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Session Topics

(1) State-specific regulatory changes — Investment opportunities?
(2) Purpose-driven & social investing - What that means for pools?

(3) Al/machine learning processes — Impact to pools and capital markets?
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Risk Pool Investment Environment

UNCONSTRAINED CONSTRAINED
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Source: FactSet, Federal Reserve, J.P. Morgan Asset Management.
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Range of stock, bond and blended total returns
Annual total returns, 1950-2018

60% - Annual avg.  Growth of $100,000
total return over 20 years
SOR Stocks 11.3% $844,684
40% - Bonds 5.9% $313,758
50/50 portfolio 8.9% $555,161
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Time, diversification & the volatility of returns

Source: JP Morgan Asset Management
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Investment Opportunities?

1)Unconstrained risk pools

2)Constrained risk pools
J Captive formation
) Regulatory changes for specified

liabilities
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Case Study - TML

INTERGOVERNMENTAL RISK POOL

(I Mr. Bob Haynes, Deputy Executive Director
(dChange In law added investment flexibility
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Purpose-driven & social investing
What that means for pools?
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Making sense of the ESG landscape
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(?\-"? ) Environmental
s

Carbon emissions
Energy efficiency
Water scarcity

Waste management

Pollution mitigation

P
(r@ Social

Ny
Diversity & workplace policies
Labor standards
Supply chain management

Product safety and
usetulness

Customer privacy

Community impact

ESG criteria sample
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i
"L_ID Governance

Board structure
Board composition
Executive compensation

Political contributions

& lobbying

Bribery and corruption policies
& oversight

Strategic sustainability
oversight
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FIGURE 1: SNAPSHOT OF GLOBAL SUSTAINABLE
INVESTING ASSETS, 2016-2018

Region

Europe $ 12,040 $ 14,075
United States $ 8723 $ 11,995
Japan $ 474 $ 2,180
Canada $ 1,086 $ 1,699
Australia/New Zealand $§ 516 $ 734
TOTAL $ 22,838 $ 30,683

ESG market size (in billions SUSD)

Source: 2018 GLOBAL SUSTAINABLE INVESTMENT REVIEW
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NEGATIVE/EXCLUSIONARY SCREENING: the exclusion from a fund or portiolio of cartam seclors,

POSITIVE/BEST-IN-CLASS SCREENING: nvestment in seclors, companies or projects selectaed lor positive
ESG performance relative to industry peers;

NORMS-BASED SCREENING: screening of investments against minimum standards of business practice
based on intermational norms, such as those Issued by the OECD, ILO, UN and UNICEF;

ESG INTEGRATION: the systematic and explicit inclusion by investment managers of environmental, social
and governance factors into financial analysis;

SUSTAINABILITY THEMED INVESTING: investment in themes or assets specifically related to sustainability
{for example clean energy, green technology or sustainable agnculture);

IMPACT/COMMUNITY INVESTING: 1argeted investments aimed at solving social or environmantal problems,
and including community investing. where capital is specifically directed to traditionally undarserved
Indivicdluats or communities, as well as financing that Is provided 10 businesses with a clear social or

environmental purposea; and

CORPORATE ENGAGEMENT AND SHAREHOLDER ACTION: the use of shareholder power to influence
corporate behavior, including through direct corporate engagement (L.e., communicating with senior
management and/or boards of companies), filing or co-filing shareholder proposals, and proxy voting that is
guided by comprehansive ESG guidelines.

Strategy definitions of sustainable investment

Source: Global Sustainable Investment Alliance (GSIA)
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Corporate
Impact/ Sustainability Positive/ engagement Negative/
community themed best-in-class- Norms-based and shareholder ESG exclusionary
Investing investing screening screening action integration screening
W01 $44426  $1017.66  $184187 $467944  $9.83450 $17,54381 $19.770.96
W2016 824847  $276.16  $81801  $6,19540  $8,38517 $10,353.20 $15,063.57
Growth 2016-18  79% 269% 125% -24% 17% 69% 31%
CAGR 33.7% 92.0% 50,1% -13.1% 8.3% 30.2% 14.6%

Global growth of sustainable investing
strategies 2016 - 2018

Source: Global Sustainable Investment Alliance (GSIA)
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B Myth Myth: Myth
U They Underperform [ ] They're Expensive [j Limited Options
@) Facts @D Facts @ racts

