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Outlook

Scenario:

» Re-occurrence of the GFC
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Where we fit in — part prefunding Tier 1

RETIREMENT INCOME

New Zealand Mandatory Voluntary
Superannuation private savings private savings
(NZS) accounts accounts
Kiwisaver
, and other
DOESN'T EXIST IN
NEW ZEALAND
Tier 1 Tier 2 Tier 3

= The NZ Super Fund is expected to pre-pay approximately 20% of NZ superannuation costs by 2040
= Contributions were suspended from July 2009 and restarted in December 2017
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Governance framework

®m The Guardians of NZ Superannuation is an autonomous Crown entity, legally separate
from the Crown, and operates at double arms’ length from Government

® The Guardians manage and administer the Fund. The Fund is the pool of Crown assets

New Zealand Government
Appoints members to the independent
Nominating Committee

First ‘arm’ of
independence -
Government does not
decide pool of Board
candidates

Independent Nominating Committee
Identifies candidates for the Guardians’ Board

Minister of Finance
Selects Board candidates from the pool chosen
by the independent Nominating Committee.
Can direct the Guardians as to expectations of the Fund’s
risk and return

Second ‘arm’ of

independence -
Board and Management of the Guardians investment decisions

Decide investment policy and make investment decisions made by the Board and

Management of the
Guardians
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Mandate

® Mandate (Act of Parliament):

— The Guardians must invest the Fund on a prudent, commercial basis and
must manage it in a manner consistent with:

» Best-practice portfolio management;
« Maximising return without undue risk to the Fund as a whole; and

» Avoiding prejudice to New Zealand's reputation as a responsible member
of the world community.
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Investment approach

We look to utilise the Fund’s liquidity profile, long-term investment
horizon and governance strength

®m We construct a portfolio that balances our highest estimated return with
financial risk === the best likelihood of success

— First capital withdrawals not currently scheduled until 2034-35

— Strong weighting towards growth assets (because we can ride out short-
term volatility)

® Principles and advantages of long-term investment:
— Aclear purpose + long horizon, highly liquid, operationally independent
— Discipline and capacity to stay the course - governance
— Transparency and clear communication with stakeholders

— Focus on best-practice, including environmental, social and governance
(ESG) factors
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Investing in New Zealand

® Ministerial Directive (2009)

— “...that opportunities that would enable the Guardians to increase the allocation of New Zealand
assets in the Fund should be appropriately identified and considered...”

— “This direction is not intended to be inconsistent with the Guardians’ duty to invest the Fund on a
prudent commercial basis, in accordance with section 58 of the Act, and the above paragraph is
subject to that duty.”

m As at 31 December 2018, $5.8 billion was invested in New Zealand, 16.2% of

Funds Under Management - if the Fund had a passive approach to investing it

would hold 0.1% in NZ assets

® The Fund is one of the largest institutional investors in NZ and plays a
significant role in NZ’s capital markets

® Investments include Kiwibank, Datacom, Fidelity Life, NZ Gourmet, Kaingaroa
Timberlands, Metlifecare, NZ dairy farms, housing, NZ equities and (via
external managers) in expansion capital and infrastructure

® Our NZ Direct investment team has set up an Investment Hub to drive
domestic deal flow in NZ by leveraging our experience and advantages — this
includes working towards partnerships with Maori investment organisations
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Investing in New Zealand

As at 30 June 2018 around 2% of the Fund’s $6 billion New Zealand
Investment portfolio was invested in infrastructure.

® Infrastructure is an appealing investment because of its attractive, consistent
returns and yield, defensive characteristics, and diversification benefits.

® In May last year the Fund, together with CDPQ Infra, made an unsolicited
proposal to the Government, offering to invest in the Auckland Light Rail
project.

®m Our preferred procurement model is the Public-Public Investment (PPI) model.

®m PPl is a model where a public investor and the Government form a partnership
to take joint equity interest in a major project. The public investor, in this case
NZSF/CDPQ, assumes end-to-end responsibility for the project and the vast
majority of its risk.

®m We have pitched to be involved in the Government’s KiwiBuild scheme, and
are currently exploring investment opportunities in large scale housing
infrastructure development and modular/pre-fabricated housing.
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Investing in New Zealand

Where we invest o
in New Zealand A

® c0000
: (4]
. . . L 1 J
Over time we have built up a considerable o °¢
portfolio of New Zealand investments, o*
currently valued at $6 billion. ..
LAY
® o
NUMEER OF INVESTMENTS PER SECTOR . ..
Forestry Rural Land Metlifecare @ 000
2 25 =
e . INVESTMENTS BY VALUE
Other Private NZ Equities Infrastructure
o Companies / Active & Passive % 1 @ 00 @ rorestry 32%
4 46 (4] . @ N7 Equities / Active & Passive 27%
@ Other Private Companies 14%
Expa nsion C_apital & ( ] Fixed Income 12%
Private Equity Real Estate PS @ Rucl Land 6%
29 o ® oo @ Wetlifecare 4%
[ ] @ Eipansion Capital +
o Private Equity Real Estate 3%

Correct as at 30 June 2018.

