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Peer Study foreword and summary

This study follows a successful peer study project in 2017 which was
published in the report Smart Leadership, Sound Followership.

Again, we have worked in partnership with Future Fund. Our thanks go out
to them, they have been excellent partners.

The 26 funds in the peer group for this study were selected for their strong
governance, significant size, and thoughtful international perspectives.
Together the group represents over $6tn of extremely influential capital.

We have had C-suite attention at a time when CEOs and CIOs are facing
unprecedented pressures on their time.

One key lesson from the study is that self-awareness and understanding of
peers and competitors has been central to many organisations’ successful
evolution to date and will be more important into the future.

The key discoveries came from long conversations with the 26 funds. The
discussions shared common ground of being responsive and responsible,
and adaptive and agile in the face of fast-moving circumstances.

The breakthroughs in our conclusions came from convening the funds’
senior leadership at the Symposium on 18/19 March 2024

These organisations are enormously important to the futures of people and
planet. From great power flows great opportunity.

We have applied a systems perspective to help the understanding of the
ecosystem of asset owners.

© 2024 Thinking Ahead Institute. All rights reserved.

= Systems thinking involves taking account of all relevant moving parts

(uncontroversial), examining all the connections (trickier) and the multiple
forces affecting organisations in their progress on mission (very tricky).

The systems approach and system design principles are behind four of the
major themes in the study explained in this report

= Total portfolio approach (TPA) is a system thinking application in
which ‘we manage what we measure’ principles are applied

= ‘|t takes a system to manage a system’ is applied to insourcing
design and the private markets program in particular

» The sustainable finance narrative is premised on principle that ‘the
returns we need can only come from a system that works’.

» 'The soft stuff is the hard stuff’. Culture, governance, teams and
talent; technologies; comp; EVP — employee value proposition

Asset owners have a rocky road ahead and should prepare for a bumpier
ride by building more resilience into their organisation - thinking ahead,
more agile organisational design, better culture and stronger risk
frameworks will all play their part.

The Study advanced suggestions on what will be key elements of
organisational alpha going forward. The challenge of managing complexity
was the biggest single issue. The reset of thinking in the regime change we
are going through was also seen as mission critical.

Roger Urwin & Andrea Caloisi | April 2024

Thinking Ahead Institute

An innovation network founded by WTW
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Peer Study highlights

26 very big asset owners
Median size $153B

Total assets $6.3T

Increasing maturity and global footprint

Median headcount 1.3 FTE/ $Bn

Average FTEs of group
133 Investment Staff
123 Support Staff

16 Sustainability Staff

88% have a D&l strategy
81% have D&l part of manager DD

38% see AI/ML as a crucial part of future strategy
46% have challenges being joined-up on technology

27% have made significant increases to their
technology share-of-spend in the last five years

The soft stuff is the hard stuff

© 2024 Thinking Ahead Institute. All rights reserved.

7 3% say managing complexity is top
concern

88% agree systemic risks will grow in
incidence and size

Shift towards more insourcing in 69% made net zero commitments
investment management

: : 65% are universal owners
42% more insourced in the last 5y

54% expect more insourcing in the 100% have sustainability specialists
next 5y

ClfaErl I Altsfpeliives el e inis - TpA-funds had 1.8%pa performance
LSl a el e e e F e 2856101 edge over SAA-adopters over 10 years

o gosinvesile) ulchotnsr heae=> | TPA-adoption up from 2.1/5 (2017) to
I (ol slee s leeess o A e e ke 2.5/5 is set to increase further in the next Sy

(01 ek eb s e e e e e e What gets measured gets managed
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Global peer group breakdown

AUM Regions Type of organisation
EMEA
m $40-100bn
w2024 " SWF
1 $100-400bn APAC .
m2017 = Public PF
$400bn+ Private PF
0
Americas 51%
2017 2024
Managed funds
Manage against Do not manage against
DB Pension specific liabilities specific liabilities
DC Pension

=2024

= 2017 40% 60%

DB/DC combination

Sovereign Wealth Fund

2017 2024 2017 2024

Endowment/Foundation
Multiple answers allowed

Thinking Ahead Institute
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67 offices in 32 locations
International networks continue to grow
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Symposium highlights

Discussion of peer funds | London 19 March 2024

= The systems framing helped with a shift to think and act broader, deeper, longer and more accurately. Sports analogies are often
off-the-mark but rugby here helps us see how the widely adopted word ‘accuracy’ can convey two things — excellence in conception
and execution of a play — that work in our AO context.

= |n addition, we isolated the complexity factor as a big challenge and this twins with asset owners buckling under peak busy
conditions in which BaU is more complex than ever and the critical BbU initiatives (business beyond usual) are not getting enough
bandwidth.

=  Which tallies with Andy McAfee’s (The Geek Way) must-have point which is the need for speed or cadence of innovative
change which is a lot about mindset. Basically, investment organisations need to be streamlined and disciplined to innovate quickly
and accurately because of the change outside their organisations but asset owners and asset managers are absorbed by change and
complexity inside and don’t have that big tech culture.

= Which leads to an idea that is close to the top of the list at the moment: the BaU — BbU dilemma (with BbU = Business-beyond-
Usual). We don’t have time to do both BaU and BbU, so we are tending to go with a focus on the BaU because it's there and it’s the
response of least resistance. And what BbU we do heads into problems of clunkiness.

