportion of an organisation’s 
emissions, but they are also the hardest to measure. The complexity and 
global nature of an organisation’s value chain make it hard to collect 
accurate data. 
 
Further information on greenhouse gas emissions is included in Appendix 5. 
 
Our investment manager, Aon Investments, collected information from the 
underlying investment managers on their portfolio holdings to calculate 
climate-related metrics for the two default strategies we offer to members, 
namely the Aon Managed Core Retirement Pathway Funds and Aon 
Managed Retirement Pathway Funds.  
 
As at 31 December 2021, the MasterTrust had a total of £1,414 million 
assets, of which £1,266 million or 90% was invested in the two default 
strategies (£957m in the Aon Managed Core Retirement Pathway Funds, 
and £309m in the Aon Managed Retirement Pathway Funds). The remaining 
assets were invested in the wider self-select fund range; no single self-select 
fund represented more than 10% of the total assets.  
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Our climate-related metrics: 
 
All our climate-related metrics are based on scope 1 & 2 greenhouse gas 
emissions. Given the limited availability of scope 3 emissions we have not 
included them in this report. These are the metrics:  
 
Aon Managed Core Retirement Pathway Funds 
 

Assets 
£957 
million 

Total value of assets invested in the Aon Managed Core 
Retirement Pathway Funds as at 31 December 2021. 

   

Total Greenhouse Gas 
emissions 

19,849 
tonnes CO2e 

The total scope 1 & 2 greenhouse gas emissions 
associated with each default strategy. This is an absolute 
measure of carbon output from the Aon Managed Core 
Retirement Pathway Funds, one of our default strategies.  

 
  

 

Carbon footprint 
24.1 
tonnes CO2e/£m 

Carbon footprint is an intensity measure of the scope 1 & 
2 greenhouse gas emissions that takes the total 
greenhouse gas emissions and weights it to take account 
of the size of the investment made. 

 
  

 

Data quality 
86% 

A measure of the proportion of each default strategy that 
we have high quality data for. Here we show the data 
quality for the Aon Managed Core Retirement Pathway 
Funds. 

 

Aon Managed Retirement Pathway Funds 
 

Assets 
£309 
million 

Total value of assets invested in the Aon Managed 
Retirement Pathway Funds as at 31 December 2021. 

   

Total greenhouse gas 
emissions 

7,788 
tonnes CO2e 

The total scope 1 & 2 greenhouse gas emissions 
associated with each default strategy. This is an absolute 
measure of carbon output from the Aon Managed 
Retirement Pathway Funds, one of our default strategies.  

 
  

 

Carbon footprint 
30.1 
tonnes CO2e/£m 

Carbon footprint is an intensity measure of scope 1 & 2 
emissions that takes the total greenhouse gas emissions 
and weights it to take account of the size of the 
investment made. 

   

Data quality 84% 
A measure of the proportion of each default strategy that 
we have high quality data for. Here we show the data 
quality for the Aon Managed Retirement Pathway Funds. 

 
Source: Aon, MSCI, underlying investment managers. All metrics relate to scope 1 & 2 
greenhouse gas emissions only. 
Note: Carbon footprint is calculated based on those assets where greenhouse gas 
emissions data is available.  
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The reported greenhouse gas emissions metrics for our two default 
strategies do not include all the emissions. This is because not all 
companies currently report their greenhouse gas emissions. Additionally, 
scope 3 emissions are not widely reported by companies and are excluded 
from the metrics shown above. As a result, the metrics show the greenhouse 
gas emissions for our two default strategies to be slightly lower than they 
really are.  
 
We expect that in the future better information, including scope 3 emissions 
data, will be available from underlying companies, investment managers and 
data providers and this improvement will be reflected in the coming years’ 
reporting. We will also work with our investment manager, Aon Investments, 
to push for improvements in this area.  
 
How did we calculate the metrics?  
 