Sustainable investing This myth began when - More than 500 funds
doas not compromise the first version of are available to investors
performance sustainable funds was run

by small asset managers - As of midyear 2019,

In fact, sustainable charging high fees there are 279 sustainable
investing demonstrates funds open ta L).S. investors
lower risks. with 20% At the end of 2017, when
smaller downside comparing expgense ratios Anothar 247 funds
deviation over time than of sustinable open-end funds recantly added ESG
traditional funds to their peers, the expense criteria to thew

ratio was evenly distributed prospectuses
from low to high

Mora than 40 sustainabla
ETFs have expanse ratios
less than 50 basis points;
in fact, 13 charge betwean
9 and 20 basis points

Busting myths about sustainable funds

Source: Morningstar, Morgan Stanley Institute for Sustainable Investing
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Consideration for risk pools

1) Risk pools are already “impact investors”
given their purpose.

2) How does your current portfolio align with
ESG investment definitions?

3) How might an ESG portfolio overlay
impact your current allocation? Perception
from your members?
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Artificial intelligence & investing
What that means for pools?
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Assisted
Intelligence

Al systems that
assist humans in
making decisions
of taking actions.
Hard-wired
systems that do
not learn from
their interactions

\uymented
Intelligenc

Al systems that
sugment human
decision making
and continvously
learn from their
interactions with
humans and the
enviroament

Types of Al systems

Source: PwC Financial Services

Automation
Automation of
manual and
cognitive tasks that
are either routine
or nonToutine.
This does not
involve new ways
of doing things

- it automates
existing tasks,

Auronomous
Intelligence

Al systems

that can adapt

to different
situations and can
act sutanomously
without human
assistance.

C

Q0O
(a)

)
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derntifhes relevant Chooses the type Bullads an analytical
data sets and propares of machine learning model based on the
thom for analysis, algorithm to use. chosen algorithm,

Trains the model Runs the model to
on test data sets, Qenerate scores and
rovising it as needed. other tindings.

Machine learning process

Source: TechTarget
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Some machine learning history

a
a
a

1679 — Binary code (basis for current machine language)
1847 — Boolean logic

1936 — Alan Turing proposes universal machine that could decipher and
execute a set of instructions...his published proof is considered the basis of
computer science.

1959 — First Artificial Neural Network applied to real world problem:
removing echoes from phone lines

1997 — IBM Deep Blue beat Garry Kasparov

2014 — Google’s AlphaGo defeat human in Go, the world’s most difficult
board game.

2019 — Amazon controls 70% of the market share for virtual assistants in the
u.s.
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®Q ®0 v 03 @4

Artificial intelligence startup funding worldwide

Source: Venture Scanner
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125 11806

Expected global Al software market revenues

Source: Tractica
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Key Benefits of Al

1) Predictive Power

2)Accuracy
3) Efficiency
4)Scalability
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Key Risks/Challenges of Al

1) Data management

2 ) Potential surprises

3) A winner-take-all environment
4)Not enough transparency
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Portfolio management and client enablement

+ Automated insight: reading earnings ranscrpis 10
35585S management sentiment

* Relationship mapping: “entfying nonintutive

relationships Detween securities and markst indicaiors

* Alternative datasets: 2na, 7ing alternative data such
as weather forecasts and container ship movements,
monitoring search engines for words on spedific topics to
structure hedging strategies

Growth opportunities: using corporate website rafic
to gauge future growth along with clients’ behavioral
patterns

Client outreach: smart clent outreach and demand
generation via analytics, using alternative data sources

such 3s socal media data
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Front, middle, and back office efficiency

* Operations intelligence: using machine leaminz 1o
automate functions

* Powering risk performance: A\-based alzorthms and
machine leaming to monitor for suspicious transactions,
and trigger response protocols

Reporting and servicing: gensrating reporting for
clients, portfolio and risk commentary, and marketing
matenial usng natural anguage processing

* On-demand reporting: chatbots and machine leaming
used to respond to employee or investor gueries,
generating management reporting on-demand

Employee insights: montor employee conduct rskand

employee moraie

Al use-Ccses in investment management

Source: Deloitte
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Considerations for risk pools

1)How is your current investment
manager utilizing Al?

2)Or, how are they acknowledging
the use of Al across the
investment markets?
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ISpeed of human movement
Social from pre-modern times to
acceleration: today has increased by a

A new theory factor of 100...

oF TEiClEr e JThe speed of
communications has

increased by a factor of
10,000,000...

JAnNnd, the speed of data
transmission has increased

by a factor of
10,000,000,000...

By Hartmut Rosa
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