» What's the answer? We are writing this up in the Final Study Report, but it probably lies at the intersection of innovative culture,
organisational practice (stronger change programs) and resourcing (more people focused on BbU, fewer people focused on BaU).
With a lot of grit mixed in.

Thinking Ahead Institute
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Symposium feedback

» Asset owners have arocky road ahead and should prepare for a bumpier ride by building more resilience into their
organisation - thinking ahead, more agile organisational design, better culture and stronger risk frameworks will all play their
part.

» The Study generated significant breadth and depth of data, really strong senior conversations, a structure to the narrative (the systems
framing), and the convening of a great group. And as a direct result we connected some dots and surfaced some highly original
new thinking.

» The convening this week achieved open and constructive discussion, scientific and logic driven thinking, a team-oriented process and
culture tapping into humanity’s superpower, the ability to both cooperate intensely, reduce bias and learn rapidly.

* |n our convening and using the Oxford debate structure we co-produced certain generalised best-practice (i.e. pretty universal)
examples and certain selective best-practice (i.e. dependent on certain context) examples.

» So liberally interpreting the discussions and the polling we can suggest these design features:
o Universal ownership (3D investing) is accepted as generalised best-practice, net zero investing is best-practice in certain contexts
Adopting scorecards and dashboards is generalised best-practice, TPA is a selective version
Building up insourcing is generalised best-practice, designing the system for insourcing is a selective version
The ‘soft stuff is the hard stuff’ is generalised best-practice, organisations built around their teams is a selective version
Joined-up comp is generalised best-practice, designed-to-order variable comp is a selective version
There’s probably also a generalised equity and inclusion best-practice, and a more selective best-practice version in diversity
(reflecting the macro picture not aligning with our micro ambitions).

O O O O O

Thinking Ahead Institute

© 2024 Thinking Ahead Institute. All rights reserved. An innovation network founded by WTW



The organisational grid
These are the top-down factors that matter in the asset owner business model and the organisational alpha

Business model
& outcomes
perspectives

Key enablers

Key design
settings

Key edge
settings

Key identity
settings

4 )
value creation Financial Financial Sustainability Advice to
N outcomes resilience outcomes stakeholders
4 )
Culture Governance Talent Technologies
\_ J
4 )
Managin . 3D investing model
g 'g TPA Insourcing system . g ./
complexity universal ownership
\_ J

Work design and
hybrid working

Learning organisation

Soft stuff is Joined-up
the hard stuff organisation

Organisational

purpose Joined-up leadership

Shared time horizon
& vision

Shared history
& heritage

* Organisational alpha is the shorthand for the level of skill generating value added through people and process

Notes: Integrated
thinking and ‘joined-
upness’.

The governance
challenge is aligning
management in its
understanding,
incentives, decisions,
accountabilities and
reporting. It responds
well to ‘integrated
thinking’ based on the
connectivity and
interdependencies
between a range of
factors that affect an
organisation's ability to
create value over time.
We often refer to this
area as ‘joined-upness’.
The organisational grid
tries to identify this range
of factors

© 2024 Thinking Ahead Institute. All rights reserved.
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Symposium takeaways — the key design and edge features of top funds

Key design settings in the asset owner system Key edge settings in the asset owner system

1. Managing Comp|exity in ba|ancing BaU tasks with BbU* tasks 1. The soft stuff is the hard stuff — managing talent, culture and

and their speeds of execution

*Business-as-Usual tasks = regular work and inter-actions =
increasingly complex and time-consuming
*Business-beyond-Usual tasks = irregular tasks, like work on
initiatives/change = increasingly important & time-challenged

. Total portfolio approaches (TPA) — governance frameworks
that are goals-centred, adaptable and flexible and joined-up in
allocating capital

. Insourcing system — well-designed line-ups of skills and
resources, cultural alignment, joined-up risk exposures, co-
investing models and integrated costs

. 3D investing model — balancing risk, return and real-world
impacts; allocating to listed markets holistically with respect to
externalities, engaging across all asset classes, systemic
stewardship; universal ownership

governance; making sure the growth and succession of
professionals is in the front-line of organisational priorities;
maintaining the employee value proposition; aligning comp

. Joined-upness — effective combinations within and across

teams and across providers, reducing siloes in the organisation,
shared values

. Design and execution of the work model — particularly the

hybrid design* and superteams principles*

*Hybrid design = effectiveness of the mix between in-office and
virtual working

* Superteams = work conducted in teams with exceptionally
strong cultural alignment, governance, and cognitive diversity

. Learning organisation — Learning and development culture

and platform — balancing the give and get to align individual and
organisational motivations and actions

© 2024 Thinking Ahead Institute. All rights reserved.
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Key identity settings in the asset owner system

Organisational purpose.

How the purpose is motivating and helps with
connections and alignment

1-6 opposite.

Joined-up thinking/ worldview.

How leadership and the organisation share a vision of
the world and their organisation that is accurate and
aligned

7-9 opposite.

Shared time horizon & vision.

How the organisation works to a particular time horizon
— preferably longer term — that is motivating and value-
accretive

7-9 opposite.

Shared history and heritage.

How the organisation’s history is respected and informs
behaviours and strategies in a way that motivates and
helps connections and alignment

10 opposite

Symposium takeaways — the key identity features of top funds

Elements of identity

1.

10.

Purpose and value | What central purpose(s) we serve and what we see as
the value that our organisation exists to create.

Mission and vision | Why we exist in all it facets and what we want to be.

Stakeholders | What is the domain, priorities and boundaries of our reach
and influence.