Aon Investments requested data from all the underlying investment 
managers used within our two default strategies. All the underlying 
managers, with the exception of the commercial property manager, was able 
to provide a full list of holdings for each underlying fund. The commercial 
property manager has provided scope 1 & 2 greenhouse gas emissions for 
the portfolio of underlying properties.  
 
Aon Investments used the data provided to calculate the greenhouse gas 
emissions and carbon intensity for our two default strategies. This calculation 
uses the latest available data on greenhouse gas emissions published by 
the underlying companies held, as provided by MSCI. It can take several 
months for a company to publish data on their greenhouse gas emissions, 
hence the metrics shown above may include prior year’s data and may not 
fully represent greenhouse gas emissions emitted in 2021.  
 
Where data on greenhouse gas emissions for specific stocks / securities is 
not available (for example, on some of the loans and derivatives used within 
the Aon Managed Retirement Pathway Funds), Aon Investments has 
considered whether to use a proxy. The use of a proxy can help to provide a 
better picture of the overall level of greenhouse gas emissions. In most 
cases, a suitable proxy could not be used – either because one was not 
available (for example, on the loan portfolio), or because there is presently 
no agreed methodology for calculating emissions.  
 
Where data on greenhouse gas emissions for specific stocks / securities is 

not currently available and a suitable proxy is also not available, Aon 

Investments has not allowed for these emissions within the carbon metrics. 

Consequently, the greenhouse gas emissions shown only relate to that part 

of the portfolio where data is available. This in line with current regulations 

and is reflected in the data quality metric shown above.  

Please note Aon Investments has relied on the data provided to it by the 
underlying managers and data provided to it by MSCI in carrying out these 
calculations.  
 
We have established certain parameters and assumptions in order to 
standardise the data in a matter consistent with the regulatory guidance at 
the time of writing. For the sake of clarity, these, together with further 
information on the methodology used, are provided in Appendix 6.   
 
Aon Investments plans to engage with the data provider it uses to obtain 
greenhouse gas emissions to enhance the data available and increase 
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coverage over time, along with the relevant managers where data has been 
provided and relied upon directly.  
 
The tables below shows a more detailed breakdown of the scope 1 & 2 
greenhouse gas emissions from each of the two default strategies offered 
within the MasterTrust, broken down by asset class. 
 
Aon Managed Core Retirement Pathway Funds: Breakdown of 
emissions 
 

 

Assets as 
at 31/12/21  
(£ million) 

Assets for 
which 
emissions data 
is available as 
at 31/12/21  
(£ million) 

Total scope 1 & 2 
greenhouse gas 
emissions (tonnes 
CO2e) 

Carbon footprint 
(tonnes CO2e / £ 
million) 

Equities 770 753 17,475 23.2 

Corporate bonds 144 70 2,374 34.0 

Sovereign bonds 35 0 Not available Not available 

Cash 8 0 0 0.2 

     

Total portfolio  957 824 19,849 24.1 

     

Assets for which 
data was 
available 

 

86% 86% 86% 
 

 
Aon Managed Retirement Pathway Funds: Breakdown of emissions 
 

 

Assets as at 
31/12/21  
(£ million) 

Assets for 
which 
emissions data 
is available as 
at 31/12/21  
(£ million) 

Total scope 1 & 2 
greenhouse gas 
emissions (tonnes 
CO2e) 

Carbon footprint 
(tonnes CO2e / £ 
million) 

Equities 225 220 6,622 30.0 

Listed property / 
infrastructure 

18 17 523 30.0 

Commercial 
property 

3 3 6 2.0 

Alternatives 2 2 0 0.1 

Corporate bonds 42 14 569 40.3 

Corporate / 
sovereign bonds 

5 2 67 42.6 

Sovereign bonds 11 0 Not available Not available 

Cash 4 0 0 0.2 

     

Total portfolio  309 259 7,788 30.1 

     

Assets for which 
data was available 

  
84% 84% 84% 

 
Source: Aon, MSCI, underlying investment managers. All metrics relate to scope 1 & 2 
greenhouse gas emissions only. Figures may be impacted by rounding.  
Note: Our investment manager has not been able to calculate total greenhouse gas 
emissions and carbon footprint for sovereign bonds as MSCI do not report on Net Public 
Debt (required for these calculations) for each country. Carbon footprint is calculated 
based on those assets where greenhouse gas emissions data is available.  
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Looking to the future  

Our climate-related target 
Climate-related targets help us track our efforts to manage the 
climate-change risk exposure within the MasterTrust and our 
members’ retirement savings. 
 