o
The Fixed Income sector has not been included on the map. @ infiastructure 2%
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Benchmarks

We benchmark against best practice industry principles, measures
and relevant global peer funds

Internal measures and External measures Stakeholder engagement
mechanisms

Cost structure By business unit CEM Benchmarking Survey
By investment opportunity  Hay remuneration database
Holistic view of fees

Governance Reference Portfolio Review Independent Reviews ‘04, '09, '14, ‘19 Peer fund enaagement:
Internal Audit (in process) . 3Cs: Com gargi’son '
OAG special performance audit (‘08) collaiborat'?)n and ’co-
SWF GAAP investmenlt
Select Committee Reviews
Performance NZ T Bill rate + 2.7% Performance against both measures  Global expertise
Reference Portfolio + 1.0%  published monthly
Transparency Website Sovereign Wealth Institute’s
Annual Report Transparency Index
OIA
Responsible UNPRI assessments
Investment
Risk Risk Committee Reviews CEM Benchmarking Survey

Risk Registers
Investment Risk Limits
Target Liquidity Level
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Reference + Active = Actual Portfolio

Growth-oriented portfolio, majority
passive, highly diversified

ACTUAL PORTFOLIO - 30/06/2018*

. Global Equities 64.8%
Fixed Income 9.6%

@ Timber 5.7%

. Private Equity 5.3%

'x_:ﬂ' MZ Equities 4%
Other Private Markets 3.3%

REFERENCE PORTFOLIO

@ Developed Markets Equity 65%
Fixed Income 20%

. Emerging Markets Equity 10%

. NZ Equity 5%

. Infrastructure 2.4%

. Property 1.6%
@ Other Public Markets 2.1%

Rural farmland 1.2%

*excludes the impact of any strategic
tilts.
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Performance

Performance as at 31 December 2018 Last 10 years Since inception

Contributions received $2.37 billion $15.88 billion

Returns (after fees and foreign tax, $28.15 billion $27.98 billion
and before NZ tax)

NZ tax (paid) / received* $(5.07) billion $(6.39) billion

Other movements** $0.07 billion $(0.05) billion

Closing Fund balance as at 31 -
December 2018 $37.42 billion

* Tax ‘received’ covers any instances of refunds for overpayment of tax
** Other movements relate to transactions other than tax paid or received e.g. tax expense, movements in reserves
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Performance

This graph shows what has happened to the first dollar invested in the

Fund over time.
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Exceeded 1 1
Reference
Portfolio by
$7.7b
(1.56% pa) | Exceeded
Treasury
Bills by
$21.0b
(5.67% pa)
Total
o Fund
Returns
$27.98b
(9.65%
J pa)

Reference Portfolio return - the best
passive, listed “market” return that would
achieve the Fund’s objectives over time

Treasury Bill return - a measure of the
cost to the Government of contributing to
the Fund instead of paying down debt
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		 		Fund		T-Bill		Long-term Performance Expectation		Reference Portfolio				Fund		T-Bill		T-Bill + 2.5%		Reference Portfolio

		37894		1		1		1		1

		37925		1.00395		1.00421		1.0059615846		1.00745				0.00395		0.00421		0.0059615846		0.00745

		37955		1.0112888745		1.0083011515		1.0117477891		1.0099182525				0.00731		0.004074		0.005751914		0.00245

		37986		1.0269244118		1.012725577		1.0179234342		1.0274403342				0.015461		0.004388		0.0061039373		0.01735

		38017		1.0317468488		1.0168949682		1.0238444791		1.0339645803				0.004696		0.004117		0.0058167881		0.00635

		38046		1.0382870921		1.021205586		1.0297930425		1.0408404448				0.006339		0.004239		0.0058100263		0.00665

		38077		1.0510787891		1.0258510502		1.0361893502		1.0528621519				0.01232		0.004549		0.0062112555		0.01155

		38107		1.0576732574		1.030143211		1.0421762219		1.0595478266				0.006274		0.004184		0.0057777777		0.00635

		38138		1.0587140079		1.0348509654		1.0486347138		1.0614020353				0.000984		0.00457		0.0061971208		0.00175

		38168		1.0768857751		1.0393422186		1.054820339		1.0806664822				0.017164		0.00434		0.0058987416		0.01815

		38199		1.0619935217		1.0444069333		1.0622001656		1.066131518				-0.013829		0.004873		0.0069962877		-0.01345

		38230		1.0620275055		1.0496373232		1.0697481347		1.0662914377				0.000032		0.005008		0.0071059762		0.00015

		38260		1.0837268515		1.054829879		1.0771854583		1.0803131701				0.020432		0.004947		0.0069524062		0.01315

		38291		1.0943473747		1.0604078194		1.0850861536		1.0931148812				0.0098		0.005288		0.007334573		0.01185

		38321		1.1288871665		1.0659982894		1.0929273172		1.1246512455				0.031562		0.005272		0.0072263051		0.02885

		38352		1.1604790739		1.0715969125		1.1008490033		1.1554104571				0.027985		0.005252		0.0072481362		0.02735