Values | What we believe in and how we will likely behave as a result.

Culture | How does our organization actually think and behave, how does
leadership behave.

Talent and governance | What are the principal human and social capital
resources we depend on — board, internal team, external partners

Investment beliefs | What do we believe about the investment landscape
and our edge to inform strategy.

Organisational beliefs | What do we believe about our organisational
context (governance, stakeholders, mission, etc.) to inform our strategy
including our endowments

Strategy | What is our competitive game plan — thinking ahead, employing
our beliefs, reflecting uncertainty, our innovations and initiatives, addressing
business-as-usual, building capabilities, creating value.

Heritage | What is the legacy of past leaders’ words and deeds and prior
lived experience of the organisation that carries through into the present in
artefacts and identity, what the history means for the future

Vision

Culture

Strategy

History

© 2024 Thinking Ahead Institute. All rights reserved.
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Peer Study topic areas

You need a system
to manage a system

Regime change. Purpose
and stakeholders.
Systemic risk. Resilience.
Allocations in a more volatile,
riskier world.

Macro. End of cheap money.
In-outsourcing strategy, co-
investing, value chain
settings and system, costs.

The returns we need
can only come from
a system that works

The nexus linking
sustainable finance,
stakeholders, and board.
Investing in 3-dimensions
(risk, return and impact).
Universal ownership via
strategic tilting, climate
solutions & systemic
stewardship.

The soft stuff is the
hard stuff

Soft stuff = governance,
culture and talent.
Workforce flexibility, DEI, org
design, upskilling.
Comp and EVP, culture.
Technology and talent in the
Al + HI combination.
Organisational adaptability
and resilience.

What gets measured
gets managed

Considering total portfolio
thinking and SAA & TPA.
Getting measurement joined
up with the business model,
investment model and people
model. Scorecards.
Measurement & management
joined-upness.
Technology and data.

[lhe rise and rise of:

[lne dawn ol systems-

[lne system sewings

A SyStEMS; approach

Systemic risk leveliinvesting [Or: Solt Stufl: [0'measurement
Thinking Ahead Institute
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Study Results

1. You need a system to manage
a system

2. The returns we need can only
come from a system that works

3. The soft stuff is the hard stuff

4. What gets measured gets
managed

© 2024 Thinking Ahead Institute. All rights reserved.
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Organisational purpose — seeking balance in fiduciary responsibility
Majority of asset owners aim for sustainability alongside primacy of financial goals

» Societal stresses are arguing for
changes to business models that
make them more purpose-centred

= A new balance in the organisational
mix: societal contribution, employee
experience and client value
proposition, propelled forward by
supportive culture

» Putting value in a new light in which
well-being ranks alongside wealth
creation

» |ssues with fiduciary duty where
‘best interests’ has been interpreted
as ‘best financial interests’ in many
jurisdictions

Issue of presentation and
performativity

APAC Americas EMEA Private PF Public PF  SWF
My organisation wishes to
contribute to a sustainable
world in addition to delivering
on its financial objectives

My organisation wishes to

provide value to stakeholders ‘ ‘
over and above what it delivers ‘

on its financial objectives

My organisation wishes to ’

deliver on its financial

objectives; any contributions ‘
to sustainability can only be

made with no trade-off

My organisation is completely
focused on delivering on its

financial objectives
The buttons displayed above represent a weighted average across the
Option ‘Other’ not displayed purpose spectrum (1 = financial objectives, 4 = sustainable world)

© 2024 Thinking Ahead Institute. All rights reserved.
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Asset owners are forward-thinking and pragmatic
Asset owners reveal strong governance, long-term investment, and sustainability with strategic clarity of mission and beliefs

The spectrum of beliefs

Have a clearly articulated, 2024 26 out of 26
documented mission e 1 5
overnance : F
statement 20 BoUEEi S Limited Board influence Significant Board influence
Alpha
Have explicit, documented 2024 24 out of 26 Weak believer on active alpha Strong believer on active
beliefs attainment alpha attainment
2017 15 outof 15 | )
Time horizon  ghort-term focus Long-term focus
How strongly are your beliefs linked to your investment Costs - -
activities? Focus on cost minimisation Focus on net returns
2024 Complexity : S ! .
4.2/5.0 Emphasis on simplicity Incorporates considerable
complexity
2017
Sustainability : F
° ° Limited consideration of Championing sustainability
Very weak Moderate Very strong sustainability factors factors - at the core of every
decision

Thinking Ahead Institute
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Strategic asset allocation portfolio is predominant

Most peer funds plan limited changes to allocations over the next five years. And 40-30-30 is the new 60-40

" % 0
He TSIV TIOgitiR; 0% Cash 2%

Private credit 2%

Infrastructure 2%

Listed real estate 3%

4
Private real estate 9%
4

Listed equities
42%

Private equity
10%

/L bonds 2% Equity 42%

Debt 29%

Credit 8%

Alternatives 27%

Cash 2%

Nomin 277 7
19%

Next 5 years expected adjustments

Increase

58%
Keep about the 0
same 62%
50%
Decrease
4% Don’t know/
NA = 12%

E Equities ®mBonds = Alternatives

© 2024 Thinking Ahead Institute. All rights reserved.

