MERCER

MARSH MERCER KROLL
GUY CARPENTER OLIVER WYMAN

Consulting. Outsourcing. Investments.

The Search for Diversity —
Innovation in Irish Balanced
Funds

Stephen Ryan



. Diversity and Innovation

Key drivers:

= Greater breadth of asset classes including

alternatives
= Growing importance of Defined Contribution
= Funds and investment ideas spreading more rapidly

= The liquidity conundrum
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. Breadth of Asset Classes

TRADITIONAL
ASSETS

Large cap equity

ALTERNATIVE ASSETS

Infrastructure

Private equity

Small cap equity Forestry
Emerging market Commodities
equity

Foreign property
Domestic property

Hedge funds
Investment grade
Sl Currency

Global Tactical Asset
Cash

Allocation

_



. Quick comparison

Average asset allocation across Europe
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B Overall Trend
FROM

Long only relative return equity + naive bonds + domestic bias

TOWARDS

Diversified growth + sophisticated bonds + global
diversification throughout

This move will be achieved in two ways

Evolution: Existing balanced funds gradually evolving

Product Development: New funds being launched



. Funds Evolving (UK Balanced Example)

Diversified Bonds Domestic
Alternatives 10% Equity
10% 28%

Property
10%

World Ex
Domestic

Equity
42%
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B NPRF

2. Asset Allocation at 30 September 2008

£m G
Large Cap Equity [1.173 ] 598
Small Cap Equity 714 3.8
Emerging Markets Equity 294 |.6
Private Equity 363 3.0
Property 763 4.1
Commodities | 57 0.8
Fixed Income 3,313 17.7
Currency and Other Funds 218 [.2
Cash |.494 8.0
Total Net Assets 18,689 | 100.0




. Influence of DC - Benchmarks May Change

Today Tomorrow

Focus on relative Focus on absolute returns or
performance at least

Beating or matching the peer CPl+
group Cash +

Beating or matching the Hierarchical benchmarks
iIndex

But.....

“You cannot eat relative
performance”



.DC Benchmarks — Australian Model

6 Very high return
6 Target return CPI + 4%
6 Target return CPI + 2%

é Long bond
é Cash
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. Gaining Exposure to Alternatives

= Singly

= Grouped
— Beta only
— Alpha only
— Combined alternatives

= Grouped and combined with traditional asset
classes

Diversified Asset Funds
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. Diversified Assets Funds

TRADITIONAL ASSETS ALTERNATIVE BETA ALTERNATIVE ALPHA

Large cap equity Infrastructure Hedge funds

Small cap equity Private equity Currency

Emerging market Forestry Global Tactical Asset
equity Allocation

Commodities

Domestic property Foreign property

Bonds
Cash

_



. Funds Currently Available in Ireland

Fund #1 Fund #2 Fund #3 Fund #4 Fund #5 Fund #6

Commadities
Hedge funds and abzolute return
H & EM debt

Infrastructure

Frivate equity

Property incl REITS & forestry
Non-traditional equity

alobal equity

Bonds

Cash

currency ]




. Diversified Assets Funds

A

Traditional + Alternatives

Diversified
Growth
Fund

Traditional Assets

|

Fund

Diversified Irish
Balanced Managed
Fund Eund

Expected Returns

Expected Risk
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. Characteristics

= What are the objectives?

— Return target expressed as a premium to cash or
Inflation

— Specific risk target, expressed in terms of volatility or
VaR

= How do they work?
— Seek to capture returns from all or some of:
o Allocations to a diversified set of asset classes

o May include alternatives and emerging
opportunities

o Active allocation decisions
o May rely on internal suppliers of beta and alpha...
o ,..0Or source from 3" parties
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. Benefits

— Breadth of asset mix

— Degree of reliance on traditional sources of market risk
— Appetite for relatively illiquid assets

— Breadth and depth of sources of alpha

— Approach to risk management

— Fees, liquidity terms, transparency
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. Risks

= What are the risks?
— Single manager exposure
— Greater than expected cross-correlation:
o Across the asset classes used, or
o Within the alpha “pool”

— Implementation risk — use of derivatives and

leverage
— Ligquidity risk in some cases

— Higher than justified fees
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. DC influence #2 — Lifestyling

100%

80%

60%

40%

20%

0%
9 8 7 6 5 4 3 2 1 0

Years to Retirement

@O Growth @ Bonds[] Cash

= Note progression from equities to bonds and cash

= |deally, progression will be defined as curved de-risking program
rather than based on asset allocations
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. New DC paradigm?

