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EXECUTIVE SUMMARY

We understand that the Office of the New York City Comptroller (Comptroller), on behalf of the
Teachers’ Retirement System of the City of New York (TRS), New York City Employees’ Retirement
System (NYCERS) and the New York City Board of Education Retirement Systems (BERS)
(collectively “the Systems” and individually a “System”), is issuing this Request for Information to
gather insights and knowledge on how to develop and structure a Request for Proposals (RFP) for
services to evaluate and determine a prudent strategy for potential divestment and exclusion of
securities issued by companies owning fossil fuel reserves from the investment portfolios of the
Systems within a five year period, consistent with fiduciary duty and the investment objectives of the
Systems.

Mercer Investment Consulting LLC (Mercer) is pleased to provide a proposal to

study divestment options and their potential impact on the Systems. Having

previously worked with the Systems, Mercer is uniquely positioned to advise the

Systems regarding climate-related investment risks. Under our proposed scope of

work, Mercer would work in close partnership with the Systems to explore the

various drivers of divestment in the broader context of climate change risk
management, determine a working definition of fossil fuels, study the potential impact on the
portfolio of divestment from fossil fuels and present our findings to the Systems’ boards and the
Comptroller.

Experienced Advisors on ESG & Climate Change Risk Management

Mercer was the first investment consultant to establish a dedicated Responsible
Investment (RI) team in 2004 and an original consultant to the United Nations on
the development of the Principles for Responsible Investment (PRI). Our RI team
is the largest fully dedicated such team in the investment consulting industry with
access to unique products (e.g., our proprietary ESG ratings) and service offerings
(e.g., our Framework for Sustainable Growth). Mercer is proud to have been at the vanguard of RI
thinking and implementation for more than a decade and is committed to continuously pursuing
market leadership in this area. In partnering with Mercer, the Systems benefit from:

* More than nine years dedicated to researching the issue of climate change and its implications
for long-term investors. This intellectual capital has resulted in asset class, sector- and
company-level research and modelling tools. We believe our forward-looking approach, which
incorporates scenario analysis to consider the multi-faceted risks relating to climate change, is a
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key differentiator and supplement to backward-looking approaches that rely on historical data to
understand the impacts of divestment.

* Mercer’s experience working with more than 30 institutional investors globally (total AUM in
excess of $2 trillion) in an advisory role to measure, monitor and implement strategies to
manage climate-related risks and opportunities in their investment portfolios.

* Mercer relationships with leading thinkers from the scientific, academic and investment
communities, such as: Grantham Institute, 2 Degree Investing Initiative, Climate Bonds Initiative,
Investor Group on Climate Change, CDP, Principles for Responsible Investment, UN
Environment Program, and World Business Council on Sustainable Development (WBCSD).

,-\ Experienced Project Team
. We have assembled a project team with significant experience on related projects and
a commitment to building strong client relationships. Your team will consist of Jane
Ambachtsheer, Alex Bernhardt and Karen Lockridge. Jane was an original
consultant to the UN on the formation of the PRI and is a recognized global leader in
the sustainable finance industry. She founded Mercer’'s Rl team in 2004 and currently
serves as Global Chair. Alex, Head of RI for Mercer in the US, is a noted expert in environmental,
social and governance (ESG) risk assessment and management. Alex was a core contributor to
Mercer's 2015 Investing in a Time of Climate Change report and has since (co)led climate change-
related consulting engagements for asset owners in North America managing over $800 billion in
assets. Karen, Principal in Mercer's Responsible Investment team, assists investors to integrate
ESG factors within their beliefs, policies, processes and portfolios. Karen was a member of the core
team that developed Mercer’s Investing in a Time of Climate Change (2015) research report, and
co-authored Building a Bridge to Sustainable Infrastructure (2016) and Crossing the Bridge to
Sustainable Infrastructure Investing (2017).

MAKING TOMORROW, TODAY

At Mercer, our number one priority is to help our clients make tomorrow, today. We are committed to
delivering innovative solutions to the Systems today that address the goals and objectives of the
Systems and support positive outcomes. We look forward to discussing your needs and further
demonstrating our capabilities. Thank you for your consideration of Mercer.

Sincerely,

Alex Bernhardt, Principal, US Responsible Investment Leader
1301 5th Avenue, Suite 1900

Seattle, WA 98101

alex.bernhardt@mercer.com

+1 206 214 3728

© 2018 MERCER LLC. ALL RIGHTS RESERVED
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QUESTIONNAIRE

A. GENERAL INFORMATION
1. Name and business address of responding party (if responding on behalf of a firm or
organization, provide for that entity)

Mercer Investment Consulting LLC
155 N. Wacker Drive, 15th Floor
Chicago, lllinois 60606

2. Website address, if available

www.mercer.com

3. Name, address, email address and phone number for single point of contact for all
communications.

Alex Bernhardt, Principal, US Responsible Investment Leader
1301 5th Avenue, Suite 1900

Seattle, WA 98101

alex.bernhardt@mercer.com

+1 206 214 3728

4. Please briefly describe your occupational and professional status and background,
expertise related to the issues in this RFI and any other relevant background information.

Firm Background

We trace our roots back to 1937, when Marsh & McLennan, Inc., the US insurance broking firm,
established an employee benefits department. The Mercer name first appeared in Canada in 1945
when William Manson Mercer founded the benefits consulting firm of William M. Mercer, Limited.
The firm was acquired by Marsh & McLennan Companies in 1959. William M. Mercer Investment
Consulting Inc. was created as a separate entity in the US in 1972 to provide investment advisory
services and has grown significantly, often through the acquisition of market-leading local and
regional firms, to become a preeminent global firm in our field. Effective January 1, 2016, Mercer
Investment Consulting, Inc. was converted from a corporation to a limited liability company and,
therefore, the name was changed to Mercer Investment Consulting LLC.

© 2018 MERCER LLC. ALL RIGHTS RESERVED
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Expertise Related to this RFI

Mercer is a global leader in providing institutional investment services and has been in the business
for more than 45 years. Mercer embraces unique client characteristics, which are necessary to align
client portfolios with their objectives and beliefs. Mercer brings expertise to all phases of the
environmental, social and governance (ESG) integration process, including the initial development
of an overall responsible investment policy/strategy, through to manager due diligence and portfolio
implementation.