Thinking Ahead Institute

An innovation network founded by WTW 15



Investment management costs (bps pa)
Costs are complex to summarise. But the rough average is 10bp (internal) +30bp (external) + 30bp (external carry)

Total direct external investment related costs

bps per annum Total external investment related costs in bps per annum
performance fees/ look-through costs

Total direct internal investment
related costs (excluding look-through)

¢ avg. 10.5(2024) 27 ¢ ¢ 30
avg. 10.4 (2017)

Don’t know = 15% Don’t know = 19%

8%
4%

0-5 6-11 11-15 16-20 21-25 26+ 0-10 11-25 26-50 51-75 76-100 100+

Thinking Ahead Institute
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Geopolitics and climate change at the head of systemic risk surge in the next 10y
This area seems to represent an industry gap in best practices. These risks have not been fully integrated into the

Investment process

Top 3 sources of global systemic risk

Geopolitical confrontation

Escalating climate change

Inequality and social challenges (e.qg.,
polarisation, loss of social cohesion)

The plumbing of the financial system

Biodiversity loss/ecosystem

1 breakdown
1 Cybercrime/cybersecurity
1 Adverse outcomes of Al/frontier

technology

49 Natural resource crisis

49 Global pandemic

Views on systemic risk trajectories

Over the next ten years, the global
systemic risk areas are likely to grow in
incidence and scale

Over the next ten years, the total
contribution to market risk of the global
systemic risk areas will be higher
relative to the historic average

Over the next ten years, the global
systemic risk areas are likely to grow in
synchronicity (i.e., become more inter-
connected)

Over the next ten years, the market
volatility will be higher relative to the
historic average

m Agree = Neutral © Disagree

n=25

© 2024 Thinking Ahead Institute. All rights reserved.
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Over half have an international presence with moderate to high integration between offices
Investment opportunities and talent are primary drivers for international expansion

International presence (offices located in other countries)

42%

None 1 2-3 4-5 More than 5

Integration between offices

42%

® Highly integrated — with seamless coordination and collaboration

= Moderately integrated — with occasional challenges in coordination and collaboration
Limited integration — with significant challenges in coordination and collaboration
Only one office

l-_d.%__-

Drivers for international presence

Access to new investment
opportunities

Talent acquisition and retention

Cost and operational efficiency

Strategic partnerships

Diversification

Proximity to key clients or
stakeholders

Enhanced sustainable and
responsible investment

Regulatory or tax advantages
None of the above

n=14

© 2024 Thinking Ahead Institute. All rights reserved.
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Key components of portfolio management
It takes a system to manage a system

" The in-outsourcing strategy is a critical system design feature = Outsourced mandates must adapt to the TPA configuration in which

= Insourcing has grown and is expected to continue to grow joining up is critical, and strategic relationships add value

» The system for this in private asset mandates involves a highly
specialised joined-up mix of LP & GP skill, relationship & role

= But all models have a place for outsourced expertise, including
strategic partnerships, subject to a clear value proposition

Active External ‘ : Global
management managers/funds (#) Internal teams (#) Insourcing/outsourcing
Equities ‘ ‘ B J
More outsourced
About the same
More insourced
Bonds 1 69% ] ' 8 2 .
® Not sure
VS
Alternatives 100% ' 47 jn=24 ' 4 ‘ e
Entirely ~50/50 Entirely
Insourced outsourced Last 5y ~ Next by

The majority of the data presented in this slide pertains to weighted averages

© 2024 Thinking Ahead Institute. All rights reserved.
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Sustainable investing — greater commitment and public transparency of beliefs
Sustainable investing and sustainable finance the natural evolution of ESG

Labelling

Uses sustainability

Uses responsible
investment

Uses different terms in
different contexts

Is averse to using ESG as
aterm

Specific
investment
beliefs on
sustainability
that are public

50%
38%
15%
4%
2017 2024

What % of your organisation's total fund is in specifically
targeted sustainable investment strategies in:

Past 5 years climate solutions

3.3%
Today
6.1%

Next 5 years

_h. 7.9% n=24/25

. °
0% 20%+

other areas beyond
Past 5 years 2 0% climate change
Toda
y 2.4%

Next 5 years

. @
0% 20%+

© 2024 Thinking Ahead Institute. All rights reserved.
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High commitment to decarbonisation
Vast majority are addressing decarbonisation, with over two-thirds having made net zero pledges or commitments

. . Made NZ pledges Expected NZ achievement n=18
Climate change issues addressed or commitments
Before 2050 2050 After 2050
Decarbonisation 88% 69% |
6% 94% 0%
Biodiversity losses 65%

Reasons for not making any NZ commitments
Economic and social

inequality 50% Did not believe it could be reconciled with 750
fiduciary duty 0
Pollution (air pollution, plastic |, Did not believe it was in members’ interests 25%
waste, water pollution)
Did not have the data or the arguments to
" 25%
, support a net zero ambition
Deforestation | 27%
Did not believe it was appropriate to
encumber a future board and organisation
Soil erosion | 12% Had legal advice that suggested it was not
a legally sound decision n=8 Multiple answers allowed

Thinking Ahead Institute
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Universal ownership
This is a growing feature of large fund thinking

= Auniversal owner (UO) / universal investor is an asset owner that
» |slarge-scale, long-term and leadership-minded
» that invests in an impact-minded way
= to improve long-term inter-generational outcomes
= through a total portfolio strategy managing portfolio
externalities

» The proportion that considers itself a universal owner group has
grown considerably

= But the group differs in the interpretation of universal ownership
and intentionality* and commitment to sustainability impact

» There are large overlaps with the 69% of organisations that have
made net zero pledges

