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The two-year-old bull market that began in the first quarter of 2009, took a
breather in the second quarter of 2011, as investors focused on the sovereign debt
crisis, the sub-par recovery in the economy, high energy costs, and the
deteriorating employment outlook.

Within the U.S. equity market, the S&P 500 was barely positive for the quarter, up
0.1%. For the quarter, the bulk of the losses were concentrated in the S&P 500’s
three largest sectors--technology, financials, and energy. At the market’s recent
peak, on April 29, 2010, the S&P 500 had more than doubled since the bear market
low of 676.5, on March 9, 2009. Despite the recent setback, we’'ve come a long
way from those bear market lows. The S&P 500 ended the quarter trading at 15.2
times trailing earnings, a notable discount to the 19.8 times average multiple over
the past 20 years. The Russell 2000, a small capitalization stock index, was down
1.6% during the quarter, trailing the S&P 500. We ended the quarter with small
capitalization stocks, as measured by the Russell 2000 Index, still trading at a
substantial premium to large capitalization stocks. Going forward, this may favor
investors in larger companies.

The non-U.S. developed equity markets generally fared better than U.S. equities
during the quarter. The MSCI EAFE Index, an indicator of the developed markets,
was up 1.8%. The strength within the developed markets was concentrated in
Germany (up 7.0%) and France (up 5.2%). The MSCI Emerging Market’s index
was down 1.0%. This is the second quarter in a row in which emerging markets
have underperformed the developed economies. While developed market
equities, like their S&P 500 counterparts, are trading at a discount to historical
valuation levels, the emerging markets are priced in line with their valuations
over the past 10 years.

In this challenging environment, investors benefited from their bond holdings, as
virtually all of the major fixed income indices were positive. Long Bonds, as
measured by the Barclays Long Government Index, were up 3.3%. The Barclays
Aggregate Bond Index was up 2.3%, outperforming the 1.0% return on high yield
bonds. Cash rates remained close to zero throughout the quarter.

Looking forward, the capital markets are clearly struggling between rising
economic uncertainty and the relatively attractive valuations of U.S. large cap and
non-U.S. developed market equities. For now, however, unease about the global
economy is dominant.
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otherwise provided, in whole or in part, to any other person or entity, without Mercer’s written
permission.

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

This does not contain investment advice relating to your particular circumstances. No investment
decision should be made based on this information without first obtaining appropriate professional
advice and considering your circumstances.

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. 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.

Mercer’s rating of an investment strategy signifies Mercer’s opinion as to the strategy’s prospects for
outperforming a suitable benchmark, on a risk-adjusted basis, over a full market cycle. Strategies
rated A are those assessed as having above average prospects. Those rated B are those assessed as
having average prospects. Those rated C are assessed as having below average prospects. B+ is an
intermediate category in between A and B. If the rating shown is N, or if no rating is shown at all, this
signifies that the strategy is not currently rated by Mercer. Some strategies may carry an additional
rating (e.g., T (Higher Tracking Error), P (Provisional), and W (Watch)). For some product
categories, Mercer does not maintain formal ratings but instead assigns a Preferred Provider status.
For the most recent approved ratings, and a fuller explanation of their meanings, refer to your
Mercer representative or to the Mercer Global Investment Manager Database (GIMD ™) as
appropriate.

The term “strategy” is used in this context to refer to the process that leads to the construction of a
portfolio of investments, regardless of whether it is offered in separate account format or through
one or more funds. The rating assigned to a strategy may or may not be consistent with its historical
performance. While the rating reflects Mercer’s expectations on future performance relative to its
benchmark, Mercer does not provide any guarantees that these expectations will be fulfilled.

Mercer does not generally take the investment management fees of a given manager into account in
determining ratings. Managers’ fees charged for a specific strategy will often vary among investors,
either because of differing account sizes, inception dates or other factors. Mercer does not perform
operational infrastructure due diligence or personal financial or criminal background checks on
investment managers.

Mercer’s research process and ratings do not include an evaluation of a manager’s custodian, prime
brokerage, or other vendor relationships or an assessment of its back office operations. Research is
generally limited to the overall investment decision-making process used by managers.

Mercer's investment consulting business rates and/or recommends strategies of investment
managers, some of whom are either Mercer clients, Mercer affiliates or clients of Mercer’s affiliates.
The services provided to those managers may include a broad range of consulting services as well
as the sale of licenses to use Mercer’s proprietary software and databases and/or subscriptions to
Mercer's investment forums. Policies are in place to address these and any other conflicts of interest
that may arise in the course of Mercer’s business. This is only a summary of Mercer’s conflicts of
interest. For more information on Mercer’s conflict of interest policies, contact your Mercer
representative.

Mercer manager universes are constructed using data and information provided to Mercer either
directly or via third party providers. The universes are intended to provide collective samples of
strategies that best allow for robust peer group comparisons to be conducted over a chosen
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timeframe. Mercer does not assert that the peer groups are wholly representative of and applicable
to all strategies available to individual investors. Universe distributions are calculated based on the
data that was in our database at the time that the universe was constructed, and may therefore
change over time due to additional information supplied by an investment manager or revisions to
data.

Capital Markets Assumptions

Mercer Investment Consulting’s (Mercer’s) capital market assumptions are based on the
professional judgment of experienced investment consultants and economists and rely on historical
experience, economic theory, and our assessment of future developments in the capital markets.
Our process for setting asset class expected returns begins with earnings growth and current yields.
Equity return assumptions are set by adding a risk premium over bonds. Volatility and correlation
assumptions are based more directly on historical experience, except in cases in which the market
environment has clearly changed.

Mercer believes that as opportunities in the capital markets change, so do the expected returns for
asset classes. A key factor in our process is the level of interest rates, as they combine the market’s
expectations of inflation and economic growth. In general, as interest rates rise, our expected
returns will rise; as interest rates decline, our expected returns will decline. This runs counter to the
realized returns as interest rates change and is part of the difference between ex ante and ex post
results.

When interest rates change, we may change our assumptions. However, we are cautious about
making changes. We have designed our assumptions to be strategic in nature, so they will typically
not be adjusted to short-term market spikes. We use our judgment to determine whether interest
rate moves are sustainable. In practice, we continuously review our assumptions and work to refine
our methodology as we gain additional information relating to the capital markets, but we do not
anticipate changes every time interest rates rise in 25 or 50 basis point increments.
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