		38383		1.1629079566		1.0774081825		1.1089865031		1.1546594403				0.002093		0.005423		0.0073920218		-0.00065

		38411		1.1906875018		1.0828480164		1.1165302914		1.1773484983				0.023888		0.005049		0.0068024167		0.01965

		38442		1.1796200615		1.0885308028		1.1245373942		1.1663402898				-0.009295		0.005248		0.0071714156		-0.00935

		38472		1.1588056655		1.0943598853		1.1326207237		1.1569512505				-0.017645		0.005355		0.0071881376		-0.00805

		38503		1.1995318906		1.100337279		1.1409268211		1.196692526				0.035145		0.005462		0.0073335206		0.03435

		38533		1.2290475723		1.106098645		1.1489414257		1.2304990898				0.024606		0.005236		0.0070246439		0.02825

		38564		1.2695164217		1.1121268826		1.1576426897		1.2717823343				0.032927		0.00545		0.0075732877		0.03355

		38595		1.2788714882		1.1181234707		1.1663110784		1.2741351316				0.007369		0.005392		0.0074879656		0.00185

		38625		1.3113023903		1.1238885153		1.1746602604		1.3017201572				0.025359		0.005156		0.0071586236		0.02165

		38656		1.2786326026		1.1300395572		1.1834890851		1.2688517232				-0.024914		0.005473		0.0075160666		-0.02525

		38686		1.3138333581		1.1359507941		1.1919901219		1.3044430141				0.02753		0.005231		0.0071830293		0.02805

		38717		1.3490112463		1.1426653993		1.2014043386		1.3418153064				0.026775		0.005911		0.0078978983		0.02865

		38748		1.396120068		1.1497122168		1.2111636354		1.3841495793				0.034921		0.006167		0.0081232408		0.03155

		38776		1.4060018059		1.1552135897		1.2190815437		1.3979218677				0.007078		0.004785		0.0065374389		0.00995

		38807		1.4689288227		1.1618595335		1.2284244395		1.4592207416				0.044756		0.005753		0.007663881		0.04385

		38837		1.4881996999		1.1685646249		1.2377500793		1.4654224297				0.013119		0.005771		0.0075915453		0.00425

		38868		1.4448543954		1.1756321037		1.2475308376		1.424610415				-0.029126		0.006048		0.0079020462		-0.02785

		38898		1.4650881364		1.1823743538		1.2568950754		1.446763107				0.014004		0.005735		0.0075062175		0.01555

		38929		1.4763107115		1.1889743675		1.2665798136		1.4598563131				0.00766		0.005582		0.0077052877		0.00905

		38960		1.4780734265		1.1962901268		1.2770254081		1.4685424582				0.001194		0.006153		0.0082470875		0.00595

		38990		1.4911647228		1.2032393761		1.2869953044		1.4853572693				0.008857		0.005809		0.0078071244		0.01145

		39021		1.5227058391		1.2110014733		1.2979153679		1.5209315759				0.021152		0.006451		0.0084849288		0.02395

		39051		1.5484913397		1.2182069321		1.3081576214		1.5500574156				0.016934		0.00595		0.0078913108		0.01915

		39082		1.5733167529		1.2248656512		1.317904765		1.5668755386				0.016032		0.005466		0.0074510467		0.01085

		39113		1.603610967		1.2324879901		1.3286762618		1.6003283313				0.019255		0.006223		0.0081731982		0.02135

		39141		1.5987440077		1.2391347979		1.3381524773		1.5946471657				-0.003035		0.005393		0.0071320725		-0.00355

		39172		1.6204885249		1.2463502798		1.3484914743		1.6100355109				0.013601		0.005823		0.0077263221		0.00965

		39202		1.649360769		1.2537785275		1.3589705583		1.6344275489				0.017817		0.00596		0.0077709679		0.01515

		39233		1.6855955757		1.2614842503		1.3698306944		1.668015035				0.021969		0.006146		0.0079914433		0.02055

		39263		1.6787689136		1.2689446681		1.3803439763		1.6360725471				-0.00405		0.005914		0.0076748768		-0.01915

		39294		1.6589761312		1.2768400419		1.3918553359		1.6131200853				-0.0117900578		0.006222		0.0083394863		-0.014029

		39325		1.6680967069		1.2857574927		1.4044784998		1.6469859284				0.0054977137		0.006984		0.0090693074		0.020994

		39355		1.6908568961		1.2942704931		1.4165674211		1.6762479274				0.0136444062		0.006621		0.0086074093		0.017767

		39386		1.7262874201		1.30194034		1.4278334554		1.7107384047				0.0209541825		0.005926		0.0079530519		0.020576

		39416		1.6657688322		1.3102154728		1.439663627		1.6533551064				-0.0350570752		0.006356		0.0082854002		-0.033543

		39447		1.6623917955		1.318340119		1.4514243867		1.6450288101				-0.0020273141		0.006201		0.0081691025		-0.005036

		39478		1.5751641267		1.3261763326		1.4628713927		1.5630224789				-0.0524711858		0.005944		0.0078867395		-0.049851