* Intentionality is when investors have a theory of change that demonstrates how
their investments will create social and/or environmental impact alongside
financial returns

Consider themselves to be a UO

4%

31%

65%

And why

Sufficiently long-term

Sufficiently large

Sufficiently leadership-minded

Total portfolio oriented approach
including the management of
portfolio externalities

n=17

Yes
No

Don't know

82%

76%

76%

41%

© 2024 Thinking Ahead Institute. All rights reserved.
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Sustainability is key to future returns; different views on duty of loyalty
Fiduciary duty likely to be a highly influential factor in asset owner policies going forward

Approach to responsible and sustainable investment

1. ESG is a financially material factor requiring Collaborat h oth
integrated ESG and stewardship (single ollaboration with other asset owners 88% 8% 4%
materiality) multiplies positive outcomes
2. Investing for sustainability impacts (IFSI) _ Itis paramount to consider sustainability
can be instrumental to better financial impacts that our fund can contribute to secure 81% 19%
outcomes (double materiality) our future returns (i.e. dynamic materiality)
3. Investing for sustainability impacts can Future payouts will have more value/ utility in a 81% 15% 4%
reduce systemic risks and improve financial sustainable world
outcomes (dynamic materiality)
4. Investing for sustainability impacts (IFSI) thrll?r?gregﬂgar:?ergfsgc')?%f:#yrféusrﬂzg;':['?huetrﬁ 77% 12% 12%
can improve the utility of benefits (dynamic
materiality) :

Human wellbeing should be placed at the core 549 3104 15%
5. Investing can be framed with dual of the economic and financial systems o ? 0
motivations combining financial and non-
financial factors My organisation has a duty of loyalty to reflect 490/ 350 2304
6. Investing can involve issues where beneficiaries’ sustainable wishes : i i
numerical framing is not possible where
narrative is critical Resonate Neutral Not resonate

Thinking Ahead Institute
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The evolution of net zero investing
Regulatory support for emissions reporting rather than net zero

» The S-curve is used to describe the usual Net zero adoption S-curve
shape of innovation growth

» |nvestment industry innovation maturity
splices the faster moving physical
technologies (like fintech and Al) with the
slower moving social technologies (like
governance)

APG
AP1
AP7
CalSTRS
NZ Super
Railpen
USssS
ART
CPPIB
HOOPP

= AO net zero adoption (thick grey line)
moved extremely quickly in the run-up to
COP26 in 2021(A-> B) but has then
slackened (B—>C) with the challenge in
finding the political capital and governance
budget needed to implement it

Aus Super
Aware Super
NEST

Rest Super

CalPERS

CDPQ

PGGM
o)
N
% uoneJauad 19xIe

= 18 peer funds out of 26 have made net zero
commitments with movement peaking in
2021

Ear|y Early Late
Innovators adopters| _Majority majority Laggards

Thinking Ahead Institute
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Headcount over AUM is a key data point. The peer average is 1.3FTEs per $Bn
The industry appears to be at ‘peak busy’. How well are organisations staffed for BaU (business as usual)? How much
capacity is there for BbU (business beyond usual)?

Total headcount / $bn assets

FTE/ $Bn FTE/ $Bn FTE/ $Bn

<1 1-2 >2 ®

@ Global median:

1.3

Thinking Ahead Institute
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Staffing — sustainability specialists drive moderate headcount growth over next five years
Asset owner headcount growth averages around 3-5% per annum

Avg. headcount (2023)

Investment

Investment support

n O
= >
O o
Specialist sustainability,
ESG and stewardship staff
Average fund size is $240bn SignEicant Slight About Slight Signﬁicant
Average FTE is 1.12 FTE per $1bn reduction reduction even increase increase

Thinking Ahead Institute
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Remuneration — majority of staff receive performance-based pay
Critical to balance intrinsic and extrinsic rewards for a sustainable EVP

Performance pay (variable pay including STI and LTI incentives)

Performance pay for
investment support staff

Performance pay for

investment staff m 2024

Performance pay for 2017
leadership team

No performance pay

96% (97% in 2017)

Max performance pay

Less than 20% 20-50% 51-100% 101-200% More than

0,
Don't know = 12% 200%

Do you reward staff for
fund performance?

Do you reward staff for non-
financial performance?

mYes " No mYes " No
2017 2017
Yes, n = 14/15 Yes, n = 14/15

© 2024 Thinking Ahead Institute. All rights reserved.
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Remuneration — constraints and alignment
Industry scale influences pay, with remuneration tied to KPIs and organisational culture

Constraints on individual pay

® There is a hard link to an industry
scale (or peer average)

® There is a soft link to an industry
scale (or peer average)

= There is a hard link to a public
sector scale

There is a soft link to a public
sector scale

There is no constraint

0
13% 8%

2017 2024

Organisation’s remuneration practices alignment

Achievement of personal and collective
KPlIs

Reinforcing organisational culture

Reinforcing performance culture

Supporting talent attraction, development
and retention

Option ‘Don’t know’ not displayed

15% 46%

= Very aligned

= Somewhat aligned
Neither aligned nor misaligned
Somewhat misaligned
Very misaligned
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Strong board and management dynamics in governance and culture
Self-assessment discloses organisational health strong majority. But the challenge is validating this

The governance of the Board and senior leadership is strong and

Governance effective

The organisational culture between the Board and Management is
characterised by transparency, accountability and ethical behaviour

