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IMPORTANT NOTICES

References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2017 Mercer LLC. All rights reserved.

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it
was provided by Mercer. Its content may not be modified, sold or otherwise provided, in whole or in part, to any other person or
entity, without Mercer’s prior written permission.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without
notice. They are not intended to convey any guarantees as to the future performance of the investment products, asset classes
or capital markets discussed. Past performance does not guarantee future results. Mercer’s ratings do not constitute
individualized investment advice.

Information contained herein has been obtained from a range of third party sources. While the information is believed to be
reliable, Mercer has not sought to verify it independently. As such, Mercer makes no representations or warranties as to the
accuracy of the information presented and takes no responsibility or liability (including for indirect, consequential or incidental
damages), for any error, omission or inaccuracy in the data supplied by any third party.

This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial
instruments or products or constitute a solicitation on behalf of any of the investment managers, their affiliates, products or
strategies that Mercer may evaluate or recommend.

For the most recent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your Mercer
representative.

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterest.

Mercer’s universes are intended to provide collective samples of strategies that best allow for robust peer group comparisons
over a chosen timeframe. Mercer does not assert that the peer groups are wholly representative of and applicable to all
strategies available to investors.
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AGENDA

* Regulatory developments
» Climate risk management approaches

» Developing your approach
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REGULATORY
DEVELOPMENTS
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POLICY ACTIVITY: INVESTORS/CLIMATE CHANGE
DEVELOPMENTS TO DATE - REGION & COUNTRY
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Institutional investors in France required to disclose how they are managing climate change risks.

California's insurance commissioner calls for voluntary coal divestment and requires disclosure of
fossil fuel company holdings.

SEC issues interpretive guidance on disclosure related to climate change (2010) and insurance
commissioners in six states continue to administer NAIC climate risk disclosure survey.

The Financial Supervisory Authority in Sweden calls on the financial sector in Sweden to develop
stress tests to capture climate change risks.

The Dutch Central Bank calls for more transparency (carbon foot-printing and energy transition
plans) to help financial institutions assess climate risks.

European Systemic Risk Board report suggests that a “sudden-transition policy scenario” should
be included in macroeconomic scenarios and in stress tests of financial institutions and the
financial system as a whole.

China’s Green Finance Task Force was established in 2014, with multiple objectives — including
supporting green investment in principle and practice. China’s time chairing the G20 was also
focused on green finance and Germany plan to continue that during their time.



TASK FORCE ON CLIMATE DISCLOSURES
PROBLEMS TO BE ADDRESSED

TASK FORCE on SPONSOR: Mark Carney, Chair of the FSB
CLIMATE-RELATED

FINANCIAL .

DISCLOSURES CHAIR: Michael Bloomberg

Three Problems:

1. Lack of a coherent financial reporting framework

2. Challenge for investors, creditors, and underwriters to use existing disclosures
3. Regulators struggle to assess financial system risks

One Solution: a clear, efficient, and voluntary disclosure framework

High-level objectives Draft recommendations Recommendations to be finalised
and principles delivered to FSB and G20; July 2017.
two-month public consultation Financial and non-financial
(finished February 2017). companies to adopt for year end
2017.

NB: Jane Ambachtsheer represents Mercer on the TCFD
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CLMATE RELATED
DRAFT RECOMMENDATIONS Tcm FINANGIAL

Governance

Risk

Management

Metrics and
Targets
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DISCLOSURES

Governance — The organisation’s
governance around climate-related risks
and opportunities

Strategy — The actual and potential
Impacts of climate-related risks and
opportunities on the organisation’s
businesses, strategy, and finance planning

Risk Management — The process used by
the organisation to identify, assess and
manage climate-related risks

Metrics and Targets — The metrics and
targets used to assess and manage
relevant climate-related risks and
opportunities



CLIMATE RISK MANAGEMENT
APPROACHES
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HOLISTIC CLIMATE RISK MANAGEMENT
PORTFOLIO RISK ASSESSMENT METHODS

TOP-DOWN
e Asset-Liability Modeling
 Manager Monitoring / Selection Process

Investment Risk Management Strategy

BOTTOM-UP

« Company, Sector, and Geographic Analysis
e Direct investment process
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TOP DOWN APPROACH: THREE KEY QUESTIONS

1. How big a portfolio risk / return

Impact could climate change have?

¥ B 2. What are the risks and
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INVESTING IN A TIME OF CLIMATE CHANGE

“The report ...is, to date, the most comprehensive from an asset-allocation perspective

The New Economics of Climate Change, The New Yorker, July 2015

13 Expert Advisors
\ 1/,

it

2 Public Partners

INVESTING

flll

2 Sister Companies

@IFC ===
N E RA !Fnternatlonai 21 [N
inance
Economic Consulting e o l«?!lKaa»lg
* | rdeculnnc‘nlmm Cooperation ﬁanmem
” GUY CARPENTER nd Developmant of Energy &
Climate Change

MAKE TOMORROW, TODAY &% MERCER

A novel top-down framework for considering climate change risks
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MERCER’'S MODELLING PROCESS
ASSESSING CLIMATE CHANGE RISK