We have set a target to achieve net zero greenhouse gas emissions for our 
default strategies, the Aon Managed Retirement Pathway Funds and Aon 
Managed Core Retirement Pathway Funds, by 2050 – and a 50% reduction 
in greenhouse gas emissions by     .  ur starting point, or ‘baseline’, for 
progress against these targets is 2019.  
 
We believe establishing this target is crucial to managing climate-related 
risks and opportunities on our members’ behalf – most of whom are 
investing for multiple decades. 
 
Below we show our progress towards our net zero target for each of our two 
default strategies:  
 
Aon Managed Core Retirement Pathway Funds: Progress towards net 
zero target 

 

2021 Total assets 

£957 million 

2019 Total assets 

£201 million 

   

 

2021 Total greenhouse 

Gas emissions 

19,849 
tonnes CO2e 

2019 Total greenhouse gas 

emissions 

7,446 
tonnes CO2e 

   

 

2021 Carbon footprint 

24.1 
tonnes CO2e/£m 

2019 Carbon footprint 

46.4 
tonnes CO2e/£m 

   
Source: Aon, MSCI, underlying investment managers. All metrics relate to scope 1 & 2 
greenhouse gas emissions only.  
Note: Carbon footprint is calculated based on those assets where greenhouse gas 
emissions data is available.  
 
 

Since 2019, total scope 1 & 2 greenhouse gas emissions for the Aon 

Managed Core Retirement Pathway Funds have increased. This reflects 

significant growth in total assets, which have risen over four-fold over this 

period due to a combination of investment growth, contributions from our 

members and new employers joining the MasterTrust.  



The Aon MasterTrust: TCFD Report for year ending 31 December 2021 35 

 

More importantly, the carbon footprint for the Aon Managed Core Retirement 

Pathway Funds has fallen by 48%. This means that for every £1 invested by 

our members in these funds, their greenhouse gas emissions are reduced by 

48% compared with 2019. 

 

Aon Managed Retirement Pathway Funds: Progress towards net zero 

target 

 

2021 Total assets 

£309 million 

2019 Total assets 

£70 million 

   

 

2021 Total greenhouse 

Gas emissions 

7,788 
tonnes CO2e 

2019 Total greenhouse gas 

emissions 

3,841 
tonnes CO2e 

   

 

2021 Carbon footprint 

30.1 
tonnes CO2e/£m 

2019 Carbon footprint 

76.5 
tonnes CO2e/£m 

   
Source: Aon, MSCI, underlying investment managers. All metrics relate to scope 1 & 2 
greenhouse gas emissions only. 
Note: Carbon footprint is calculated based on those assets where greenhouse gas 
emissions data is available.  

 

Since 2019, total scope 1 & 2 greenhouse gas emissions for the Aon 

Managed Retirement Pathway Funds have increased. This again reflects 

significant growth in total assets, which have risen over four-fold over this 

period due to a combination of investment growth, contributions from our 

members and new employers joining the MasterTrust.  

More importantly, the carbon footprint for the Aon Managed Retirement 
Pathway Funds has fallen by 61%. This means that for every £1 invested by 
our members in these funds, their greenhouse gas emissions are reduced by 
61% compared with 2019. 
 
What are we doing to reach the target?  
 