Mercer was the first investment consultant to establish a dedicated Rl team in 2004. Mercer offers
specialist resources to assist clients in implementing Socially Responsible Investment (SRI), ESG
investment and Impact investment approaches. As an original consultant to the United Nations on
the development of the Principles for Responsible Investment (PRI), Mercer is proud to have been
at the vanguard of RI thinking and implementation for more than a decade. In line with the PRI, we
consider Rl to be an umbrella term that encompasses the above three investment approaches.
Mercer actively supports clients representing assets of more than $2 trillion by providing advice and
solutions for integrating ESG.

RESPONSIBLE INVESTMENT APPROACHES

( ESG Impact
» Positive screening | . Intentionality

* ESG integration « Measurement

CONVENTIONAL
INVESTMENT
AdOYHLINY1IHd

Our RI team includes 15 dedicated investment professionals and is supported by a wider group of
ESG Champions within Mercer, who work with clients, consultants and analysts to integrate ESG,
stewardship, sustainability and climate change considerations into investment processes and
research. We should note that Mercer’s Rl team is the largest fully dedicated such team in the
investment consulting industry with access to unique products (e.g., our proprietary ESG ratings)
and service offerings (e.g., our Framework for Sustainable Growth).

5. Please state whether the responder is able to provide the Investment Analysis Services,
or a portion of such work, including legal fiduciary analysis services, and is likely to
respond to an RFP that includes Investment Analysis Services. If yes, please respond to
the questions in Attachment 1.

Yes. Please refer to our responses in Attachment 1.
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B. INFORMATION REQUESTED REGARDING RFP AND INVESTMENT
ANALYSIS

RFP Structure for Investment Analysis Services

1. What specific areas, factors, risks and impacts should an RFP consider in order to enable
selection of a provider or providers that can best conduct comprehensive and in-depth
Investment Analysis Services?

We would recommend that the Systems consider the following specific factors in the RFP to enable
selection of a qualified provider:

* Provider’s reputation in the industry
* Provider’s experience providing comparable work
— What resources does the provider have to support this work?
— Does the provider have a dedicated expert team?
» Clients/references that can attest to the quality of the provider's work

* Provider’s ability to support multi-dimensional analysis of divestment impacts (e.g., historical and
prospective; quantitative and qualitative)

2. What other important questions should be included in an RFP that includes Investment
Analysis Services?

*  What is the provider’s proposed work plan?

* How does the provider plan to arrive at an appropriate recommendation for the Systems?

* What analytical tools does the provider intend on using?

3. What information and format do you believe would be useful for soliciting and evaluating

Investment Analysis Services?

We typically find that an in-person meeting is the most useful format for evaluating service
providers. An in-person meeting allows for a dialogue between the Systems and the potential
providers, permitting both sides to ask questions and to gain a deeper understanding of each other.

4. What criteria, experience and qualifications for services providers should be considered
for Investment Analysis Services?

We believe that expertise, comparable experience, and reputability are the key qualifications for
service providers to be considered for Investment Analysis Services.

© 2018 MERCER LLC. ALL RIGHTS RESERVED
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Approaches to Investment Analysis Services
5. What do you believe are best approaches to:

a. Determining the scope of companies, including further defining fossil fuel reserve
owners, appropriate for divestment.

As a starting point for this project, we believe it will be important to work with the Systems to
determine an agreed upon definition of fossil fuels (or possible options for analysis) and to delineate
the asset class scope of the divestment analysis. While no one definition exists, the most common
application adopted as a minimum standard by Divest-Invest Philanthropy, which now has more
than 850 institutional signatories®, is to exclude the Carbon Underground 200 (CU200)? from public
equity and corporate debt portfolios.

Some investors go further and seek to extend their exclusion to midstream and downstream fossil
fuel companies® that they identify as particularly vulnerable to stranded asset risk. As the CU200 is
a proprietary index*, others prefer to rely on data from different third-party providers, base their
exclusion on the proportion of company revenues derived from fossil fuels as opposed to their
evidence of reserve ownership or use some combination of reserve and revenue data. Others prefer
to go further still and to combine stranded asset exposure assessments with a forward-looking
assessment of company business plans to determine their adaptability (e.g., a fossil fuel intensive
utility with clear and aggressive plans to move away from fossil fuel generation and towards
renewables).

The outcome of this discussion would be to identify a “divestment track” for further analysis as
described below.

* https:/Mmww.divestinvest.org/commitments/

% The top 200 oil, gas and coal companies ranked by the carbon content of the fossil fuel reserves

3 Generally speaking, midstream companies are oil and gas companies involved in the transportation/distribution of oil and
gas. Downstream companies are oil and gas companies involved in the marketing or sale of refined oil and gas to
consumers.

* Owned by Fossil Free Indexes: http://fossilfreeindexes.com/

© 2018 MERCER LLC. ALL RIGHTS RESERVED
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Carbon Underground 200

The investment strategy will not invest in the top 200 oil, gas
and coal companies ranked by the carbon content of their
fossil fuel reserves.

Carbon Reserve Free

The investment strategy will not invest in any companies or

individual assets with proved or probable oil, gas, or
thermal coal reserves regardless of size.

Fossil Fuel Free

Will not invest in any companies or assets under the Carbon
Reserve Free definition or any companies/assets involved in
the exploration, extraction, refining, processing or
distribution of fossil fuels.

aAnoLsay Ajbuisealou]

Fossil Fuel Free + Utilities
Meets fossil fuel free definition and will not invest in

companies/assets which primary business involves the
combustion of fossil fuels to produce electricity.

b. Determining the timetable and specific milestones within a five year period appropriate
for divestment.

Once there has been a commitment to divest, implementation can occur at varying speeds
depending on a variety of factors unique to each investor. Some factors that will determine the
timeline for divestment include:

» Asset classes covered by the divestment commitment (e.g., public only or extended to private)
* Fund vehicles in use (e.g., comingled vehicles versus separate accounts)
* Investor size (e.g., impacts the ability of the investor to customize mandates)

* Number and size of mandates needing to be screened (e.g., some mandates may be fossil fuel
free by definition)

* Possible need for manager replacement (e.g., some managers may not be willing/able to
implement the screen)

* Internal trading capacity (e.g., speed at which IMAs can be amended and new mandates
initiated operationally considering all first- and third-party service providers)

A thorough divestment analysis will consider all of the above factors before recommending a
timeline for implementation.

© 2018 MERCER LLC. ALL RIGHTS RESERVED
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c. Assessing appropriate divestment approaches based on asset classes, strategies and
styles.