Culture The culture of the organisation is strong and effective

The tone at the top for culture from the Board and Management is
strong

The Board effectively delegates responsibilities to the management
team, fostering communication and collaboration between the two

The engagement between the Board and Management is effective and

trustin
Board and J
management The decision-making process is synchronised between the Board and
Management to support the achievement of strategic objectives

The roles adopted by Board and Management (and delegation and
oversight implied) play to the strengths of each

Agree
Neutral
Disagree
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Total portfolio approach
The peer funds are evenly spread on this attribute

» TPA will be defined in different ways having both
technical, governance and cultural elements

= Qur definition is as follows

» TPA is developing the best quality portfolio for
the particular fund goals adopting best ideas,
dynamic management and a holistic approach

» SAA s creating a policy benchmark suited to
the longer-term fund goals and allocating to
asset class portfolios that are sized to align with
the benchmark

» Present practices are not a case of polar points
(either SAA or TPA), they are more like a spectrum
represented in the 0 > 5 scale across

» The 2.5/5 current average shows the split of
practices, the 3.6 / 5 ambition shows the tide of the
argument, but most organisations speak of the multi-
strand change program needed to transition

Performance assessed vs.

Success measured by:

Opportunities for investment
defined by:

Asset allocation
determined by a:

Frequency of change:

Portfolio implemented by:

Integrated ESG +

The SAA > TPA spectrum

SAA TPA
0 1 2 3 4 5
Benchmarks Fund goals
Relative value added Total fund return Betterdecision
framing

Contribution to total portfolio
Asset classes

outcome
Diversification principally via:  Asset classes Risk factors - Befterdecision
making
Board-centric process CIO-centric process
Infrequent, calendar meeting based Contihuoysly manfiared, Grea!e(
Huans g changes made in real time dynamism
Multiple teams competing for capital One team collaborating together
Bottom-up only Top-down and bottom-up integrated Sustainability
joined-up

stewardship/divestment:
3D investing, net zero

investing:

Separate bottom-up/ top-down Top-down and bottom-up integrated

process on risk, return and impact
Peers average
0 > Source: FF-TAI
3.6 M Peer Study
2024 (n = 26)
SAA TPA

. Current position Desired future position in the next few years
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TPA take-up is currently at 35% and is set to grow

Where are funds on a spectrum of O (full SAA) to 5 (full TPA)?
» The spread of 38% - SAA, 27% - hybrid, 35% TPA is
unusually wide for a system design feature of this
significance 0-1

38%

8% Current positi
» The understanding of the differences between SAA m Lurrent position

and TPA is going up. And by and large SAA is losing 2.3 Desired future position
the argument 32% in the next few years

= Big path dependency and idiosyncratic elements 4.5
about how funds have or have not followed this path 60%

» TPA s a critical system setting and seems to be a
performance differentiator

: : : Knowl TPA
= But moving to TPA is not a plug and play process, it nowledge among peers about

requires transformational change

- 19% Somewhat knowledgeable
» And TPA takes a lot of organisational energy to

maintain the joined-upness

15% Moderately knowledgeable

46% Very knowledgeable

19% Extremely knowledgeable

Thinking Ahead Institute
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TPA scores across the 26 organisations
No individual attribution to funds on this chart as per the terms of the survey

= Each dot-to-dot plot is one peer fund
plotted from its current TPA score to
its desired future TPA in the next
five years

= 10 funds expect to stay still, 16
expect to move in the TPA direction

» The group average is currently at
2.5 and has a desired position of 3.6

= Each of the 16 funds desiring a Global average
move has a transformational change
program to consider. There are no
fast fixes

® Desired

Current

Thinking Ahead Institute
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Top TPA-adopters have produced 1.8%pa higher performance over 10 years
The TPA edge overlaps with a governance edge

10-year annualised real net return

= Performance data sourced from
funds’ public disclosures and GSWF —
there are qualifications as to how
comparable the figures are (including
differences of exact period tracked)

= The performance differences for TPA
over SAA are considerable:
+1.8% pa for 10 years

= Some of this difference can be
explained by governance differences

SAA

Thinking Ahead Institute
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Conclusions
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From low returns to complexity: the most prominent issues in 2024 vs. 2017
The rise of complexity and ‘peak busy’ to the top of the issues

2024 Key issues 2017

Top 3

Managing complexity and associated
workload growth

Attracting and retaining staff

Governance

Finding alpha opportunities, including
within factors

Regulations
Sustainability

Low market returns

Implementing private markets
programs

Sponsor pressure

Managing costs

Low market returns
Attracting and retaining staff

Finding alpha opportunities

Implementing private markets programs

Managing costs
Governance
Implementing smart beta
Regulations

Sustainability

Attracting and retaining qualified board
members
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Systems design — Assessing and enhancing organisational alpha

3D |
Vesy,
I,
> Moy,
i N The five linking models - irecti Ch
Business 3 ng : Clarity of direction. | ange
model - Enterprise-wide Reduced complexity implementation
’%? consideration. No one [ @fcjzigllszlilafizs5:  The soft stuff is the
73 thin system thinkin Asset owner
Governance % g Y g hard stuff

future state

model R/
. o
4 R
@ System settings Chanae Energy and grit.
Asset owner O, : 195. Chalyge
current state n Understanding Systems design. e e Ement You need a system
& the ‘mosaic’ The whole over the Vision for a system
=y parts What gets measured

gets managed
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Study takeaways

In a world of much increased uncertainty in which new beliefs have to be Peer. knowledge and
developed, and relationship capital is increasingly valuable, particularly relationship
internationally, asset owners can benefit greatly from peer discussions.