The reduction in the carbon footprint achieved to date across our Aon 
Managed Core Retirement Pathway Funds and Aon Managed Retirement 
Pathway Funds is mainly due to changes made to the investment strategy 
since 2019 to incorporate an ESG overlay on a large portion of our equities, 
which make up a significant proportion of the default investment strategy. 
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The ESG overlay applied to the multi-factor equity portfolio, which was 
added to the two default strategies in 2020, was developed by Aon, who 
made some changes to the multi-factor index to implement a low carbon 
overlay as well as some further ESG screens. The result was to reduce the 
carbon intensity of the fund by c70%, and the fund also excludes investment 
in some of the worst-polluting areas such as thermal coal, tar sands oil 
extraction, and fracking. 

Additionally, an ESG screen was incorporated within the regional equity 
funds used within the Aon Managed Core Retirement Pathway Funds in 
June 2021. These funds exclude investment in some of the worst-polluting 
areas of the energy industry.  

In Q1 2022 our investment manager introduced a new climate transition 
equity fund to the default investment strategies. This new fund invests more 
in companies supporting the transition to a lower carbon economy and will 
offer a further reduction in the carbon footprint of our default investment 
strategies. As this change was outside the period of this report, the impact is 
not included in the carbon metrics shown earlier. 
 
Additionally, the reduction in the carbon footprint achieved to date also 

reflects the impact of the Covid-19 pandemic. In particular, lockdown 

restrictions imposed across many countries in 2020, and to a lesser extent in 

2021, resulted in lower economic activity and a reduction in greenhouse gas 

emissions, which is being seen in the available data. Early evidence 

suggests this reduction is temporary and greenhouse emissions are 

expected to return closer to pre-pandemic levels. Consequently, we may see 

smaller reductions in our reported carbon footprint over the next few years 

as these Covid-19 impacts fall away. 

Looking ahead, our investment manager has plans to extend this approach 
to other asset classes including government and corporate bonds, as well as 
emerging market equities. This would be expected to lead to further 
reduction in the carbon footprint of our default strategies. 
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Appendix 1: Glossary 
 

Governance refers to the system by which an organisation is directed and 
controlled in the interests of shareholders and other 
stakeholders.1 Governance involves a set of relationships 
between an organisation’s management, its board, its 
shareholders, and other stakeholders. Governance provides 
the structure and processes through which the objectives of 
the organisation are set, progress against performance is 
monitored, and results are evaluated.2 

Strategy refers to an organisation’s desired future state.  n 
organisation’s strategy establishes a foundation against 
which it can monitor and measure its progress in reaching 
that desired state. Strategy formulation generally involves 
establishing the purpose and scope of the organisation’s 
activities and the nature of its businesses, taking into 
account the risks and opportunities it faces and the 
environment in which it operates.3 

Risk 
management 

refers to a set of processes that are carried out by an 
organisation’s board and management to support the 
achievement of the organisation’s objectives by addressing 
its risks and managing the combined potential impact of 
those risks.4 

Qualitative 
analysis 

refers to an approach that uses subjective judgement to 
analyse a manager's exposure to climate-related risks based 
on non-quantifiable information. 5 

Quantitative 
analysis 

refers to analysis of a situation or event, especially a 
financial market, by means of complex mathematical and 
statistical modelling. 6 

Climate-
related risk 

refers to the potential negative impacts of climate change on 
an organisation. Physical risks emanating from climate 
change can be event-driven (acute) such as increased 
severity of extreme weather events (e.g., cyclones, 
droughts, floods, and fires). They can also relate to longer-
term shifts (chronic) in precipitation and temperature and 
increased variability in weather patterns (e.g., sea level rise). 
Climate-related risks can also be associated with the 
transition to a lower-carbon global economy, the most 
common of which relate to policy and legal actions, 
technology changes, market responses, and reputational 
considerations.7 

 
1 A. Cadbury, Report of the Committee on the Financial Aspects of Corporate Governance, 

London, 1992. 
2 OECD, G20/OECD Principles of Corporate Governance, OECD Publishing, Paris, 2015. 
3 TCFD, Recommendations of the Task Force on Climate-related Financial Disclosures, 2017 . 
4 Ibid. 
5 Investopedia. 
6 Oxford English Dictionary. 
7 TCFD, Recommendations of the Task Force on Climate-related Financial Disclosures, 2017. 