Many divestment commitments in place today are limited to public equity and corporate fixed
income mandates, where data on reserve ownership or fossil fuel revenue is readily available and
can be linked to individual securities. However, some investors wish to extend their commitments to
alternatives, including hedge funds and private market investments. While some asset classes are
fossil fuel free by definition (e.g., real estate), others may make allowance for energy sector
exposure but offer less transparency around fund holdings (e.g., long/short hedge funds). Exiting
alternatives positions can also be complicated, especially if they are in illiquid funds, which is why
some investors settle for the forward-looking application of a divestment commitment (e.g., no new
fossil fuel investments to be initiated), rather than a current commitment in some asset classes.

One important consideration for investors wishing to divest would be what alternatives exist to
energy exposure that could help the investor achieve equivalent or better risk-adjusted return
outcomes. Divest-Invest pledge participants commit to reallocating divested funds into clean energy
solutions, which may be appropriate for investors convicted in the sustainable investment thesis and
wanting to capture the “sustainability premium” these investments might offer. However, in public
markets, even simply reweighting portfolios on a market cap basis typically results in a similar
risk/return profile for a diversified portfolio over the long run® and employing optimization techniques
(e.g., in indexed equity portfolios) can minimize tracking error differences substantively. The cost of
implementing divested strategies can be higher than the cost of more traditional strategies, though
for large investors these differences are typically quite small today, and we expect will diminish over
time as ESG data becomes more prevalent. Nevertheless, there should be an assessment of the
cost of exiting fossil fuels, howsoever defined in a specific strategy, along with an effort to
understand the potential benefits as well.

d. Analyzing the investment risks posed by climate change and fossil fuel reserve owners
to the Systems’ portfolios (including scenario analysis).

Mercer assists virtually all of our clients with risk management in some capacity, including with
respect to strategic asset allocation, investment manager oversight, operational risk assessments,
custody and securities lending. From an asset allocation perspective, we believe that genuine
diversification (at the asset, factor exposure and underlying investment manager levels) is
beneficial. Diversification across different sources of risk and return improves investment efficiency
and may help achieve the same level of expected return with a lower level of risk. Thoroughly
understanding all of the risks attached to an asset, and the level of importance of specific risks
(such as liquidity) to an investor, enables us to build portfolios that minimize exposure to less well-
rewarded risks and focus in areas where the expected return is commensurate with the risk taken.

® See appendix of Preparing Portfolios for Transformation as a starting point. A more extensive bibliography demonstrating
this point is available upon request.
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As mentioned in the opening to this proposal, Mercer has led two global collaborative studies to
quantify the potential impact of climate related risk across a number of future climate scenarios. In
connection with this work, we have delivered more than 30 climate risk assessments to a range of
investors around the world, making us a global thought leader on this rapidly evolving topic. These
climate-related services complement Mercer’s full suite of investment risk management tools. We
are also progressing on our objective to integrate Mercer’s climate scenarios and TRIP climate risk
framework into our capital markets tools more seamlessly (e.g., creating our Climate Change
Toolkit). The Climate Change Toolkit is an extension of our investment modelling tools, and it
facilitates the inclusion of climate related risk metrics in our traditional investment risk dashboards.

For more information on our climate risk modelling capabilities, please refer to the documents
provided to NYCRS during our 2017/18 climate risk assessment project with four of the Systems as
well as our public report®.

e. Analyzing potential investment impacts on the Systems’ portfolios of divesting from
the securities of fossil fuel reserve owners, including impacts on return, risk,
diversification and cost (including tracking error).

We believe it is important to consider multiple dimensions when contemplating a divestment
decision. Specifically investors should consider the impact of divestment on portfolio risk, return and
reputation using historical, transition and prospective lenses:

DIVESTMENT | RISK/RETURN REPUTATION

EVALUATION

Historical What would have been the financial What would have been the reputation
impact? impact?

Transition What are the costs of implementing an What are the fiduciary ramifications of
exclusion? divesting?

Prospective Is the controversial sector likely to Are reputational concerns — for

outperform or underperform long-term? companies and the investor — likely to
increase or go away?

6 https://www.mercer.com/our-thinking/wealth/investing-in-a-time-of-climate-change.html
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Impact of Divestment on Portfolio Return, Risk and Exposure

We understand that the Systems would like quantitative analysis to be undertaken to determine the
impact on the performance of the Systems portfolio if it were to divest from coal or fossil fuel
investments more broadly. In order to undertake this analysis, Mercer would utilize a combination of
backward- and forward-looking analytical methods via the following approach:

1. Confirm with representatives of the Systems the definition and criteria to be employed in
operationalizing the chosen divestment track (see response to Question 5a).

2. Work with the Systems to collect relevant public markets data from its custodian and/or
investment managers to estimate the current exposure of the Systems to each agreed
divestment definition across asset classes and conduct an updated carbon footprint for the
portfolio. Collecting holdings information for private markets investments can also begin at this
stage though this can take considerably more effort and should be weighed against the
cost/effort entailed and/or optimized for efficiency.

3. Based on the data collected, conduct a backtest (public markets only)’ to assess the historical
impact of each divestment definition on the Systems’ portfolio. To supplement this backtest, we
will also survey existing literature on the impacts of divestment and draw conclusions relevant to
the Systems portfolio.

4. Using the current and historical assessments of the Systems’ exposure to the chosen
divestment track and the related risk/return implications, develop a set of assumptions to inform
a forward-looking strategic asset allocation modeling exercise:

A. Work with the Systems to develop a pro forma asset allocation assuming the implementation
of the chosen divestment track

B. Generate stochastic projections of the asset class returns of the current portfolio and the pro
forma divested portfolio under multiple scenarios:

i. An “efficient market” scenario in which the impacts of climate change are assumed to be
fully priced by the market; this base case will utilize Mercer’s (or each Systems’)
standard Capital Market (long-term) assumptions

ii. As an alternative to the base case, Mercer will model the Systems’ current and pro forma
ex-fossil fuels asset allocation through its proprietary climate change risk modelling
framework (TRIP framework) to assess the potential impact of climate risk on returns at
the total fund, asset class and industry sector levels

’ Note, different methods may be employed for public equity and corporate debt portfolios depending on the time horizon
for the analysis and available index proxies.

© 2018 MERCER LLC. ALL RIGHTS RESERVED 10
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Our model includes climate specific risk factors that can be embedded into portfolio construction
alongside more traditional risk factors, such as equity-risk premiums, liquidity, credit risks, etc. The
four climate change risk factors which we have developed include: Technology (T), Resource
Availability (R), Impact of weather catastrophes (I) and Policy (P) — collectively the TRIP factors.
Below, we provide a sample output from the model for reference.