1980-90s 2000s 2010s 20207

Mixed market Traditional “New” Standard of

behaviour ~ lifestyle Lifestyle/ /,,:ﬁ_ivingfocused
Lifecycle 7

Cash and with-  Equities, bonds Increasing use of Bond like/deferred

profits and cash alternatives annuity investments
: = One size fits : : = “Cash plus” :: = Income rather
all approach : : funds :: than fund based
: = Index- : = Increased planning
tracking : : useofactive :: = More guarantees
management: : management:: for members (at
dominates « Spread of : a price)

asset classes:




. Speed of Innovation

= International fund managers
= Multinational employers like consistency

= |deas from abroad arriving in Ireland faster than
before

= Trustees willing to take on new ideas

= Members want innovation
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. The Conundrum of llliquid Assets

= High returns for long term investors
= Smoothing of returns can be useful
= But hard to trade, especially at times of stress

= Particular problem in DC if member needs to

redeem

= How to embrace?
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. It's A Brave Old World

“It Is advisable for one that he shall divide his
money Iin three parts, one of which he shall invest
INn real estate, one of which In business, and the

third part to remain always in his hands (as it may

happen that he will need cash for a profitable

transaction)”

From the Talmud, circa AD 600
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. Disclosures

Mercer Investment Consulting Limited is authorised under the Investment Intermediaries Act, 1995 to provide investment advice to its clients. As part of the
investment consulting process, we establish information about the investment objectives and expertise of our clients and tailor our advice accordingly. If you
become aware of undisclosed material information or a significant change in circumstances at the outset or during the advisory process which may have an
influence on the investment advice, you should contact your Mercer investment consultant to discuss. Your consultant will review the investment advice in
relation to any changes and advise you accordingly.

In order to establish that you understand the reasons for our advice and recommendations, we would appreciate if you would sign and return this document to
confirm this. If you have any queries in relation to any matters raised in the report please contact your Mercer investment consultant to discuss.

This document contains confidential and proprietary information of Mercer and is intended for your sole use. The document, and any opinions on or ratings of
investment products it contains, may not be modified, sold, or otherwise provided, in whole or in part, to any other person or entity without Mercer's written
permission.

This document may contain information on investment management firms. This information has been obtained from those investment management firms and

other sources. Mercer research documents and opinions on investment products (including product ratings) are based on information that has been obtained

from the investment management firms and other sources. Mercer gives no representations or warranties as to the accuracy of such information, and accepts
no responsibility or liability (including for indirect, consequential or incidental damages) for any error, omission or inaccuracy in such information.

Any opinions on or ratings of investment products contained herein are not intended to convey any guarantees as to future investment performance. In addition:
=Past Performance cannot be relied upon as a guide to future performance.
=The value of stocks and shares, including unit trusts, can go down as well as up and you may not get back the amount you have invested

=The value of gilts, bonds, and other fixed income investments including unit trusts can go down as well as up and you may not get back the amount you have
invested.

=Investments denominated in a foreign currency will fluctuate with the value of the currency.

=The value of investments in property can go down as well as up, and you may not get back the amount you have invested. Valuation is generally a matter of a
valuer’s opinion, rather than fact. It may be difficult or impossible to realise an investment because the property concerned may not be readily saleable.

| confirm that | have read and understood the advice and recommendations contained in this document.

Signed Date

Address for returning signed presentation report:

Des Coen,Head of Compliance, Mercer (Ireland) Limited, Charlotte House, Charlemont Street, Dublin2
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