http://www.ecgi.org/codes/documents/cadbury.pdf
http://dx.doi.org/10.1787/9789264236882-en
https://assets.bbhub.io/company/sites/60/2020/10/FINAL-2017-TCFD-Report-11052018.pdf#page=70&zoom=100,112,72
https://assets.bbhub.io/company/sites/60/2020/10/FINAL-2017-TCFD-Report-11052018.pdf#page=70&zoom=100,112,72
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Climate-
related 
opportunity 

refers to the potential positive impacts related to climate 
change on an organisation. Efforts to mitigate and adapt to 
climate change can produce opportunities for organisations, 
such as through resource efficiency and cost savings, the 
adoption and utilization of low-emission energy sources, the 
development of new products and services, and building 
resilience along the supply chain. Climate-related 
opportunities will vary depending on the region, market, and 
industry in which an organisation operates.8 

Greenhouse 
gas emissions 
 “GHG”  
scope levels9 

Greenhouse gases are categorised into three types or 
‘scopes’ by the Greenhouse Gas Protocol, the world’s most 
used greenhouse gas accounting standard. 

Scope 1 refers to all direct GHG emissions.  

Scope 2 refers to indirect GHG emissions from consumption 
of purchased electricity, heat, or steam.  

Scope 3 refers to other indirect emissions not covered in 
Scope 2 that occur in the value chain of the reporting 
company, including both upstream and downstream 
emissions. Scope 3 emissions could include: the extraction 
and production of purchased materials and fuels, transport-
related activities in vehicles not owned or controlled by the 
reporting entity, electricity-related activities (e.g., 
transmission and distribution losses), outsourced activities, 
and waste disposal.10 

Value chain refers to the upstream and downstream life cycle of a 
product, process, or service, including material sourcing, 
production, consumption, and disposal/recycling. Upstream 
activities include operations that relate to the initial stages of 
producing a good or service (e.g., material sourcing, material 
processing, supplier activities). Downstream activities 
include operations that relate to processing the materials 
into a finished product and delivering it to the end user (e.g., 
transportation, distribution, and consumption).11 

Climate 
scenario 
analysis 

is a process for identifying and assessing a potential range 
of outcomes of future events under conditions of uncertainty. 
In the case of climate change, for example, scenarios allow 
an organisation to explore and develop an understanding of 
how the physical and transition risks of climate change may 
impact its businesses, strategies, and financial performance 
over time.12 

Net zero means achieving a balance between the greenhouse gases 
emitted into the atmosphere, and those removed from it. 
This balance – or net zero – will happen when the amount of 
greenhouse gases add to the atmosphere is no more than 
the amount removed.13  

 
8 Ibid. 
9 World Resources Institute and World Business Council for Sustainable Development, The 
Greenhouse Gas Protocol: A Corporate Accounting and Reporting Standard (Revised Edition), 
March 2004. 
10 PCC, Climate Change 2014 Mitigation of Climate Change, Cambridge University Press, 2014. 
11 TCFD, Recommendations of the Task Force on Climate-related Financial Disclosures, 2017. 
12 Ibid. 
13 Energy Saving Trust, What is net zero and how can we get there? - Energy Saving Trust, 
October 2021. 

http://www.ghgprotocol.org/standards/corporate-standard
http://www.ghgprotocol.org/standards/corporate-standard
https://www.ipcc.ch/pdf/assessment-report/ar5/wg3/ipcc_wg3_ar5_full.pdf
https://assets.bbhub.io/company/sites/60/2020/10/FINAL-2017-TCFD-Report-11052018.pdf#page=70&zoom=100,112,72
https://energysavingtrust.org.uk/what-is-net-zero-and-how-can-we-get-there/
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Appendix 2: Climate related 

opportunities 
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Appendix 3 – climate 

scenario modelling 

assumptions 

The purpose of the climate scenario modelling is to 
consider the impact of climate-related risks on the 
MasterTrust’s assets and the value of our members’ 
pension savings. 
 