Figure 1: Example Impact of a 2°C Scenario on a $64B Portfolio with Different Asset Allocations (10 Year Average

Annual Return and Risk Impacts)

b Pension Current I\

Infrastructure
Private Real Estate  * 0-8%

+0.4% -

Infrastructure
Private Real Estate  + 0-8%

+0.4% .

Private Debt - zero
impact

h Yield Debt
0.7%

UsSovereign- zero
impact

Private Debt - zero
impact

h Yield Debt
0.7%

US Sovereign - zero
impact

US Equity 0.6%

Developed Marke{
Equity -0.6%

Private Equity

Private Equity
0.7% 0.7%

MBS -0.2%
US Credit
0.2%

MBS -0.2%

Us Credit
0.2%

Emerging Market
Equity + 0.5%

Portfolio Impact

=

Emerging Market
Equity +0.5%

Pension Dark Green

Infrastructure

Sustainable
+0.8% Infrastructure

Private Real Estate +1.9%
+0.4% ‘

Private Debt - zero
impact

h Yield Debt
0.7%

Us Sovereign- zero
impact

US Equity -0.6%

US Low Carbon
Equity +0.3%
eveloped Mar}

US Equity -0.6%

US Low Carbon
Equity + 0.3%

Developed Marke
Equity -0.6%

Private Equity
MBS 0.2% 07%
US Credit
-0.2%

Emerging Market
Equity + 0.5%

Sustainable Private
Equity + 1.9%

sustainable Global
Equity + 1.3%

Portfolio Impact

Average Annual Return -24 bps -18 bps -11 bps
Average Annual Risk +15 bps +14 bps +14 bps
Cum. § Gain/Loss -$2.457B -$1.904B -$1.1598B
Cum. $ Diff. vs. Current _ $0.553B $1.298B

Note Regarding Scale: Max distance of each bar from circle is set at 1.7%

We are able to model the portfolio over more than 30 years under three climate change scenarios
that we have developed in partnership with other institutional investors and an advisory group
consisting of climate scientists, academics and industry practitioners, each reflecting different
emissions pathways and resultant warming expectations over the next several decades. Our
scenarios are grounded in climate modelling and related literature that are most pertinent to
investors, with distinctive economic and physical impacts that can be considered in the strategic
process alongside more traditional scenarios, such as high inflation, deflation, etc.

Target Deliverables

* Areview of current exposures across the portfolio to each divestment track versus key portfolio

benchmark(s)

» The results of a backtest for public equity and corporate debt, an explanation of the
methodologies commonly applied to assess the historical impact of divestment from fossil-fuels
and a review of the findings of studies published to-date

© 2018 MERCER LLC. ALL RIGHTS RESERVED
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* An explanation of the base case (efficient market) and climate change assumptions used in
determining our return expectations

« 10 and 30+ year forward-looking risk/return statistics for the base portfolio, as well as the
chosen divestment track under 2°C, 3°C and 4°C scenarios

Impact of Divestment on Costs

To account for potential increased costs, if any, including transaction costs related to the selected
divestment track, Mercer proposes an approach which combines a literature review of past efforts to
guantify one-time transaction fees and monitoring expenses with a survey of the Systems’ current
fund managers to understand the potential impact on ongoing management fees.

For each investment manager currently employed by the Systems, Mercer will engage directly with
the firm to determine:

* Where assets are currently managed via separate account, the manager’s estimate of: i) one-
time transaction costs associated with divestment; ii) any changes anticipated to the current
management fee amount; iii) the impact, if any, on the investment manager’s long-term risk and
return expectations for the mandate; iv) any changes required by the investment manager
regarding ongoing oversight and performance benchmarking.

* Where assets are currently managed via a commingled account, Mercer will assess: i) the costs
of transitioning the mandate to a separate account, if possible; ii) the availability of potential
alternatives with comparable risk/return characteristics in the form of a commingled vehicle®.

For Alternative asset classes, Mercer will provide commentary on the practicalities of extending the
chosen divestment track to these asset classes with a discussion of product availability and the
potential costs of liquidating investments in closed-end funds.

Mercer will engage representatives of the Systems to review current practices and policies. Mercer
will provide the Systems with a discussion of how the implementation of a divestment policy relating
to the divestment track is likely to impact the governance structure of the Systems, including
portfolio construction, investment management and oversight/compliance practices.

Target Deliverables

* An explanation of the methodologies commonly applied to estimate the costs, including
transaction costs, associated with the implementation of a policy of divestment; Mercer will
provide a review of the findings of studies published to-date

& We would not look to assess the cost of a manager search to replace the current comingled fund manager, though this
could be a consideration.
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* A summary of the estimated costs — transaction, management and compliance/monitoring — as
confirmed via discussions with the Systems’ current investment managers

» Adiscussion of the practicalities and consequences associated with extending the three
divestment tracks to Alternative asset classes

Impact of Divestment on Reputation

Divestment can have reputational impacts — positive and negative — on investors and the
companies in which they invest. These reputational impacts can result in increased scrutiny and/or
improved stakeholder relations and may change over time. While in the context of a public fund
these reputational concerns may be less meaningful than for corporate retirement plan sponsors
say, they nevertheless warrant some consideration by boards/committees. We would propose
working with the appropriate Systems’ decision-making bodies to understand the reputational
aspects of divestment that may qualitatively influence their decision.

f. Assessing potential alternative investments available to the Systems that have risk and
return characteristics equivalent to the securities that may be divested.

In order to determine an alternative to fossil fuel investments in a portfolio, the investor will first need
to consider the risk and return goals. Nevertheless, there are a number of potential investment
strategies that might represent compelling alternatives to fossil fuel exposure, presuming reduction
or elimination of this exposure is a desired goal. In passive equity portfolios, one strategy would be
to simply rebalance exposures proportionally to other sectors based on market value after the
reduction or screen has been applied. However, this can have a range of portfolio-specific
consequences, which would need to be further analysed and is likely to increase tracking error
(though not necessarily risk/return) versus benchmarks substantively. Alternatively, investors might
consider rebalancing their divested portfolios using other optimization techniques that can be
utilized effectively and efficiently to minimize tracking error versus benchmarks.