There is the need for asset owner reorientation at a time of unprecedented New perspectives and
change and uncertainty which calls for new perspectives and fundamental changes new directions

to investment paradigms, policies, incentives and structures.

The challenge for asset owners is to marry a hard strand of investor insight The integration of the
with the soft skill strand recognising multiple organisational issues. Asset owner soft stuff

leaders need to become inwardly skilled, outwardly diplomatic figures.

Asset owners are buckling under peak busy conditions in which BaU is more Building strategies to
complex than ever and the critical BbU initiatives (business beyond usual) are not address complexity
getting enough bandwidth. Asset owners need to work on simplification.

Using a framework of the organization-as-a-system, the key system design best Big opportunities

practices are these ideas for peer funds to think through and apply: searching for big ideas
o Adopting total portfolio thinking and approaches (TPA)
o Building a competitive private markets program ‘system’
o Developing universal ownership thinking and strategies.

Thinking Ahead Institute
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Systems thinking conclusions
Seeing wholes not parts. Opportunity for differentiation

Systems n
thinking

SVSLES n

leadership

The importance of critical thinking that sees wholes not parts, interrelationships rather
than things, the collective versus the individual and patterns of change rather than static
snapshots. Source: Peter Senge

The investment system, adding new text to the old (MPT) script

Earth systems have become more important because of anthropogenic change

Social systems have become more important because of increased inter-connectiveness

Understanding the system helps enable our success at the organisation level; and helps
suggest a more successful system in which we all do better when we all do better
together

This involves shifts of mindset in new teams, learnings and culture

Positive sum versus zero sum, going broader versus deeper, being T-shaped versus I-
shaped, patterns and systems archetypes versus extrapolation

To combat VUCA — volatility, uncertainty, complexity and ambiguity we need vision,
understanding, collaboration and adaptability
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Peer Study conclusions: Where next? The top innovations to work on

Biggest emerging
innovations

Total portfolio culture
Measurement and incentives
Narrative and numbers

Real-world impacts
Stewardship
Data

Biggest innovations in
practice needed

Private markets

Risk sharing
Fees
Scientific decisions

Work design

Cognitive diversity
Inclusive, trusting culture
Governance parameters

Source: WTW Global Asset Owner Peer Study 2024

Biggest innovations
in thinking needed

Systemic risk

Technology
Performativity
Science

Wider stakeholders

Politics

Activism and litigation
National interests
Security and cyber
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Appendix: Additional measurement and technology section

Thinking Ahead Institute
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All-round impact of technology and Al adoption accelerating
Peers increasingly focused on a stronger data platform and more joined-up technology system

Areas most supported by the organisation’s technology system

Supporting analytics

Supporting placement and management of
market orders

Managing interactions with custodians,
managers, data vendors, etc

Supporting investment oversight by CIO and IC
support with performance attribution

Processing and channelling relevant high-
quality information into the investment process

Controlling operating risk

Implementing advanced investment strategies

Knowledge management across the
organisation

Adoption and use of AlI/ML as a portfolio
analysis and management tool

Today Next 3-5years

® Integral and foundational part of
the organization's technology
infrastructure

®m Ongoing efforts and initiatives to
integrate AI/ML with active
projects or pilots

® |nitial exploration or consideration
but no concrete implementation
yet

No tangible actions nor adoption
at all
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Funds boost tech spending, leveraging blend of legacy, internal, and external solutions
Technology spend growing but at levels less than the asset managers

Current investment technology

Organisation's total internal spending in technology

Past 5 years
13%

Toda
h 17% 19% 12%

Next 5 years

— 20% Don’t know = 27%
@ L ]
< 10% 50%+

A collection of legacy tools and spreadsheets
® An internally designed and custom-built solution
®m An externally built solution with some internal specification

E A combination of the solutions listed above

Thinking Ahead Institute
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All data and its analysis and associated decision-making exists within an intelligence stack
And the HI x Al combination can raise the quality of that intelligence. And produce net simplification

Make good
decisions...

Synthesise data into

decision-useful form,

integrating this with
existing beliefs and thinking

Build the stack to convert
hard data into higher
value intelligence...

Incorporate the hard
data based on
availability...

Judgements
reflect accurate
beliefs & thinking

@} Wisdom

@ Understanding
I.!!J Knowledge
[ﬁ Information

.’.‘ﬂ Data

Al x HI stack

Make good (or
possibly better?)
decisions...

...in which augmented
intelligence can take on some
ownership of the decisions

.. with intelligence and
value enhanced with ML/AI
processes

...incorporate soft data into
the mix while parsing data
for its materiality and quality

Collect data mostly at the bottom of the stack

Thinking Ahead Institute
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Scorecard and dashboard principles
It takes a system to manage a system

» Balanced scorecards aggregate critical data on recent = Dashboards bring together critical data on present operating
accomplishments and establish levels of success with progress conditions, status and effectiveness

= Their critical use case is strategic in oversight, and management = Their critical use case is to inform tactical and strategic decisions
accountability and remuneration

Multiple metrics Smart goals a Check-ins

= Measure and
reward with
reference to team
behaviours and
contributions to
goals

= Progress is multi- = Specific, ; == * = Help
faceted measurable, T accountability,
achievable, j — motivations

= Measures of :
relevant and time- :
progress are both bound = Can incorporate

soft and hard, and & | agility
inputs and outputs Systemic, R :