The scenario modelling assumes a deterministic projection of assets for 
each representative member, using standard actuarial techniques to 
discount and project the expected cashflows.  

i. It models the full yield curve as this allows for a more accurate 
treatment of the asset cashflows and more realistic modelling of the 
future distribution of interest rates and inflation.  

ii. The modelling parameters vary deterministically for each scenario. 

iii. No allowance is made for expenses, with modelled asset cashflows left 
unaffected by these factors. 

iv. For active members the projections assume contributions are paid mid-
year and continue to be paid until retirement. The projections allow for 
expected future salary growth.  

v. For deferred members, no allowance for future contributions is made.  

vi. The projections assume members retire at age 65, no withdrawals are 
made from the asset pool over the modelling period and do not allow for 
withdrawals in retirement. The exception is the at-retirement member, 
where the projections assume withdrawals of £3,000 p.a. (3% of the 
assumed starting fund value) from the asset pool over the modelling 
period. These are assumed to be paid half-way through the year. No 
contributions are made into the fund after retirement. 

 
The scenario modelling focuses on the impact of climate change on the 
MasterTrust’s assets. It does not consider the impact climate change could 
have on mortality risk and subsequent cost of securing benefits in retirement 
for individual members. 

 
The scenario modelling reflects recent market conditions and current market 
views. The model may produce different results for the same strategy under 
different market conditions. 

 
This report, and the work relating to it, complies with ‘Technical  ctuarial 
Standard 100: Principles for Technical  ctuarial Work’ (‘T S    ’). The 
model complies with TAS 100. 
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Key Assumptions 
 

 Temperature 

risk by 2100 

Reach 

net zero 

by 

Carbon 

price 

(2030/2050) 

Introduction 

of 

environmental 

regulation 

No 

transition 

+4C After 

2050 

$40/$50 None 

Disorderly 

transition 

<3C After 

2050 

$65/$340 Late and 

aggressive 

Abrupt 

transition 

1.5C – 2C 2050 $135/$280 Aggressive 

Orderly 

transition 

1.3C – 2C 2050 £100/$215 Coordinated 

Smooth 

transition 

<1.5C 2045 $80/$165 High 

coordination 
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Appendix 4: Portfolio 

resilience and scenario 

analysis 

Below we provide the climate change scenario analysis for 
members invested in the Aon Managed Retirement Pathway 
Funds.  

 

Impact Assessment: Aon Managed Retirement Pathway 

Funds 

Starting with our youngest representation member invested in the Aon 

Managed Retirement Pathway Funds, the chart below illustrates the 

projected real fund value over the next 30 years for each of our five climate 

change scenarios, together with our base case scenario (grey line).  

 

The projections allow for investment growth and assume our representative 

members continues to pay contributions to their pension. The projections are 

shown in real terms i.e. in today’s money. 

 
Member A: 25-years old active member invested in the Aon Managed 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and 

contributions into the fund are assumed to be paid half-way through the year. 
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The projects show that the default investment strategy exhibits reasonable 

resilience under most of the climate scenarios, particularly in the short to 

medium term. This is due to inclusion of an ESG overlay on the equity 

portfolios.  

 

In all the scenarios modelled, the default investment strategies’ equity 

exposure proved to be the most volatile asset class, seeing particularly large 

drawdowns in the disorderly transition scenario (red line). 

 

In the short-term, the biggest risk for our youngest representative member is 

the Orderly Transition scenario (blue line). Poor asset returns, particularly 

from equities, in the next few years cause the value of members’ pension 

savings to fall. The overall decline is mitigated by the ESG overlay in place, 

leaving our youngest representative member better positioned to benefit 

from the material recovery in later years.  