Another fossil fuel alternative investment strategy — perhaps the most common in use today —
involves the use of low-carbon indices. Recently CalSTRS and NYSCRF made multi-billion dollar
allocations to low carbon equity index funds®. Many variations of these indices are available in the
market. They can generally be divided into three broad categories:

* Broad Market Optimized: an index that reduces carbon exposure (e.g., via constituent re-
weighting based on carbon intensity and/or fossil fuel reserves) but seeks to maintain sector
exposure and tracking error close to the parent index

° http://www.calstrs.com/news-release/calstrs-commits-25-billion-low-carbon-index and
http://osc.state.ny.us/press/releases/dec15/120415.htm
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* Best-in-class: an index that reduces carbon exposure and uses a best in class assessment
(i.e., ranking within sectors) to apply additional constituent re-weighting within the index

* Fossil Free: An index that excludes constituents based on a definition of “fossil fuels” (these
vary by index provider), thereby removing direct carbon exposure; many such indices are simply
rebalanced based on the market capitalization of remaining constituents; forms of optimization
(e.g., to minimize tracking error versus a parent index) are also possible

While the development of such indices for bonds has lagged those for equities, some best-in-class
low-carbon bond indices have launched in recent years, most tracking the still nascent green bond
market. Bank of America Merrill Lynch, Barclays/MSCI, Standard & Poor’s and others have
launched green bond indices spawning the creation of some investable products in their wake (e.qg.,
the VanEck Green Bond ETFY).

Generally speaking, investment grade green bonds are expected to perform in line with other
similarly graded credits. While it is difficult to make definitive statements regarding performance
versus broader market benchmarks, given the small size and short history of the green bond
market, green bonds could be an appropriate replacement for fossil fuel debt exposure depending
on a given investor’s objectives and risk tolerance.

In addition to green bonds, there are similar opportunities across other asset classes that seek to
target sustainability themed investment opportunities and could conceivably meet equivalent (or
improved) risk/return outcomes. Mercer recently conducted a review of existing literature on the
impacts of social or environmental divestment and sustainable investment on investment risk/return
to investigate this further'*. Through this review, we found:

» Divestment based on social or environmental criteria need not negatively impact long-term risk-
adjusted return expectations (although it has sometimes increased tracking error versus
benchmarks and impacted risk/return outcomes in the short-term). This is contrary to popular
belief that divestment necessarily entails a return penalty since it involves limiting the investable
universe.

» Considering ESG factors in investments can improve financial outcomes on a risk-adjusted
basis. This is underpinned by a growing base of evidence linking various measures of ESG
quality with the financial outperformance of companies.

In addition to this backward looking review, this research also included a forward-looking
deterministic assessment of the potential risk/return impact of a low-carbon transition on certain

10 https://www.vaneck.com/etf/income/grnb/overview/

™ Mercer; Preparing Portfolios for Transformation: Assessing the Prospective Investment Impacts of a Low Carbon
Economic Transition; February, 2017.
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fossil fuel free (ex-FF) and sustainable assets classes. What we found is that under a 2°C
“Transformation” scenario, ex-FF and sustainable variants exhibit improved expected return
outcomes versus their parent asset classes generating a “low carbon transition premium” (LCT
premium) that runs from 20 basis points (for US Equity ex-FF versus US Equity) to roughly 200
basis points (for sustainable private equity versus private equity). We also found that while the
impact of the Transformation scenario on US and international equities ex-FF is still expected to be
negative, the loss is much less pronounced than for equivalent parent asset classes that maintain
exposure to fossil fuels implying that reducing fossil fuel exposure in public equity does appear to
offer some protection against stranded asset risk should a Transformation scenario transpire.

Mean Annual Returns over 35 Years for Select Ex-Fossil Fuel/Sustainable Asset Classes in a 2°C Scenario

Figure B: Returns for Traditional and Ex-FR/Susteinable Asset Classes — Transformation
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Across all of our advice, we believe taking an investment view that considers a wide range of risks
and opportunities helps to create and preserve long-term investment capital. Our investment view
incorporates sustainability factors. Indeed, sustainability has been formally reflected in Mercer’s
Investment Beliefs globally for many years. In addition to integrating ESG considerations within our
broader investment research and advice, we have conviction in, and significant expertise related to,
allocating to sustainability themed investment. We believe these opportunities are driven by:

* Growth in sustainability trends, via the companies and sectors responding to pressing
environmental and social challenges such as population growth, natural resource constraints,
rapid technological advancement and rising inequality.

* Climate change and the associated physical impacts and low-carbon economy transition, which
present the potential for unprecedented change within markets, asset classes and sectors.
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A sustainable investment approach can be solely focused on exploiting sustainability trends in order
to tap into return generating opportunities. Impact investors go a step beyond: they seek to create
positive social and environmental impacts alongside financial return — measuring the outcome of
both. Below, we outline our views on the approach to different themes by asset class:

Private equity/private debt

Businesses in environmental sectors such as energy, waste, water, materials, and systems, at both
the technology development stage and growth stage businesses looking to expand are the primary
opportunity set. Venture capital and growth equity funds may pursue investments that actively try to
foster and commercialize technologies focused on improving the efficiency of resource usage and
reducing adverse environmental impacts. A select group of funds targets job creation more directly
and may target more underserved markets and geographies. In general, venture capital and select
growth equity funds tend to be the ones that have the greatest opportunity for positive social and
environmental impacts. Within environmentally themed funds, we typically look for managers with
investment teams that reflect a variety of skill sets, ranging from energy, technology, and
engineering to legal, finance, and business management.

Infrastructure

Clean energy infrastructure, primarily renewables, is the most obvious theme and where we see the
greatest opportunity set, but other themes include waste recycling and energy efficiency centers.
However, there are infrastructure opportunities that deliver broader sustainability themes. For
example, investing in emerging market infrastructure to support sustainable economic development
through areas such as low-energy transport and better public health systems.

Over the past 18 months, Mercer has helped to promote a global dialogue on sustainable
infrastructure investing. We jointly published the papers Building a Bridge to Sustainable
Infrastructure and Cross the Bridge to Sustainable Infrastructure with IDB, and have hosted a series
of workshops on collaboration on sustainable infrastructure with participants including IIGCC, PRI,
UNFCCC, Climate Bonds, OECD, New Climate Economy, CDP and others.