		39507		1.5797179293		1.3348535044		1.4750446121		1.5606263654				0.0028910019		0.006543		0.0083214556		-0.001533

		39538		1.568272164		1.3436528587		1.4875393118		1.5544322394				-0.0072454488		0.006592		0.0084707267		-0.003969

		39568		1.6354438722		1.3523516673		1.4998303534		1.6245744398				0.0428316651		0.006474		0.0082626667		0.045124

		39599		1.6624991657		1.3615084404		1.5127138495		1.6455493204				0.016543089		0.006771		0.0085899689		0.012911

		39629		1.5962547907		1.3700450984		1.5248285053		1.558606722				-0.0398462606		0.00627		0.0080085575		-0.052835

		39660		1.5923067801		1.3792545415		1.5383160521		1.5573395748				-0.002473296		0.006722		0.0088452877		-0.000813

		39691		1.5998869032		1.3879203978		1.5511985993		1.5765649318				0.0047604665		0.006283		0.0083744476		0.012345

		39721		1.4722188065		1.3976858057		1.5652004817		1.4644002197				-0.079798201		0.007036		0.0090264924		-0.071145

		39752		1.2735803928		1.4054779041		1.5771105565		1.261137076				-0.1349245186		0.005575		0.0076092967		-0.138803

		39782		1.2095305744		1.4122747952		1.5878085485		1.2034640164				-0.0502911467		0.004836		0.006783286		-0.045731

		39813		1.2272063586		1.4195790805		1.5991756986		1.228358873				0.0146137556		0.005172		0.0071590181		0.020686

		39844		1.1874755024		1.4269992203		1.6106717923		1.1755775206				-0.032375041		0.005227		0.0071887621		-0.042969

		39872		1.1083210094		1.4310333471		1.6180860108		1.0934763622				-0.0666577902		0.002827		0.0046031839		-0.069839

		39903		1.1207173948		1.4343733789		1.6250410384		1.127391625				0.011184833		0.002334		0.0042983053		0.031016

		39933		1.1962761648		1.4386922772		1.6329810816		1.231107145				0.0674200029		0.003011		0.004886057		0.091996

		39964		1.2378170028		1.442218512		1.6401433488		1.2717730762				0.0347251238		0.002451		0.0043860075		0.033032

		39994		1.2428000203		1.4452269798		1.6466249133		1.2741347588				0.0040256496		0.002086		0.003951828		0.001857

		40025		1.3211926631		1.4484353837		1.653776679		1.3514021129				0.0630774393		0.00222		0.0043432877		0.060643

		40056		1.3581615041		1.4518768661		1.6611940037		1.3993322917				0.0279814156		0.002376		0.0044850824		0.035467

		40086		1.3917147261		1.4549954976		1.6681307043		1.4356981393				0.0247048836		0.002148		0.0041757318		0.025988

		40117		1.3886703193		1.4583143424		1.6754083012		1.4201983422				-0.0021875221		0.002281		0.0043627258		-0.010796

		40147		1.4249694739		1.461337428		1.6822361412		1.4538982286				0.0261395049		0.002073		0.004075329		0.023729

		40178		1.4590458411		1.4647072721		1.6895718444		1.4920107168				0.0239137524		0.002306		0.0043606858		0.026214

		40209		1.4302323087		1.4679032634		1.6967094677		1.4601861282				-0.0197482023		0.002182		0.004224516		-0.02133

		40237		1.4570772488		1.4708948502		1.7032758545		1.4871236419				0.0187696362		0.002038		0.0038700714		0.018448

		40268		1.5195190613		1.4739204809		1.7102193769		1.5538196501				0.0428541538		0.002057		0.0040765695		0.044849

		40298		1.5310832137		1.4767621996		1.7168405759		1.5693640619				0.007610403		0.001928		0.0038715495		0.010004

		40329		1.4573241789		1.4798117136		1.7238113097		1.4958252313				-0.0481744128		0.002065		0.0040602103		-0.046859

		40359		1.4348210768		1.4827816957		1.730578646		1.4604609312				-0.0154413839		0.002007		0.0039257988		-0.023642

		40390		1.5030696481		1.48587033		1.7378579577		1.5242626274				0.0475659108		0.002083		0.0042062877		0.043686

		40421		1.4824177438		1.48935321		1.7455974		1.4971459953				-0.0137398186		0.002344		0.0044534378		-0.01779

		40451		1.5729953515		1.4931823371		1.7536224201		1.5833486674				0.0611012706		0.002571		0.0045972915		0.057578

		40482		1.6148559523		1.4969227589		1.7616624435		1.6224557962				0.0266120309		0.002505		0.0045848087		0.024699

		40512		1.6087228489		1.5005527966		1.769455103		1.617229866				-0.003797926		0.002425		0.0044234692		-0.003221

		40543		1.6798348478		1.5043326891		1.7775411933		1.6870553827				0.0442040087		0.002519		0.0045698194		0.043176

		40574		1.7068880419		1.5081762591		1.7857016026		1.7064565196				0.0161046749		0.002555		0.0045908412		0.0115

		40602		1.7581080659		1.5121925324		1.7937079786		1.7424491005				0.0300078404		0.002663		0.0044836024		0.021092