 

In the longer-term, the biggest risk is the Disorderly Transition scenario (red 

line). While initially members’ pension savings rise in value, a large shock to 

asset returns takes place after 10 years. This results in very poor returns 

over the longer term and a lower value of members’ pension savings 

compared with our Base Case scenario (grey line).  

 

Another key risk is the volatility of projected fund levels. Under the No 

Transition, Disorderly Transition and Abrupt Transition scenarios, our 

youngest representative member might expect lower projected fund values 

compared with our Base Case scenario. Lower projected fund values mean 

members are likely to have less money to spend in retirement. In turn, this 

may result in our members needing to pay additional contributions, retire 

later or accept a lower level of income in retirement.  
 

Below we share the projections for the other representative members.  

 

Overall, the analysis shows the default investment strategy exhibits 

reasonable resilience under most of the climate scenarios, particularly in the 

short to medium term. This is due to inclusion of an ESG overlay on the 

equity portfolios and inclusion of more defensive asset classes as members 

approach retirement.  

 

As for our youngest representative members, in the short-term, the biggest 

risk for our members is the Orderly Transition scenario (blue line). The 

impact is mitigated by the ESG overlay in place and inclusion of more 

defensive asset classes for members closer to retirement.   

 

In the longer-term, for most of our members, and particularly members in the 

early to mid-part of their career, the biggest risk is the Disorderly Transition 

scenario (red line). The exception is for members approaching retirement, 

where the biggest risk in the medium term is the Abrupt Transition scenario 

(yellow line). Here a large shock to asset returns takes place in the short to 

medium term, resulting in poor returns over the longer term.  
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Member B: 35-years old active member invested in the Aon Managed 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and 

contributions into the fund are assumed to be paid half-way through the year. 

 

 

Member C: 45-years old active member invested in the Aon Managed 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and 

contributions into the fund are assumed to be paid half-way through the year. 

 

 

  

 

  ,   

   ,   

   ,   

   ,   

   ,   

                            

 
u
n
d
 v
a
lu
e
 (
 
)

 ro e tion o  real  und  alue  in lation base date       e ember      

 ase ase  rderlyTransition  bruptTransition  oTransition  isorderlyTransition SmoothTransition

 

  ,   

  ,   

  ,   

  ,   

   ,   

   ,   

   ,   

   ,   

   ,   

                    

 
u
n
d
 v
a
lu
e
 (
 
)

 ro e tion o  real  und  alue  in lation base date       e ember      

 ase ase  rderlyTransition  bruptTransition  oTransition  isorderlyTransition SmoothTransition



The Aon MasterTrust: TCFD Report for year ending 31 December 2021 45 

 

Member D: 55-years old active member invested in the Aon Managed 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and 

contributions into the fund are assumed to be paid half-way through the year. 

 

 

Member E: 65-years old member accessing drawdown and invested in the Aon 

Managed Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume withdrawals of £3,000 p.a. (3% of the assumed starting fund value) 

from the asset pool over the modelling period. These are assumed to be paid half-way through 

the year. No contributions are made into the fund after retirement. 
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Member F: 45-years old deferred member invested in the Aon Managed 

Retirement Pathway Funds 

Projected real fund value 

 
Source: Aon. Fund values are shown in real terms projected from 31 December 2021. Note 

these projections assume no withdrawals from the asset pool over the modelling period and no 

contributions are paid into the fund. 
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Appendix 5 – Greenhouse 

gas emissions in more 

detail 

 

Overview of GHG Protocol scopes and emissions across the value chain 

 
Source: Greenhouse Gas Protocol, Corporate value chain (scope 3) Accounting and Reporting 

Standard, 2011 

https://ghgprotocol.org/sites/default/files/standards/Corporate-Value-Chain-Accounting-Reporing-Standard_041613_2.pdf
https://ghgprotocol.org/sites/default/files/standards/Corporate-Value-Chain-Accounting-Reporing-Standard_041613_2.pdf
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Appendix 6 – Methodology 

and assumptions used to 

calculate climate metrics 

We have established certain parameters and assumptions in order to 
standardise the data in a matter consistent with the regulatory guidance at the 
time of writing. For the sake of clarity, these are set out below.   