Real estate

Sustainability in real estate is typically not considered a separate category, as sustainability is
increasingly embedded as a key feature in this sector. We have seen a limited number of thematic
property managers with an explicit focus on sustainability. A few years ago, this may have been a
key differentiator, but now the sector has caught up and generally ensures the appropriate
environmental and social standards are incorporated into their process. Therefore, the impact
related opportunity set in this asset class includes funds with explicit sustainability objectives, such
as regeneration funds, as well as funds investing in assets with low carbon output, social housing
funds and health care funds (including elderly care).
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Other real assets

Timber: Opportunities tend to be in traditional sustainable timberland as a carbon-neutral
opportunity or as a potential bioenergy source. Timberland typically falls into the pure-play segment
but may also be included in a more diversified sustainable private equity fund. Although the US
remains the largest and most developed market for institutional timberland investing, the opportunity
set has expanded over the past five years to other global regions, where large mandates could
access markets such as Latin America (Brazil, Uruguay, and Chile), Australia/New Zealand, the US
and Europe.

Agriculture and land use: Opportunities are generated from both the sale of commodities —
including grains, fruits, nuts, and livestock — that tap into food- and energy-related trends, as well
as the appreciation of land and food prices. A sustainable farmland investment, combining an
exposure to commodity prices with a return from production, provides a long-term real asset
investment opportunity with a source of returns differentiated from the other growth assets in an
investor’s portfolio. Geographically, the US, Latin America (in particular, Brazil), and Australia/New
Zealand reflect the three core areas of focus when considering agricultural investments. Regarding
land use, we see increasing innovation (e.g., we are currently reviewing a ‘Land Degradation
Neutrality Fund’, developed with the UN Convention to Combat Desertification).

Other asset classes

Microfinance/Social impact bonds/Social venture funds: Many of these impact strategies tend
to focus on investments for which the targeted outcomes align with specific impact objectives,
including:

* Increasing access to basic needs or services (such as food and housing)

* Enabling greater self-sufficiency through economic and social development (such as healthy
local markets for goods and services)

» Accessing financial infrastructure (such as banking and insurance services)
» Accessing education
» Accessing health care

These themes are all relevant and we will continue to review this market segment with interest.
Many of these opportunities may be smaller, and have lower return expectations. Final allocations
will depend on the broader risk/return framework for the fund. We envision looking to include a small
number of related opportunities to achieve impact, while not expecting them to representing a core
allocation in the fund.
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6. Arethere any precedents that can help guide the approach to analyzing the impacts of
and determining a prudent strategy for divesting from fossil fuel reserve owners?
There are many precedents of US public funds evaluating the possibility of divestment from fossil
fuels. Very few (if any) have determined after these evaluations to divest at all and if they do,
divestment is typically limited to thermal coal companies. However, most evaluations undertaken by
public funds have been grounded in the strong form efficient market hypothesis and do not consider
a forward-looking perspective focused on assessing the potential portfolio impact of climate risk.
Internationally there are many examples of public funds that have elected to divest from fossil fuels
and invest in climate solutions. A pertinent example is NZ Super (see links below for more details on
their approach):

e https://www.nzsuperfund.co.nz/sites/default/files/documents-
sys/Climate%20Change%?20Investment%20Megatrend.pdf

e https://www.nzsuperfund.co.nz/how-we-invest-balancing-risk-and-return-climate-change/climate-
change-strategy

7. What are ways to address the costs of externalities in investment portfolios that can help
mitigate risk?

According to Trucost’s annual contribution to the 2018 GreenBiz State of Green Business Report,
publicly traded companies in aggregate produce $4.1 trillion worth of negative environmental
externalities, more than two times the total profits for the year. While all companies produce some
amount of “contingent liability” in the form of GHG emissions, water use, air pollution, heavy metal
emissions and land/water pollution, the industries with profits most susceptible to the potential
internalization of such externalities (e.g., via a tax or other market mechanism) include the usual
suspects: mining, oil and gas, utilities, chemicals and food and agriculture.
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https://www.greenbiz.com/report/state-green-business-report-2018

Investors can manage risks posed by companies producing environmental externalities in the same
way as other risks are typically managed; by applying a robust risk management process involving
risk identification, assessment and management (e.g., acceptance, mitigation or avoidance).

8. How do you view the extent to which the market currently prices in climate change risk
and, specifically, the economic and investment risks related to the carbon intensive
businesses such as fossil fuel reserve owners?

We do not believe markets are fully pricing in climate change risk for a variety of reasons:

* The Tragedy of Horizons: Time horizon mismatches across the capital markets value chain
present long-term asset owners with both a challenge and an opportunity. Ensuring portfolios
are prepared for the potential long term impacts of climate change requires action today since
climate change risk will manifest with uncertain timing and magnitude. However, holding climate
resilient positions for long periods of time without significant shifts in climate policy, clean
technology or physical impacts could result in portfolios with high tracking error versus
benchmarks and/or periods of underperformance which can challenge investor conviction in the
long-term thesis.
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+ Complexity & Uncertainty: Climate change promises to effect the functioning of every industry
either through a politically or technologically aided transition to a low-carbon economy and/or
through physical impacts caused by unabated emissions. Uncertainty regarding the global
pathway toward a given temperature outcome also causes confusion about which risks are likely
to manifest and when. While the sheer expanse of the climate change phenomenon can make it
appear unapproachable, it is possible to reasonably assess its underlying impacts. In addition,
while climate change risks and opportunities will vary appreciably across scenarios (e.g., 2, 3
and 4 degrees Celsius above preindustrial average temperatures at 2100) impacts are likely
significant, irrespective of the scenario outcome and should not be ignored.

* Regulatory Change: Regardless of the extent of physical climate impacts, regulatory/market
actions are causing disruption to markets today. The number of laws/regulations on the books
globally addressing climate change exceeded 2000 recently and regulatory interventions are
likely to increase in strength (if not frequency) over time as weather variability increases and the
science behind climate change improves.

* Historical Data: Lack of historical data on climate change impacts means that many models
used by investors today which rely primarily (or exclusively) on historical data or short-term
forecasts for functioning inherently miss climate change as a risk.

* Behavioral Economics: Research in behavioral economics points to the inability of humans to
properly discount for the effects of future risks, especially those that are large and infrequent.
This is called hyperbolic discounting, is well studied and speaks to the predisposition of
individuals not to account properly for rare and severe events.

» Peer Practices: To date, a very low proportion of institutional investors have adopted climate
change risk management strategies'?. As peer practices are a key input for many investor’s
decisions, this can have a depressive effect on market behavior until norms shift over time.

In terms of the economic and investment risks related to carbon intensive businesses and/or fossil
fuel reserve owners, these are many and manifold; though include the potential for asset
stranding/devaluation if adoption rates of climate change policies by governments and/or low-carbon
technologies by the private sector are faster than anticipated.