		40633		1.7653503428		1.5160032576		1.8018300543		1.7420779589				0.0041193582		0.00252		0.0045280925		-0.000213

		40663		1.7974901931		1.5192247646		1.8091459109		1.7769665542				0.0182059331		0.002125		0.0040602368		0.020027

		40694		1.8127049853		1.5225564245		1.8167088618		1.7688049468				0.0084644647		0.002193		0.0041803985		-0.004593

		40724		1.7942799078		1.5256624396		1.8238899261		1.7449844506				-0.0101644105		0.00204		0.0039527876		-0.013467

		40755		1.7439041571		1.528742752		1.8314344218		1.7196420414				-0.0280757481		0.002019		0.0041364863		-0.014523

		40786		1.6559617627		1.5321640783		1.8393865908		1.6320830276				-0.0504284562		0.002238		0.0043420441		-0.050917

		40816		1.5951967865		1.5356773305		1.8473240722		1.5469029823				-0.0366946735		0.002293		0.0043152872		-0.052191

		40847		1.7014971635		1.5388177907		1.854940473		1.6501015209				0.0666377828		0.002045		0.004122937		0.066713

		40877		1.6922476367		1.5418646499		1.8623203935		1.6247411107				-0.0054361107		0.00198		0.0039785215		-0.015369

		40908		1.6995816963		1.5448944139		1.8698044599		1.6375586933				0.0043339163		0.001965		0.0040186782		0.007889

		40939		1.7549779693		1.5478868744		1.8772439309		1.7039878992				0.0325940631		0.001937		0.0039787428		0.040566

		40968		1.8201912678		1.5506823581		1.8841987561		1.7665549269				0.0371590411		0.001806		0.0037048063		0.036718

		40999		1.8728378471		1.5535836848		1.891529279		1.7921328757				0.0289236523		0.001871		0.0038905253		0.014479

		41029		1.8567087275		1.5568462106		1.8991670234		1.7826399479				-0.0086121282		0.0021		0.0040378674		-0.005297

		41060		1.7741322015		1.5601342698		1.9069598751		1.6929499842				-0.0444746797		0.002112		0.0041032998		-0.050313

		41090		1.8160410506		1.5630751228		1.9142130681		1.7410331496				0.0236221681		0.001885		0.0038035373		0.028402

		41121		1.8427295899		1.5663106884		1.9222398931		1.7686323844				0.014696		0.00207		0.0041932767		0.0158522167

		41152		1.8928353973		1.5695435536		1.9302626183		1.7993181563				0.0271910798		0.002064		0.0041736337		0.01735

		41182		1.9291635888		1.5724299442		1.9377316597		1.8392576214				0.0191924726		0.001839		0.0038694431		0.022197

		41213		1.9402921056		1.5757414817		1.9458524228		1.8416817629				0.0057685709		0.002106		0.0041908605		0.001318

		41243		1.9792567057		1.578921328		1.9536801485		1.868776585				0.0200818217		0.002018		0.0040227746		0.014712

		41274		2.0253438657		1.5821675902		1.9617192766		1.9069089712				0.0232850847		0.002056		0.004114864		0.020405

		41305		2.1124443595		1.5854838135		1.9698448714		1.9806338859				0.0430052868		0.002096		0.0041420783		0.038662

		41333		2.1401440931		1.5884819634		1.9771883724		2.0066752602				0.0131126453		0.001891		0.003727959		0.013148

		41364		2.1778959238		1.5917367629		1.9852384104		2.0496983778				0.0176398546		0.002049		0.0040714573		0.02144

		41394		2.225297489		1.5949154613		1.993065164		2.101268789				0.0217648441		0.001997		0.0039424754		0.02516

		41425		2.3004376849		1.5979075227		2.0007941627		2.1130989323				0.0337663599		0.001876		0.0038779458		0.00563

		41455		2.2851218621		1.6007565918		2.0082168307		2.0626233381				-0.0066577864		0.001783		0.0037098609		-0.023887

		41486		2.3532252379		1.6035768089		2.0160189344		2.1347117816				0.0298029514		0.0017618026		0.0038850903		0.0349498826

		41517		2.3490702165		1.6068263117		2.0243595953		2.1036401877				-0.0017656709		0.0020264092		0.0041371937		-0.0145554047

		41547		2.3984687259		1.6097558657		2.0321613176		2.1759884554				0.0210289624		0.0018231927		0.0038539212		0.0343919403

		41578		2.487379924		1.6131983569		2.0407440906		2.2498370961				0.0370699844		0.0021385176		0.0042234703		0.0339379745

		41608		2.5287270864		1.6163868537		2.0488706676		2.2779107324				0.0166227772		0.0019765063		0.0039821637		0.0124780751

		41639		2.5536127633		1.6198275906		2.0574512396		2.307143367				0.0098411873		0.0021286593		0.004187952		0.0128330905

		41670		2.5211503462		1.623075654		2.0657900944		2.2701820768				-0.0127123492		0.0020051908		0.0040530024		-0.0160203699

