Risk Transfer for municipal water services

February 2018
NEPHILA

y ‘=F“—-ﬁ-a“‘—vwwm—'_"—‘“ﬁ'_ﬁ& RO NN G T T T T —— e e,

T e
“

Weather-linked business problem

Low rainfall can result in drought restrictions which typically reduce revenue for an Australian water
services provider. During these events the municipality’s customers use significantly less water which
translates fo less sales.

The financial risk is compounded by the municipality’s cost structure. Like many water service providers
globally, the cost of maintaining its infrastructure and services are fixed and generally do not change
based upon customer behavior. Its revenues, however, are variable and can change considerably based
upon behavior.

Over the years the municipality explored ways to smooth its variable revenue. Cash reserving and
customer rate schemes generally did not provide the desired level of stability. The municipality ultimately
decided not to retain weather-driven revenue risk any longer.

Risk transfer solution Summary of financial product
The optimal solution for the municipality to Geography Australia
manage its unpredictable water sales was to .

- ) . ) Sector Water services
transfer its revenue risk to Nephila Climate.

Term / Start Year 3years/ 2018

The municipality sought a product that covered / Y /
them for multiple years. This captures the Financial risk Low water use
gradual evolution of water conditions and water Transaction size 54,000,000 AUD

use over fime. In addition, the water utility
desired the product to pay them based upon its
actual water use. Water use is a metric that is
tracked by and familiar to the municipality

The cost of the product was budgeted as an
annual cost. The cost was allocated to
geographies and customers that contribute most
to revenue variability.

Historical evolution of the water use index Contract payment mechanism

When the water use index falls

below the frigger of the financial
confract, the municipality
receives payment from Nephila
Climate.

As context, the chart to the left
shows how water use has varied
= ==~ Contract Trigger since the mid 1980s. During the
low-use period of 2007-2011, the
municipality would have received
Water Year Ending a total payment of 48 million AUD

Water Use (Mega Litres)
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For more information, contact:
team@nephilaclimate.com

Source: Nephila Capital Ltd. There can be no assurance that Nephila's strategy will generate profits. Any descriptions or information involving
investment processes or strategies is provided for illustration purposes only, may not be fully indicative of any present or future investment, may
be changed af the discretion of the investment manager and are not intfended to reflect performance. Investors should not solely rely on the
above for investment decisions.
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Company information

Nephila Climate (NCx) is a specialty division of Nephila Capital Ltd., the
oldest and current largest investment manager specializing in
(re)insurance risk with $11.3 billion in AUM. Nephila has spent nearly two
decades exploring and investing in non-correlated risks in the weather
space. It successfully traded some of the earliest weather-risk
instruments—including the Kelvin Ltd weather bond issued in 1999—and
launched its flagship weather investment vehicle in 2005. Since then,
Nephila has steadily expanded its expertise in offering risk fransfer
products to corporates, governments, and their stakeholders in order to
enhance enterprise value and climate resilience.

Risk transfer applications

Nephila Climate’s risk transfer products are applied within various
sectors of the global economy. Financial payment from the products
partially offsets unfavorable financial outcomes caused by weather
and climate risks. Our counterparties use our financial products to
increase  predictability of earnings; augment enterprise  risk
management programs; enhance the financial standing of their
business partners and supply chains; stabilize investments in or enable
procurement of weather-sensitive commodities like water and
renewable energy; back marketing promotions to customers; and other

applications.

Physical climate risks - caused by drought,
> extreme rainfall, heat waves, the polar vortex

and extreme snow storms - have become critical
drivers of financial performance for corporates
and governments.

Climate resilience

Renewable energy > The fuel resource for renewable energy is

weather, and weather is intermittent by nature.

Agricul’rure The fuel of farming is heavily dependent on
weather and climate.

Weather products and commodity-linked
weather products (quantos) are widely used in
the energy markets as risk management tools.