PORTFOLIO
IMPLEMENTATION

©

INVESTMENT

IMPLICATIONS

‘TRIP’ RISK FACTORS

RNV,

SCENARIOS

Q)
{ }
A
©
-’CQ
O

@

‘:ﬂ!i&
.-<¢;EDI Q
00
1

—t N

H
°®

—e

RA &

LITERATURE D

-
<
Z
O
=
&)
&)
<

EMISSIONS
PATHWAYS
ECONOMIC
DAMAGES

© MERCER 2017

CLIMATE MODELS / MODELLING

INTEGRATED ASSESSMENT MODELS (IAMs)
ESTIMATING THE COST OF MITIGATION,
ADAPTATION AND PHYSICAL DAMAGES

P
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INVESTING IN A TIME OF CLIMATE CHANGE
FOUR KEY FINDINGS

1. Climate change will have an impact regardless of scenario.

2. Potential sector impacts are most meaningful
— particularly over the next 10 years to 2025.

3. Asset class impacts can also be material
— and vary by climate scenario.

4. A 2°C (Transformation) scenario need not harm
total diversified portfolio returns out to 2050.

Avalable at: http://www.mercer.com/insights/focus/invest-in-climate-change-study-2015.htmi
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ASSESSING CLIMATE RISK
INVESTOR IMPLICATIONS - 2°C SCENARIO

What is the investment risk from climate change?

* 2°C scenario has greatest near-term (i.e. 10 year) impacts
* Asset classes and sectors matter
* Investors should review exposure to “at risk” sectors e.g. Energy, Utilities

10 YEAR MEDIAN ANNUAL RETURN IMPACTS — 10 YEAR MEDIAN ANNUAL RETURN IMPACTS —
ASSET CLASSES SECTORS

DEVELOPED MARKET ® Additional Variability

GLOBAL EQUITY B Minimum Impact
-0.82%

ADDITIONAL
RETURNS

EMERGING MARKET
GLOBAL EQUITY
+0.50%

REDUCTION

IN RETURNS -20% A

RETURN IMPACT

-4.0% -

AGRICULTURE +0.58% 6.0% 1

TIMBER +0.47%
-8.0% -

INFRASTRUCTURE +0.73%

REAL ESTATE +0.45% Source: Mercer (2015)
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CLIMATE RISK MANAGEMENT
PORTFOLIO IMPLEMENTATION OPTIONS

» Divestment
» Sustainability themes

Reallocate

Low-carbon index
Derivative overlay

Strategy, leadership,
disclosure

Policy and physical risk

© MERCER 2017
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PORTFOLIO RISK MANAGEMENT OPTIONS
CLIMATE AND OPERATIONAL IMPACT
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hedges depending on portfolio positioning.

*Some reallocation strategies can also serve as
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ALLOCATE TO SUSTAINABILITY
KEY THEMES

| RENEWABLE AND SUSTAINABLE RESOURCE
= Y. ALTERNATIVE ENERGY MANAGEMENT
Solar, wind, wave, Soil management,
biofuels, and geothermal sustainable farming, and
B technology forest management

WATER INFRASTRUCTURE POLLUTION WASTE MANAGEMENT

AND TECHNOLOGIES CONTROL AND TECHNOLOGIES
Irrigation, storage, Pollution control Recycling processing,
treatment, drainage, solutions and hazardous and general
and flood protection environmental testing waste management
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ENERGY
EFFICIENCY

ENVIRONMENTAL
SUPPORT SERVICES

Storage plus power
network, industry, building,
and transport efficiency

Environmental consultancies,
carbon trading, and diversified
environmental services

© MERCER 2017
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DEVELOPING YOUR
APPROACH
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INTEGRATING CLIMATE CONSIDERATIONS
WHAT NEXT?

BELIEFS

POLICY & PROCESS

PORTFOLIO

IS THERE AN
INVESTMENT BELIEF
TO GUIDE DECISIONS
ON ESG AND CLIMATE
RISK AND RETURN?

%)

HAVE YOU DEVELOPED
POLICIES FOR YOU?
YOUR STAKEHOLDERS?

DO YOU KNOW HOW MUCH ESG RISK IS IN YOUR
> PORTFOLIO? BY ASSET CLASS? BY SECTOR? BY
STRATEGY? MAXIMISING OPPORTUNITIES?

, -

-( )-WORKSHOP TO
AGREE AND
ESTABLISH BELIEFS
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IMPLEMENTING RISK
REDUCTION AND
ACCESS TO NEW
OPPORTUNITIES
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LOW CARBON
PASSIVE
EQUITIES

SUSTAINABLE
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SUSTAINABLE
ALTERNATIVES

MONITORING AND
REPORTING
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FUTURE MAKER OR FUTURE TAKER?

Climate-Unaware Climate-Aware Climate-Aware
‘Future Takers’ ‘Future Takers’ ‘Future Makers’
Ignore risks and Consider climate Build upon the
opportunities risks across Climate-Aware Future
linked to climate portfolios, taking Taker position and
scenarios, to the action make a concerted
potential detriment effort to influence
of long-term systemic, market-
returns wide outcomes

© MERCER 2017

e Which category best describes your approach?
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