9. How could divestment be effective in influencing fossil fuel reserve owners to take steps
toward addressing carbon risk?

The impacts of divestment on fossil fuel companies can be direct or indirect. Direct impacts include
a change in the valuation of a stock or the inability to raise debt capital due to increases in debt

2 Evenin Europe where adoption of responsible investment practices is higher than in the US only 5% of pensions in a
recent survey covering over 1,200 investors indicated that they consider climate change risks:
https://www.uk.mercer.com/newsroom/european-asset-allocation-report-2017-climate-change-risk.html
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costs. Indirect effects result from stigmatization, which might cause neutral investors to alter their
subjective opinions of the future cash flows of impacted companies. According to a comprehensive
analysis by the Oxford University Stranded Assets Programme® direct effects of divestment are
likely to be minimal, certainly by comparison with indirect effects which could be magnitudes larger,
causing the paper to conclude with the following recommendations for investors that do determine

to invest:

*  “Those that commit to divestment should engage with the media. Divestment, our research
shows, creates far more indirect impact by raising public awareness, stigmatising target

companies and influencing government officials.

* Those that commit to divestment should consider re-directing investment to renewable energy

THE OFFICE OF THE NEW YORK CITY
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alternatives that can trigger ‘disruptive innovation’ and substitute fossil fuels as a primary source

of energy supply.”
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However, for many investors, the potential of these effects to have a meaningful impact on the
operations of fossil fuel companies is not deemed sufficient to warrant divestment. Such investors
may instead prefer to focus on engagement as a strategy to elicit proactive change in the fossil fuel
supply chain like those investors signed up to the Climate Action 100+. As the New York City
Pensions Funds are already signatories to the Climate Action 100+ group, this should be considered
in the Systems’ evaluation of divestment.

© 2018 MERCER LLC. ALL RIGHTS RESERVED 29


http://www.climateaction100.org/

INVESTMENT CONSULTING SERVICES THE OFFICE OF THE NEW YORK CITY
COMPTROLLER

3

ATTACHMENT 1

Please answer these questions only if you are able to provide the Investment Analysis
Services, or a portion of such work that would be sought in the above- referenced RFP and
would likely respond to that RFP.

a. What services can you provide that could satisfy the Investment Analysis Services
sought in the above-referenced RFP? Describe briefly what other services relating to
mitigating climate change or carbon risk you can provide.

Throughout 2017 and into 2018, Mercer worked with the Systems to evaluate their climate change
risk and to develop a related risk management strategy. This work entailed a best practices review
comparing the efforts of several large investors around the world to provide the Systems with
guidance on its own strategy development. This review was then followed by an assessment of
each Systems’ climate change portfolio risk using Mercer’s proprietary forward-looking asset
allocation model. Results of these assessments were presented at the November 2017 and January
2018 Common Investment Meetings.

To build off this foundational work, we are able to utilize our climate change model to assess the
impact of climate change scenarios on differential portfolio asset mixes that may include allocations
to fossil fuel free, low-carbon or sustainability themed strategies. We can supplement this forward-
looking assessment with backtests analyzing the historical impact of divestment, carbon footprinting
of the current portfolio, an assessment of divestment implementation costs and support manager
selection and monitoring for potential new or replacement sustainability-themed mandates.

Beyond the 2015 study, Mercer conducts more focused research on specific issues. For more
information, see the Strategic Research tab of the Research & Financial Markets page on our
website.

b. Describe your business including your primary business activity and all the professional
services that you or your company or organization provide.

Mercer is a global consulting leader and helps clients around the world advance the health, wealth,
and careers of their most vital asset — their people.
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Mercer is ultimately owned by of Marsh & McLennan Companies, a global professional services firm
offering clients advice and solutions in the areas of risk, strategy and people. Through our market-
leading brands — Mercer, a leader in health, wealth and career consulting; Marsh, a leader in
insurance broking and risk management; Guy Carpenter, a leader in reinsurance and intermediary
services; and Oliver Wyman Group, a leader in management consulting — approximately 60,000
colleagues in more than 130 countries — help clients identify, plan for, and respond to critical
business issues and risks. Below, we provide a diagram of Marsh & McLennan Companies’
operational structure in the US.

MARSH & McLENNAN

COMPANIES

Risk and Insurance Services Consulting

GUY

CARPENTER HIE REER

. ' CKJ

HEALTH WEALTH CAREER

c. What skills, experience, expertise or tools do you have that enable you to provide
Investment Analysis Services? Please include a list of similar prior projects and/or
services; a description of experience with providing similar services to public pension
funds or other institutional investors; and the length of time that you and your company
or organization have provided such services.

Our Experience

Mercer has a dedicated 15-person global RI team. In addition, our generalist field consultants and
manager research team also contribute to the development and delivery of intellectual capital,
advice, tools, and solutions to facilitate the incorporation of ESG factors in client investment policies,
processes and portfolios. Below, we provide a chart listing our Rl team members, their locations and
years of experience:
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GLOBAL

Jane Ambachtsheer| Paris | 18 years
Helga Birgden | Melbourne | 21 years

plus Mercer ‘Rl champions’and analystsupportin all key regions

4

AMERICAS r EUROPE ASIA PACIFIC -,
Alex Bernhardt | Seattle | 13 years Kate Brett| London | 13 years Alexis Cheang| Sydney | 13 years
Karen Lockridge | Toronto | 21 years Sarika Goel* | London| 14 years Peter James Hughes | Sydney | 2 years
Max Messervy | Boston | 10 years TomiNummela | London | 12 years Tim Stamp | Sydney | 1 year
Will Relle | Boston | 2 years Geraldine Karaj| London | 2 years Anna Butler | Melbourne | 7 years
Jillian Reid | London | 18 years
Lucy Tusa| Londen | 16 years *Part of manager research team and global research
Tom Snape | London | 4 years # of years = Years of relevant industry experience

We use Rl as an umbrella term to capture a variety of underlying approaches including SRI, ESG
integration and Impact Investment. While all of these approaches rely to an extent on ESG
information to support implementation (e.g., screens, tilts, security selection, impact tracking) the
methods employed vary. This being said these different approaches are increasingly converging in
practice and the distinction between them is eroding.