= Allow discretions
and judgement by
applying context

multiple, agile,
reflexive and
transparent

= Blend them
together

Thinking Ahead Institute
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Case study: use of portfolio quality dashboard
lllustration of scorecard comparing SAA version vs TPA version

Dimension

Metric

SAA TPA

TPA

illustration illustration

Return Expected return vs cash (% pa) The SAA Modelis  The TPA Model is
Risk Volatility (% pa) based principally on  based on more
Prime . . these 5 factors factors
Efficiency Sharpe ratio
factors
Relative risk SAA/TPA relative risk 3% - 5%
Low cost MER 0.34%
Sustainability ESG risk exposure (/100)
Climate Implied Temperature Rise
Ancillary e 0 S
faCtors Flexibility % daily liquid
Access to skill % contribution from skill
Governance Oversight complexity 4/5 3/5
Diversity Equity beta 0.63 0.37
Tail risk Expected tail risk (% TCE) 26% 18%
Resilience Systemic risk factor Systemic tail risk — 10Y % TCE X X
factors
Climate risk factor Climate tail risk — 10Y % TCE X X
Systems-stewardship Systems-stewardship spend (%) X X

Source: WTW and TAl
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Case study: the USS balanced scorecard

Good governance through changed design From a focus on this. ..

PORTFOLIO
RESILIENCE

a. Liquidity
b. Counterparty
risk

...to a focus on all of this

Balanced scorecards

The key strategic measures

- activities, outputs and outcomes

- as seen from different perspectives

- progress towards strategic objectives
Snapshot of performance. How you
are doing on what is important

Helps to communicate strategy

USS goals

Remove the benchmark focus on
outperformance vs Reference Portfolio
Enhance the alignment of Investment
Committee and the executive
Introduce a multi-faceted view of risk
through Key Risk Indicators

Improve accountability for achieving
funding goals using the scorecard
Source: USS and WTW
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Case study: New Zealand Super governance best practices assurance

Good governance by systems design

Materiality & : :
provenance requirement for governance to be reviewed
in relation to every five years

performance " The key benchmarking tool is assessing the
and attainment of best practices

governance " While performance data to evaluate asset

owners has strong provenance (ie the data is
not contested), it has weak materiality (ie low

inferential quality)
= On the other hand, governance data has

strong materiality (high inferential quality) but

weak provenance (the data is likely to be
contested)

= Provenance in the NZ Super case was
improved through a transparent and
reviewable process — see panel.

= The results and report are public documents

Using soft "
data and direction — no objective measures of skill
best exist and so considering this material, but
practices subjective data applies best practices.

» Case study: New Zealand has in its Act the

There is no alternative to proceeding in this

Independent Review of NZ Super by WTW | 2019 Report Extract

“We have assessed the quality of the NZ Super Guardians
and its activities by looking at the three broad components
that make up an asset owner — i.e. its governance model,
people model and investment model.

We use an assessment methodology that draws on academic
and our own research, as well as our knowledge of other
leading asset owners, to assess the Guardians. We assign a
rating on a scale that ranges from AAA to C, with AAA and AA
representing best-practice characteristics.

Our overall assessment of the Guardians is as follows: =
Governance model : AAA — exceptional rating = People model
(culture) : AA — excellent rating = Investment model : AA —
excellent rating = AAA or AA is a very high rating, attained by
a small number of asset owners globally and reflects our view
that the Guardians achieve best practice in much of what they
do.

Given these ratings, we are satisfied with the efficiency and
effectiveness of the Guardians in being able to achieve its
mandate and mission.”

© 2024 Thinking Ahead Institute. All rights reserved.

Thinking Ahead Institute

An innovation network founded by WTW

47



Limitations of reliance and contact details

Limitations of reliance — Thinking Ahead Group 2.0
This document has been written by members of the Thinking Ahead Group 2.0. Their role is to identify and develop new investment thinking and opportunities not
naturally covered under mainstream research. They seek to encourage new ways of seeing the investment environment in ways that add value to our clients.

The contents of individual documents are therefore more likely to be the opinions of the respective authors rather than representing the formal view of the firm.

Limitations of reliance - WTW

WTW has prepared this material for general information purposes only and it should not be considered a substitute for specific professional advice. In particular,
its contents are not intended by WTW to be construed as the provision of investment, legal, accounting, tax or other professional advice or recommendations of
any kind, or to form the basis of any decision to do or to refrain from doing anything. As such, this material should not be relied upon for investment or other
financial decisions and no such decisions should be taken on the basis of its contents without seeking specific advice.

This material is based on information available to WTW at the date of this material and takes no account of subsequent developments after that date. In preparing
this material we have relied upon data supplied to us by third parties. Whilst reasonable care has been taken to gauge the reliability of this data, we provide no
guarantee as to the accuracy or completeness of this data and WTW and its affiliates and their respective directors, officers and employees accept no
responsibility and will not be liable for any errors or misrepresentations in the data made by any third party.

This material may not be reproduced or distributed to any other party, whether in whole or in part, without WTW’s prior written permission, except as may be
required by law. In the absence of our express written agreement to the contrary, WTW and its affiliates and their respective directors, officers and employees
accept no responsibility and will not be liable for any consequences howsoever arising from any use of or reliance on this material or the opinions we have
expressed.

Contact Details
Roger Urwin | roger.urwin@wtwco.com

Thinking Ahead Institute
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