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ITEM

12(B) ANNUAL REVIEW OF RESPECTIVE STATEMENTS

OF INVESTMENT POLICIES, STANDARDS AND
PROCEDURES AND ALL POLICIES

Paper type: For Approval  Frivacy 3(2](a)

Prepared by: Cristina Billett, Acting GM

Date:

ora s

3 June 2022

1. Purpose
1.1 The purposa of this paper is for the Board to:

note that the New Zealand Superannuation Fund Statement of Investment
Policies, Standards and Procaeduras (NZSF 3IPSP) has been reviewad;

note that the Venture Capltal Fund New Zealand Superannuation Fund
Statement of Investment Policies, Standards and Procedures (VCF SIPSP) has
been reviewed,

note that the Responsible Investment Framework (Rl Framework) which forms
part of the NZSF SIPSP and the VCF SIPSP, has baen reviewed;

note that an annual review of all Guardians curant policies has besn undertaken
and conflrmation has been provided by respactive Palicy Owners;

approve the proposed changes to the NZSF SIPSP, the Rl Framework, and the
VCF SIPSP;

note that as no part of the NZSF SIPSP or the VCF SIPSP has been materially
altered Ministerial consultation will not be required as per the conditicn to the
saction 50 consent;

note that there has been no material changes to policies over the last 12 months
outside of formal reviews.

2. Background

21 The NZSF SIPSP and VCF SIPSP are enduring umbrella documents that link to more
detailed policies and standards found in other policy documenis. The NZ
Superannuation and Retirement Income Act 2001 (Act) requires that we have a SIPSP
and review it at least annually, and likewise the Venture Capital Fund Act 2019 also
requires that we have a VCF SIPSP and review it at least annually. If any part of the
SIPSP has been materially altered following the review, then we are required to consult
with the Minister of Finance as a condition to the approvals that the Minister has given
under the Section 50 of the Act {to enable the NZ Super Fund to enter Into dervatives
and certain other transactions). This enables the Minister to consider whether the
approvals granted are still appropriate in the light of the changes.
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2.2

2.3

3.2

3.3

As part of the annual NZSF SIPSP and VCF SIPSP review, the policies underlying the
SIPSPs {namely our invesitment related policies) have been reviewed by their owners
and they have confirmed that the relevant policles, standards and procedures, have
been reviewed and are:

a) fit for purpose; and

b} are consistent with the statutory investment mandate for the relevant
Fund. They have also confirmed thay are not aware of any material
non-compliance issues.

Simllar annual confirmations have been given for the Guardlans’ people and oparations
policies (Communications Policy, the Travel & Sensitive Expenditure Policy, the
Diversity & Inclusiveness Policy and the Human Resources Policy {Operational
Policies).

Proposed changes ta NZSF SIPSP and Rl Framework

The table below reviews the NZSF SIPSP section by section and identifies changes
{additions in red, skikethrough for deletions - comecfions of fypo’s and minor
grammatical improvements have not been included and where applicable the change
cell in the table has been laft blank). A full marked up version of the NZSF SIPSP is
available for optional reading only (SD# 34068504).

The maljority of the changes In the table relate to the Responsible Investment sectlon.
The main changes to the section have been to include references to our move to a
sustainable investment strategy, to improve readability and to reflect changes made to
the Rl Framework. The Rl Framework has been updated to a more formal format that
sets out procedures in a clearer fashion. The key differences betwesn the previous
Powerpoint Rl Framework document and the new Rl Framework document are
summarised in Appendix 2. A full version of the new Rl Framework is available here
for review: (SD# 3400819).

The proposed changes in the NZSF SIPSP are consistent with our risk appetite and
purpose and vision. Wae do not consider that the proposed changes have a material
Impact on the NZSF SIPSP from a risk or control perspective. As a result, the proposed
changes do not constitute material changes that require consultation with the Minister
of Finance. The Minister of Finance in any event is fully aware of our transition to a
sustainable finance approach to investment.