		41698		2.5927630936		1.6262844072		2.0736669858		2.3460262364				0.0284047905		0.0019769585		0.0038130163		0.0334088443

		41729		2.5919665858		1.6296544807		2.0821589075		2.3590849883				-0.0003072042		0.0020722535		0.0040951232		0.0055663282

		41759		2.6285065558		1.633270113		2.0908213441		2.377774884				0.0140973924		0.0022186496		0.0041603148		0.007922519

		41790		2.6961666807		1.6374648556		2.1003478481		2.4279153696				0.0257409002		0.0025683092		0.0045563453		0.0210871458

		41820		2.7275849398		1.6415001382		2.1095367535		2.4642844588				0.0116529365		0.0024643476		0.0043749446		0.0149795539

		41851		2.7485143537		1.6460417605		2.1198524699		2.4605053241				0.00767324		0.0027667511		0.0048900387		-0.0015335627

		41882		2.8156710295		1.6508244731		2.1304780182		2.5228546409				0.0244338094		0.002905584		0.0050123999		0.0253400455

		41912		2.8138629171		1.6554395307		2.1407436196		2.4901978069				-0.0006421604		0.0027956077		0.0048184498		-0.0129443978

		41943		2.8551046797		1.6603104452		2.1514825184		2.5345439947				0.0146566353		0.0029423693		0.0050164339		0.0178082993

		41973		2.9135488486		1.6648596726		2.1616635196		2.5917331311				0.0204700617		0.002739986		0.0047320864		0.022563876

		42004		2.9086450202		1.6697520101		2.1724299498		2.5937866987				-0.0016831118		0.0029385885		0.0049806226		0.000792353

		42035		2.9501389042		1.6746628835		2.183220201		2.6157434566				0.0142657092		0.0029410795		0.0049669041		0.0084651363

		42063		3.0654325989		1.6791044244		2.1929738338		2.721801931				0.0390807682		0.0026522		0.0044675442		0.0405462065

		42094		3.080784358		1.6839566629		2.2036887318		2.7299925663				0.0050080237		0.0028897777		0.0048860127		0.0030092694

		42124		3.1158463683		1.688695482		2.2141133825		2.7573624259				0.0113808713		0.002814098		0.0047305459		0.0100256169

		42155		3.167074348		1.693728058		2.2250600367		2.7830163529				0.0164411122		0.002980156		0.0049440351		0.0093037922

		42185		3.1267674929		1.6985933706		2.2356472478		2.7152359754				-0.0127268421		0.0028725465		0.0047581687		-0.0243550051

		42216		3.1655211907		1.7031038915		2.2466965542		2.7587554638				0.0123941732		0.0026554448		0.00494233		0.0160278844

		42247		3.0292770637		1.7072316112		2.2572420273		2.6171514149				-0.04304003		0.0024236453		0.0046937683		-0.05132896

		42277		2.9598539925		1.7111103856		2.2672949197		2.5601653998				-0.0229173726		0.0022719673		0.0044536174		-0.0217740612

		42308		3.1239512032		1.7147629999		2.2772150704		2.7052458256				0.0554409816		0.0021346456		0.0043753244		0.05666838

		42338		3.1566683548		1.7184943947		2.2870739853		2.7217351018				0.0104730034		0.0021760411		0.0043293736		0.0060952968

		42369		3.0984599052		1.7223107985		2.2972097117		2.6901971357				-0.0184398369		0.0022207834		0.004431744		-0.0115874488

		42400		2.9878289094		1.7259960615		2.307172834		2.5808562013				-0.0357051565		0.0021397201		0.0043370539		-0.0406442089

		42429		2.9565714952		1.72940323		2.3164400853		2.5678376815				-0.010461581		0.0019740303		0.0040167131		-0.0050442639

		42460		3.1133388917		1.7329710043		2.3262485716		2.697221954				0.0530233741		0.0020630089		0.0042342931		0.0503864685

		42490		3.1546104378		1.7357752075		2.3348871394		2.7200818344				0.0132563616		0.0016181478		0.0037135188		0.0084753427

		42521		3.2082317139		1.7388116484		2.3439962977		2.76272273				0.0169977489		0.0017493284		0.003901327		0.0156763282

		42551		3.1859485988		1.7417362673		2.3527933725		2.7523002759				-0.0069456065		0.0016819642		0.0037530242		-0.0037725299

		42582		3.3039207327		1.7450344189		2.3626439313		2.8553556638				0.037028888		0.0018935999		0.0041867505		0.0374433665

		42613		3.3422085702		1.7479472093		2.3719739319		2.8751161969				0.0115886066		0.0016691879		0.003948966		0.0069205155

		42643		3.3625713266		1.7506824644		2.3808900699		2.8855550639				0.0060926049		0.0015648385		0.0037589528		0.0036307635

		42674		3.3640600028		1.7535328562		2.3901357806		2.8596003418				0.0004427196		0.0016281604		0.0038833001		-0.0089947069

		42704		3.4241192321		1.7563037718		2.39910009		2.9023131078				0.017853198		0.0015801903		0.003750544		0.0149366208