Responsible Investment Approaches

SRI =€ Impact

» Negative screening | « Positive screening | ¢ Intentionality
* Active ownership » ESG integration * Measurement

Conventional
Investment
Adoiyiue|iyg

Mercer was a founding signatory of the United Nations PRI. Mercer’s Global Chair of Responsible
Investment, Jane Ambachtsheer (who will be a member of the Systems consulting team), served as
a lead for the drafting of the Reporting and Assessment framework in the initial years of the
initiative. As a signatory to the PRI, Mercer recognizes that ESG issues can be material to
investment performance, and has made a commitment to providing services that support the
implementation of these Principles. To this end, our institutional investment beliefs incorporate
sustainability as one of five key pillars.
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We consult on the incorporation of a wide range of ESG risk factors and ethical considerations into
investment decision-making, at all stages of the investment decision-making cycle. Over the years,
we have worked with hundreds of clients globally to develop and implement explicit criteria related
to ESG factors via commingled funds and separate accounts. In addition, we work with a large
contingent of our client base to give active consideration to ESG factors — including climate change
— as a component of risk management, manager selection and ongoing monitoring.

We offer advice, tools and solutions that include:

* Board and Investment Committee Education, Policy & Strategy Development: Embedding
ESG considerations into investor governance frameworks can be important to progressing
conversations regarding the implementation of ESG-aware investment policies, processes and
portfolios. We have years of experience advising investors of all types and sizes on how to start
or continue their ESG integration journeys building on a solid foundation of common
understanding and agreement regarding the path forward amongst decision makers.

* Climate Change Scenario Analysis & Strategy Development: Mercer is committed to helping
investors better understand and manage climate-related risk and opportunities in investment
portfolios. In February 2011, Mercer published its seminal report, Climate Change Scenarios —
Implications for Strategic Asset Allocation, which highlighted the importance to institutional
investors of examining the investment implications of climate change at the total portfolio level.
Our most recent research report, Investing in a Time of Climate Change (IITCC), enabled the
potential investment impacts of climate change to be quantified at a total portfolio, asset class
and sector level for the first time. This study was a collaborative effort with 16 investor partners
representing over $1.5 trillion of assets under management. Further information on this research
and the application of its results is detailed in this proposal.

* Manager Research and Searches: Our manager research team is committed to ensuring
climate change and other ESG topics are covered in our research. To this end:

— 100% of investment strategies entered into our database are presented with questions on
ESG topics.

— 100% of our manager research due diligence meetings include a discussion of the treatment
of and incorporation of ESG factors within the investment process (resulting in more than
6,000+ current ESG ratings across asset classes).

— 100% of manager researchers (140+ globally) have been trained on ESG issues and due
diligence.

— Within our manager universe, Mercer actively monitors investment strategies across a
variety of asset classes that explicitly target positive environmental and social impacts and/or
have high exposure to carbon-intensive investments.
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— Since 2014, we have placed ESG or sustainability themed mandates for more than $2 billion
in assets worldwide.

+ Strategy-level ESG Due Diligence & Monitoring: Our manager research team assigns ESG
Ratings that provide an indication of the quality of a fund manager’s approach to incorporating
ESG considerations, their capabilities, process and intentionality. Mercer maintains ESG ratings
across all asset classes where the nature of the investment strategy permits the incorporation of
ESG considerations.

— Mercer also has access to third-party ESG research and data (including climate change and
carbon-specific data) from MSCI ESG Research Inc., Bloomberg and Style Research
Limited that permit holdings-level analysis. These ratings are used to help select and monitor
managers and are increasingly used as engagement tools by clients who wish to assist their
managers in achieving greater levels of ESG integration.

+ Design of Low-Carbon/Customized Investment Strategies: Mercer has experience working
with clients to develop customized investment strategies to meet their specific requirements and
exposure, risk and return expectations. This includes the design and development of unique
investment strategies for clients that help them to meet multifaceted goals including fossil fuel
divestment (see press release').

» Delegated solutions: Mercer has developed a delegated private market investment solution
consisting of exposure to high conviction private equity, infrastructure, timber, and agriculture
strategies that seek to address resource scarcity issues and are expected to benefit from a shift
towards a lower carbon economy. This solution provides single point diversification for investors
that may otherwise find it challenging to implement this type of private markets investment
approach independently.

d. Would you be willing to serve as a fiduciary to the Systems if you performed the
Investment Analysis Services?

Yes. As a registered investment advisor, Mercer will act as and acknowledge in writing that it is a
fiduciary with respect to those activities that constitute investment advice or otherwise constitute
fiduciary activities.

 https://www.pitzer.edu/communications/2017/09/21/pitzer-college-and-blackrock-launch-first-ever-esg-focused-fossil-
fuel-free-global-equity-index-fund/ and https://www.bnymellon.com/us/en/newsroom/news/press-releases/mellon-capital-
launches-investment-strategy-emphasizing-reduced-carbon-emissions-for-mcknight-foundation.jsp
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e. What are your sources of income other than from clients? If you are a not-for-profit
organization, please identify your donors.

The table below displays Mercer’s investment consulting sources of revenue:

SOURCES OF REVENUE % OF
REVENUE

Investment Consulting

All non-discretionary advisor relationships.

Outsourced and Delegated Services

Includes all delegated and discretionary advisor
relationships.

Redacted

Other Sources

Revenue received from fees paid by managers to attend our
Global Investment Forum, and the sale and/or subscription
of software, databases and analytical tools.

100%

Note: Data provided as of December 31, 2017.

f. What is the estimated pricing structure and cost for provision of Investment Analysis
Services?

This would be difficult to estimate without further guidance from the Systems as to the scope of work
desired. Please contact Alex Bernhardt for more information.
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Important notices
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.

© 2018 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.

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before
making any decisions with tax or legal implications.

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.

The value of your investments 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. Certain investments, such as
securities issued by small capitalization, foreign and emerging market issuers, real property, and illiquid, leveraged or
high-yield funds, carry additional risks that should be considered before choosing an investment manager or making an
investment decision.

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.

Investment management and advisory services for U.S. clients are provided by Mercer Investment Management, Inc.
(MIM) and Mercer Investment Consulting LLC (MIC). MIM and MIC are federally registered investment advisers under the
Investment Advisers Act of 1940, as amended. Registration as an investment advisor does not imply a certain level of skill
or training. The oral and written communications of an advisor provide you with information about which you determine to
hire or retain an advisor. Mercer's Form ADV Part 2A & 2B can be obtained by written request directed to: Compliance
Department, Mercer Investments, 701 Market Street, Suite 1100, St. Louis, MO 63101.
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