Saction Change naquined Reason for Change
1 | Introduction
2 | Agget

Classag and

Selection

Criteria

3 Benchmarks Clauss 321 ‘The performance Minor change for clarification that the
benchmarks we use for the Fund as a  rolling 20 year horizan applles to both
whole are to excead over rolling 20-year  benchmarks.
perods:
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Bection
4 | Reporting
Standards
5 Responsible
Invastment

#3411932

Changs required
» TJTo excesd {The compound
New Zaaland Treasury BIl

retum owver rolling 20 year
porods; and

« To excead iThe benchmark
return for the Reference
Portfalle, being the welghted

avorage retum of the
Reference Portfollo's
constliiuent assat class
banchmarks.

New paragraph 1;

Our Act states that wa must Invest tha
Fund on a prudent, commerclal basls
and, In doing so, must manage and
administer the Fund in a manner
conslstent with:

- Best practica portfollo
managemsant; and

- Maximising return  without
undue rigk to the Fund as a
whole; and

- Avolding prejudice to New
Zealand's reputation as a
responslble member of the
world community.

New paragraph 2:

Our policy on responsibla investment is
congistent with meeting this mandate
and also addresses matters that our Act
raquires to be covared in our SIPSP.

Paragraph 3:

Responsible investment has become
the predominart framework for what
was known as "athical Investment” at the
tima the Act was passed. Responsible
Imvastment Is understood Intamationally
to Involve Integrating consldedng—and
snvironmental, soclal
and govemnance (ESG) conskierations,
ingluding dimate change, Into
Invesimant management. When we
refer to the temn ‘Responsible
Investment” we see it as encompassing
ethical investment. Our own approach
to Responslble Investment Iz al=so
intended to be conslstent with s 61(d) to
ensure the Fund is managed and
administered in 8 manner consistent
with avoiding prejwdice fo New
Zealand’s reputation as a responsible
member of the world community.

New paragraph 8:

Rsaszon for Change

The NZSF investment mandate has
been set out in full in this new
paragraph to  assist the reader
becauss it is referred to in this section

Makes the stabutary cortext for having
respansible Investment pallcles more

axplicit

Clarification "ghving affect 10" Is not a
widely understoad term

Refers to the shit to a sustainable
Investmart strategy and a polley
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Changs required

Wea conslder sustalnable finance to be
emerging best practice and consistent
with our mandate. We have a goal to
Incorporate sustalnablifty considerations
inta imvestment decision-making and to
support the development of a
sustalnable financlal system within the
context of our legislative purpose. We
are developing a sustainable finance
girategy to support thesse goals which
will be Integratad Into the Statement and
Responsible Investmant Framework as
work progresses.

Now paragraph 7.
The Responsible Investment
Framework also suppors  the

Implementation of the Climate Change
Investment Strategy.

Naw paragraph 8:

VWe use intermnationally recognized
responsible investment principles as our
standard for addressing envimnmental,
social and govermance considerations,
including sxercising voling rights.

Paragraph 9: {deleted entirely)

Paragraph 10:
We havo dovelopad our Responsible

Irvastment procass, and Tactors that we
consider In applying the Judgement
neadad to Implament our responsible
Investment policy when Investing the
Fund Including meeting our obligations
under sections 58(2), 61(d) and (T} of our
Act.

Paragraph 11:

Qur Rl Responsible Invesiment
Framework can be found on our
wabsits.

Paragraph 12

Rsaszon for Change

statemant on the development of a
susialnable finance strategy has baen
added as 5.1.3

This statement was previously made
within paregraph 12; moved to gtand
alona for battar vislblilty

We have taken out specific eference
to the UN Global Compact as a
standard that we use. Instead
paragraph 8 has been added to state
that we will use intemationally
recognized responsible investment
principles as our standad for
addressing envimnmental, social and
govermnance considerations, including
exercising voling rights

The statement In Paragraph 9 has
boen moved to 5.1

Clarification — Responsible Investment
is not the only concem for investing the
Furd

Minor change to improve readability

Widely accepiled e.g. PRI, OECD,
institutional investors cannot address
every ESG issue or concem with
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Changs required

Rl Rasponsible Imvestmant actlons
includa Investmeant Integration,
engagement, voiing and exclusion from
tha Fund. We Invest across a wide
range of asset classes and reglons.
With such a breadth of investments we
need to priecritise the issues and
comparnles we focus on.—tThere will be,
from time to time, holdings in the Fund
that need special consideration under
our R! Respongible Investment
Framework including with respect to
exclusion and engagement. The Rl

it e
strategy-{GCIS):
5.1 Policy

5.1.1 We are committed to Integrating
conslderation of RI-Responsible
Invesiment issues into  our
Investmert declslon making
process.