		42735		3.5075196981		1.7589307566		2.4080440311		2.960657008				0.0243567646		0.0014957462		0.00372804		0.020102552

		42766		3.5477841036		1.761375107		2.4167412637		2.9997267764				0.0114794524		0.0013896797		0.0036117415		0.013196317

		42794		3.6406780043		1.7636327825		2.4246642036		3.0753754308				0.0261836397		0.0012817687		0.0032783567		0.0252185149

		42825		3.6984260569		1.7659392618		2.4331751799		3.1048727715				0.0158618951		0.0013078002		0.003510167		0.0095914601

		42855		3.7507018845		1.7684584481		2.4417994455		3.1478754618				0.0141346148		0.0014265419		0.0035444491		0.0138500652

		42886		3.7910992895		1.7710429009		2.4506859172		3.188543853				0.0107706254		0.0014614156		0.0036393127		0.0129193139

		42916		3.8449571602		1.773583751		2.459339447		3.2021342116				0.0142063994		0.0014346632		0.0035310644		0.0042622461

		42947		3.9046310222		1.7762868351		2.4687273139		3.2518151737				0.015520033		0.0015240804		0.0038172311		0.0155149531

		42978		3.9416614859		1.778878913		2.477961254		3.2726828439				0.0094837293		0.0014592676		0.0037403645		0.0064172375

		43008		4.0072893496		1.7814583967		2.4869958065		3.327986606				0.016649797		0.0014500614		0.003645962		0.0168986012

		43039		4.1122996314		1.7841360294		2.496348397		3.4091784991				0.0262048164		0.0015030566		0.0037605976		0.0243967007

		43069		4.1536481024		1.7867055428		2.5053691243		3.4476618336				0.0100548294		0.0014402004		0.003613569		0.0112881548

		43100		4.2004033287		1.7892438089		2.5145284626		3.4850404441				0.0112564245		0.0014206404		0.0036558838		0.0108417276

		43131		4.3117588561		1.7917403317		2.5236299014		3.5878573167				0.026510675		0.0013952949		0.003619541		0.029502347

		43159		4.2273048463		1.7940694604		2.5319534519		3.4959252115				-0.0195869047		0.0012999254		0.0032982453		-0.0256231218

		43190		4.1823565034		1.7964629999		2.5409120889		3.4484160759				-0.0106328605		0.0013341398		0.0035382313		-0.0135898604

		43220.5714285714		4.2556687192		1.7990434821		2.5499480263		3.4923402013				0.0175289256		0.0014364238		0.0035561787		0.0127374784

		43251.8571412037		4.291490474		1.8016059791		2.5591409481		3.5303069039				0.0084174209		0.0014243664		0.0036051409		0.0108714216

		43281		4.3229388568		1.8041398779		2.5681122905		3.535657068				0.0073280794		0.0014064667		0.003505607		0.0015154955

		43312		4.4104017236		1.806875107		2.577894835		3.6085989331				0.0202322701		0.0015160848		0.0038092355		0.0206303563

		43343		4.4575123878		1.8093424478		2.5872960525		3.6636272054				0.0106817173		0.0013655292		0.0036468584		0.015249207

		43373		4.4755751037		1.811741998		2.5964108033		3.660377948				0.0040521964		0.0013262002		0.0035228867		-0.0008868963

		43404		4.2590674156		1.8141871371		2.6057804343		3.4438557495				-0.0483753893		0.0013496067		0.0036086859		-0.0591529622

		43434		4.3176707446		1.8165346929		2.6148211734		3.4872546007				0.0137596622		0.0012939987		0.0034694938		0.0126018203

		43464		4.1088548771		1.81917155		2.6244636898		3.2999435848				-0.0483630827		0.0014515864		0.003687639		-0.0537130314
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Cost

CEM (Cost Effectiveness Management) Benchmarking is the global
leader in benchmarking pension and sovereign wealth funds

m CEM’s latest report found our net value-add was above the median of our
peers and costs were below the median — both for the 12 months to December
2017 and over the five year period

® The Fund’s costs as a percentage
of assets have reduced over time

®m This has been driven by a reductior

in manager fees and advisor costs, . .
offset by increased performance
fees and personnel costs (in- I I
sourcing decision making)
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Global peer engagement

m Systematic programme of engagement with peer funds: Compare, collaborate,
co-invest

® Hosted the International Forum of Sovereign Wealth Funds in New Zealand in
November 2016

® These activities are designed to mitigate the distance and scale challenges
inherent in running a (comparatively small) global investment Fund from New
Zealand — ensuring we operate at global best practice standards
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ESG integrated into the investment process

Investment
Selection

Environmental, social and
governance factors,
including climate change,
are integrated into the
investment process

As share owners, we
manage ESG through
collaboration, engagement
and, in some cases,

exclusions Due
Diligence

Ownership

Our performance on ESG is
measured through global
benchmarking
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Climate change is an investment risk

CLIMATE CHANGE INVESTMENT
RISK STRATEGY

GOAL

TARGETS

PRINCIPLES

A portfolio more resilient to climate-
related risks.