Energy markets

NEPHILA

Contact

Bermuda

Victoria Place, 3rd Floor West
31 Victoria Street

Hamilton, HM10

Bermuda

+1 (441) 296 3626
London

53 New Broad Street
London EC2M 1JJ
UK

+44 (0) 20 3808 3120
Nashville

3811 Bedford Avenue, Suite 101
Nashville, TN 37215
USA

+1 (615) 823 8488
San Francisco

The White Barn

801 Larkspur Landing Circle
Larkspur, CA 94939

USA

+1 (415) 799 4099
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The paper is for educational and informational purposes only and is being distributed by Nephila Capital Ltd., known as (“Nephila”), which is registered with
the US Securities and Exchange Commission (“SEC”) and the Commodity Futures Exchange Commission (“CFTC"). The registrations described in the
preceding sentence in no way imply that the SEC or CFTC has endorsed Nephila to provide any of the services discussed herein. Any statements regarding
market events, future events or other similar statements constitute only subjective views, are based upon expectations or beliefs, should not be relied on, are
subject to change due to a variety of factors, including fluctuating market conditions, and involve inherent risks and uncertainties, both general and
specific, many of which cannot be predicted or quantified and are beyond a Fund'’s control. Future evidence and actual results could differ materially from
those set forth in, contemplated by, or underlying these statements. In light of these risks and uncertainties, there can be no assurance that these statements
are now or will prove to be accurate or complete in any way. No representation is made that a Fund'’s investment process or investment objectives will or
are likely to be successful or achieved. Past performance is no indication or guarantee of future performance. Benchmarks and financial indices are shown
for illustrative purposes only, may not be available for direct investment, are unmanaged, assume reinvestment of income, do not reflect the impact of any
management and incentive fees and have limitations when used for comparison or other purposes because they may have different volatility or other
material characteristics (such as number and types of instruments). A Fund's investments are not restricted to the instruments composing any one index.
Certain information is based on data provided by third-party sources and, although believed to be reliable, has not been independently verified and its
accuracy or completeness cannot be guaranteed.

Alternative Investments Risks and other Disclosures

The investment products described herein are private investment funds and/or managed accounts sometimes referred to as “Alternative Investments”.

Alternative investments, depending upon their investment objectives and strategies, may invest and trade in many different markets, strategies and

instruments (including securities, non-securities and derivatives) and are NOT subject to the same regulatory requirements as mutual funds, including mutual

fund requirements to provide certain periodic and standardized pricing and valuation information to investors. There are substantial risks in investing in an

Alternative Investment. You should note carefully the following:

< An Alternative Investment represents a speculative investment and involves a high degree of risk. Investors must have the financial ability,
sophistication/experience and willingness to bear the risks of an investment in an Alternative Investment. An investor could lose all or a substantial portion
of his/her/its investment.

* Aninvestmentin an Alternative Investment should be discretionary capital set aside strictly for speculative purposes.

* Aninvestmentin an Alternative Investment is not suitable for all investors. Only qualified eligible investors may invest in an Alternative Investment.

* An Alternative Investment’s offering documents are not reviewed or approved by federal or state regulators and its privately placed interests are not
federally or state registered.

+ Aninvestment in an Alternative Investment may be illiquid and there are significant restrictions on transferring or redeeming interests in an Alternative
Investment. There is no secondary market for an investor's investment in an Alternative Investment and none is expected to develop. Substantial
redemptions by shareholders within a limited period of time could compel an Alternative Investment to liquidate its positions more rapidly than otherwise
would be desirable, which could adversely affect the value of the distribution proceeds and the value of the remaining interests in an Alternative
Investment.

« The net asset value of an Alternative Investment may be determined by its administrator in consultation with its manager or advisor in certain cases.
Certain portfolio assets may be iliquid and without a readily ascertainable market value. Since the value assigned to portfolio investments affects a
manager’s or advisor's compensation, the manager’s or advisor's involvement in the valuation process creates a potential conflict of interest. The value
assigned to such portfolio investments may differ from the value an Alternative Investment is able to realize.

* An Alternative Investment may have little or no operating history or performance and may use performance which may not reflect actual trading of the
Alternative Investment and should be reviewed carefully. Investors should not place undue reliance on hypothetical, pro forma or predecessor
performance.

+ An Alternative Investment’s manager or advisor has total trading authority over an Alternative Investment. The death or disability of the manager or
advisor, or their departure, may have a material adverse effect on an Alternative Investment.

* An Alfernative Investment may use a single advisor or employ a single strategy, which could mean a lack of diversification and higher risk. An Alternative
Investment’s performance may be volafile.

* An Alternative Investment may involve a complex tax structure, which should be reviewed carefully, and may involve structures or strategies that may
cause delays in important tax information being sent to investors.

* An Alfernative Investment’s fees and expenses which may be substantial regardless of any positive return will offset such Alternative Investment’s trading
profits. If an Alternative Investment’s investments are not successful, these payments and expenses may, over a period of fime, deplete the net asset
value of an Alternative Investment.

« Alternative Investment and its managers/advisors may be subject to various conflicts of interest.

The above summary is not a complete list of the risks and other important disclosures involved in investing in an Alternative Investment and is subject to the
more complete disclosures contained in such Alternative Investment’s confidential offering documents, which must be reviewed carefully. This information is
not intended to be or construed as an offer to sell, or a solicitation of an offer to buy, an interest in any Alternative Investment which may be made only by
delivery of such Alternative Investment’s confidential offering documents to qualified investors. Before making any investment, an investor should thoroughly
review an Alternative Investment’s confidential offering documents with their professional advisor(s) to determine whether an investment is suitable for them.
More information can be found at www.nephila.com

Swiss representative:

Mont-Fort Funds AG, 63 Chemin Plan-Pra, 1936 Verbier, Switzerland

Swiss paying agent:

Banque Cantonale de Geneve, 17, quai de I'ile, 1204 Geneva, Switzerland

Place of jurisdiction:

In respect of the shares distributed in or from Switzerland, the place of jurisdiction under Swiss Law is the registered office of the Swiss representative.