512 We believe that applying
responsible  investment best
practice supportz managing and
administering the Fund in a
manner consistent with avoiding
prejudice to New Zealand's
reputation as a responsible
member of the world community.

5.1.3 We are commitied to developing
and integrating a sustainable
finance strategy in support of our
sustainable finance goals within
the context of our legislative

purpose.

514 (" bullet point) Conskdering
Invesimants which provide
poeltiva ESG bensfiis Inaddiion

I irad._f ial_rat
deliver posltve soclal andfor
environmental Impacts In
addition to the required financial
refurm.

515 We have dovelopad our
Responsible Investment
Framework to cover procedures
and factors that we conskier In
applylng the Judgement nesded
to Implament our responsible
Investmant pollcy when
Investing the Fund Including
meeting our obligations under
sections 58(2), 81(d) and (I} of
our Azt

5.1.6 A pollcy statement relating to the
constraint on Investing In
sacurlies exciuded by
application of our R
Respaonsible Investment
Framework can be found In

Rsaszon for Change

regards to companles they hold shares
In

Including Sustaineble FAnance and
current stage in our shift from Rl to
Sustainable Finance.

Changes updating language used and
incorporating our commitment to
develop and integrate our sustainable
finance strategy.
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Changs required

522

sactlon 1 (Invastment
Constraintz) of the Investment
Risk Alfocation Policy.

6.2.35.2.2 We are committed to the UN-

supported Principles for
Responsible Investrment (PRI).
The principles promote
Imegraton of ESG Issues Into
Investment analysls and asset
ownership. We use the PRI, a
globelly recognized standand, for
guldance on best practice In
Responsible Invesiment and to
bhanchmark our own

performancs.

6:2.45.2.3 Our voling decisions take into

accaunt national and
imMtemational standards of good
corporate govermnanca, including
shareholder wvoting  rights.
Intemational standards Include
the Intemational

Governance Network Guidelines
and the G20/OECD Principles of
Corporate Govemance.  For
New Zealand listed companles
we endorse the New Zsaland
Corporate Govemance Forum
Guldelines and the NZX
Corporata Govemnance Coda.

Rsaszon for Change
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Balanca
Between
Risk
Ratum

and

Fund
Management
Structure

Govemance
framework
for Fund
invastment
vohicles

Derivatives,
Short Selling
and
Securities
Lemding

Risk
Management
Valuation of

Unlistad
Assots

Changs required

Suldelnespukllsho b o blogr

Zagland Corporate Govamance
Forum.

5.3.1 Rlis integrated into investment of
the Fund through the RI
Responsible Investment
Framework and the application
of it by the Investment staff of the

Guardlans.

532 Procedures relaling to R
Responsible  Investment are
contained or referanced in the RI
Responsible Investment
Framework,

In general the Investment strategy
adoptad by the Fund, and In particular
the Reference Porifollo, wil have a
dominant Influance on tha retumns
generated. The Raference Portlollo
speclfies the broad aquillbrium  mibx
bstwean growth and Incoma assets for
the Fund which the Guardlans belleve
best mests their siatutory obligations.
The Actual Portfollo of the Fund Is the
sum of:

. Referance Portfollo exposures;
plus

. assetfinvestment EXPOBUIBS
obtained through the Active
Retumn Stratsgies; plus

*  adjusiments to Reference Portfollo
axposures to accommodate the
asset/invastment market
exposures described above_: plus

o SimsiealsHl RS aouma s
No changes

No changes

No change

Rsaszon for Change

Changs to how wa summarsa the
Actual Portfolle In the opening box,
second  paragraph, by deleting
refarence to Strateglc Tihing as a
stand- alone Hem as K Iz an Active
Roetum Strategy and Is already
capturad by the saecond bullet point
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Section Change required Rsason for Change
11 Investment  No change
Constraints

Proposed changes to VCF SIPSP

4.1 There has only been cne proposed change to the VCF SIPSP, which is minor. The
change is:
Clause 8.2.5 (referting to the UN backed Principles for Respensible Investment) is-deleted entiraly as there
are a range of standards 8o selecting cne is no longer as relevant as it was. In additicn, corporate
standards are simply a monitoring and analysis tool and belongs in the procedures section. Moved to Rl
Framework.

4.2 A full marked up version of the VCF SIPSP is available for opfional reading only
(SD#£3389254).
Advised Future Changes to Policies

51 As a heads up, there are a number of policy changes on the horizon. Certain
anticipated future changes to NZSF SIPSP and VCF SIPSP-related Policies and to our
Operational Policies have been advised and are tabled in Appendix 1.

6. Other Recent Pollcy Changes and the Control Environmant

6.1 The Board receives an annual summary of material policy changes approved by the
CEO and/or Board during that period as part of the SIPSP review. These are policy
changes that have been requested outside of a formal review. There have been no
material policy changes during this 12 month period so there is nothing to report to the
Board this year.

Recommendations:

We recommend that the Board:

note that tha NZSF SIPSP, the Rl Framework and the VCF SIPSP have been raviewsed;

approve the changes to the NZSF SIPSP, the Rl Framework and the VCF SIPSP (or
advise changes);

note that the changes to the NZSF SIPSP are not material and do not require consultation
with the Minister as per the condition to the saction 50 conhsent;

note that there has been no material changes to policies over the last 12 months outside
of formal reviews.

note that the raspective policies undarlying the NZSF SIPSP and VCF SIPSP have been
reviewed by their owners and confirnation provided by each of the owners.

note that the Operational Policies have been reviewed by their owners and confirmation
provided by each of the owners.
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Appendix 1: Advised Future Changes to Policles

Anticipated future changes to NZSF SIPSP and VCF SIPSP-related Policies:

out of Scope
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Anticipated future changes to our Operational Policies:

out of scope

Anticipated future changes to Policles {where applicable) to update for our new Purpose, Vision and Strategle Framework, retiring the old Vislon “A great
team bullding the best portfolio®.

#3411932
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Appendix 2
Responsible Investment Framework
Key differences between currant PowerPolint (PPT) version and new Word version
Changs Rsason for change

Inclusion of more commentary around sustainable finance
consideraticns in new version

Incerporating our commitment to develop and integrate our sustainable finance strategy

No diagrams usad in new varsion. PPT version has diagrams on slides
567, 11and 18

The proavious PPT version was vary delailed and repatitive and was alsa carrying out &
communications function. The new version has now been re-framed as a policy document
that can stand alons on our external website and the diagrams aren't required for the
purpcses of the pollcy

On Integratlon, slide 12 of the PPT broke down the aspects of
Investments that hava positive retumns In addition to financlal returns.
This break down |s not contalned In the new word version

Impact Investment plan belng developed as part the RI Compass programme so some of the
detall In the previous PPT version s absorbed Into this work.

Antive Ownership was coverad separately In the PPT (glide 13)

This Is now addressed under the umbrellas of voling, engagement and monlioring

The importance of active ownership (slide 13) is not explained in the
new version (this is was important for the communications activity)

The content that was in slide 13 has been simplified into Clause 1.3.5 of the new word
version. |t has detail that can change frequently. The new version makes a simple staternent
that we need to focus our efforts in this regard. Slide 13 was also intended to camry out a
communications function.

Corporate disclosure, bast practica and collaboration were separately
addressed in the PPT (slides 19, 20 and 21) but aren't separately
addressed in the new word version.

These concepts are now covered throughout the new word varsion, as and whoer relevant.
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