 
1. Total greenhouse gas emissions are calculated as the MasterTrust’s 

share of the greenhouse gas emissions for each underlying company / 

entity. This is calculated as the value invested (£ million) in each company 

/ entity, divided by the Enterprise Value Including Cash (EVIC) for each 

company / entity. EVIC represents the total value of a company, based on 

both its equity (measured by total market capitalisation for both common 

and preferred shares) and debt (measured by the market value of 

outstanding debt in issuance). Cash and cash equivalents on the balance 

sheet are also included in this figure. This is calculated separately for 

each default strategy. 

2. Carbon footprint is calculated as the total greenhouse gas emissions of 

each default strategy within the MasterTrust (as calculated in note 1 

above), divided by the current value of each default strategy for which 

greenhouse gas emissions data is available.   

3. Scope 1 & 2 greenhouse gas emissions are a mixture of emissions 

reported by the underlying companies / entities and estimated emissions, 

as provided by MSCI. There are some asset classes, e.g., commercial 

property and alternatives, where MSCI does not have oversight of such 

data. As far as practicable, our investment manager has sourced the 

emissions data from the underlying investment managers and / or relied 

on published estimation methodologies to derive the related figures. 

These are discussed in detail in notes 6 and 7 below. Furthermore, it 

should be noted that estimated emissions will vary by data provider. For 

equities and credit, the majority of the emissions data is reported 

emissions, with a smaller proportion relating to estimated emissions. 

Emissions data for cash and alternatives is estimated.  

4. Where data has been provided in US Dollar terms, this is converted into 

Sterling using the appropriate exchange rate. This applies to Enterprise 

Value Including Cash information supplied by MSCI. The conversion rate 

applied is the Bloomberg 4pm GBP/USD closing rate on 31 December 

   9 ( .    ) and     ecember      ( .    ).” 

5. For our sovereign bonds, MSCI only reports scope 1 and 2 greenhouse 

gas emissions. MSCI does not report Net Public Debt figures for each 

country, which is used to calculate total greenhouse gas emissions for 

sovereign bonds. Consequently, our investment manager has not been 

able to calculate total greenhouse gas emissions and carbon footprint for 

sovereign bonds and these are excluded from the calculations. 
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6. For commercial property, our investment manager has relied on scope 1 & 

2 greenhouse gas emissions data provided by the underlying property 

manager, Columbia Threadneedle Investments. Over the calendar year to 

31 December 2021, reported and estimated scope 1 & 2 greenhouse gas 

emissions for the Threadneedle Pensions Limited Pooled Property Fund 

were 4,601 tonnes (12,245 tonnes for the calendar year to 31 December 

2019). These emissions exclude tenant data, as the data is only sourced 

on an annual basis (anticipated July 2022). This is based on AUM for the 

Threadneedle Pensions Limited Pooled Property Fund of GBP 2,267M as 

at 31 December 2021 and GBP 2,048M as at 31 December 2019. The 

majority of the emissions data is based on reported greenhouse gas 

emissions, with a smaller proportion relating to estimated emissions.  

7. To estimate the Scope 1 - 2 greenhouse gas emissions arising from newly 

mined and recycled gold and derive the related carbon metrics for these 

holdings, our investment manager has relied on the 2021 research 

publication by World Gold Council and Urgentem ("Gold and Climate 

Change Decarbonising Investment Portfolios", specifically Table 6 and 

Appendix II). As at 31 December 2021, our underlying gold manager, 

Invesco, owned 243.09 metric tons through its Invesco Physical Gold ETC 

Fund (AUM: USD 14,225M). According to BullionVault.com, the market 

value for gold is GBP 79.61M per metric ton as at 31 December 2021. 
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