By 2020: to reduce the carbon
emission intensity of the Fund by at
least 20%; and reduce the carbon
reserves of the Fund by at least 40%.

1 — Whole portfolio

Manage climate risks and
opportunities of the whole portfolio.

2 — Consistency

Be as consistent as we can across all
investments (listed and unlisted;
active and passive).

O
©

3 — Best tools

Use the full range of tools available @
to us. There is no single solution. \)

WORKSTREAMS

REDUCE
Reduce exposure to fossil fuel reserves
and carbon emissions.

ANALYSE
Incorporate climate change into investment analysis
and decisions.

ENGAGE
Manage climate risks by being an active owner
through voting and engagement.

SEARCH
Actively seek new investment opportunities, for
example in renewable energy.
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Climate strategy implementation

Reduce, Analyse, Engage, Search

® At the end of June 2017 NZ$950 million was moved away from companies with
high exposure to carbon emissions and reserves into companies with lower
carbon risk

®m Based on a bespoke carbon measure for listed equities developed in
partnership with MSCI ESG

® We continue to hold some companies with carbon exposure where they are
engaging and managing the risks

® We may continue active investments in companies with carbon exposure
® Not an exclusions strategy

m Carbon exposure was highly concentrated in a relatively small group of
companies.

®m In 2017/18 our focus turned to reducing the carbon exposure of the Fund’s
actively managed equity holdings. A low carbon approach was implemented
within the Fund’s emerging markets equities mandates.



N NZSUPERFUND

1 Haitiaki Tahua Penihana
Kaumatua o Aotearoa

Outlook

® Over the long term we expect average returns of approximately 8% a yeatr,
based on current portfolio settings

® Fund continues to be strongly weighted to growth assets — we are prepared to
weather short-term volatility for a better long-term return

® The Fund’'s advantages (our endowments) — long-term horizon, known liquidity,
operational independence and Crown ownership — give important advantages
as an investor

m Operationally, we are focused on:
— Fewer, deeper relationships with external investment managers
— Increased direct investment where we have an advantage, including in NZ
— Scalability and efficiency as the Fund continues to grow in size
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In a market downturn

Given the level of market exposure chosen, the Fund may suffer large
financial losses in a market crisis. It is largely unavoidable that a
growth-orientated portfolio such as the Fund will fall in these periods.

®m By taking on the market risk associated with growth assets, the Guardians
accepts the risk that markets may experience sharp drops in value.

® In the event of a market drawdown, the active strategies may add or subtract
value to the Fund.

® However, in return for taking this market risk, the Fund will earn higher returns
in the long-run.

® The Fund is well-placed to wear such losses, as there is no immediate need to
withdraw capital from it. Short-term losses can be treated as “paper losses”
with little long-term ramifications for the Fund’s ability to fulfil its purpose.



\ NZSUPERFUND

, Te Kaitiaki Tahua Penihana

Kaumatua o Aotearoa

Scenario: re-occurence of the GFC

The graph shows the simulated NZ Super Fund performance if the
Global Financial Crisis (GFC) period returns were to reoccur.

VALUE OF 31 INVESTED AT INCEPTION

0

Simulated Fund
Performance in
ccccccccccc

Actual NZ Super Fund
Performance

Sept-03 Sept-05 Sept-07 Sept-09 Sept-11 Sept-13 Sept-15 Sept-17 Sept-19 May-21
Expectation: Expectation: Cumulative Value-Add vs
— Fund — Reference Portfolio — T-bill — T-bill +2.7% -+++ Lower 5% ++= Upper 95% . Reference Portfolio

Note: the Guardians regards this as an “extreme” shock to the portfolio, and only expects such an event to occur once in every 50-

100 year period.
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Scenario: re-occurence of the GFC

From peak to trough (a ten-month period), we estimate the Fund
would lose $20.3bn (-52.6%) in a repeat of the GFC. The notional
Reference Portfolio benchmark would fall by -44.7%.

The Fund expects to recoup any investment losses in a GFC
scenario over a recovery period — although we can’t know how long
this would be

® The GFC was characterised by both an unusually sharp drawdown and rapid
recovery in financial market values — the fund recovered portfolio losses within
20 months

®m This is a relatively rare occurrence; recoveries from significant market crises
can often take longer than this.

®m The Guardians believe that equity markets eventually mean-revert to higher fair
values following transitory periods of crisis.

®m The Guardians believes that short-term losses tend to be temporary and less
material for a long-term investor. This belief relies, however, on stakeholder
support for staying the course through periods of poor performance.



	Guardians of NZ Superannuation and New Zealand Superannuation Fund��2017-18 Review
	Agenda
	Where we fit in – part prefunding Tier 1
	Governance framework
	Mandate
	Investment approach
	Investing in New Zealand
	Investing in New Zealand
	Investing in New Zealand  
	Benchmarks
	Reference + Active = Actual Portfolio
	Performance
	Performance
	Cost 
	Global peer engagement
	ESG integrated into the investment process
	Climate change is an investment risk
	Climate strategy implementation
	Outlook
	In a market downturn
	Scenario: re-occurence of the GFC
	Scenario: re-occurence of the GFC

