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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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NZ Super Fund role and purpose

® The NZ Super Fund exists to ‘'smooth out’ the increasing cost of government-provided
superannuation. By contributing to the Fund out of current taxes, a pool of wealth (the Fund) is
created that can be used to partially pay for superannuation, reducing the need for future generations
of workers to see taxes rise or government spending cuts.

®m At a future date, dependent on the growth of superannuation costs versus that of the economy and
the Fund’s performance, the government of that time will be able to receive funds each year from the
Fund, rather than provide it with funds (contributions). This will help future taxpayers partially cover
the costs of superannuation, which will have risen not just in nominal terms, but more significantly, as
a share of the economy.

Contribution rate graph

% OF NOMINAL GDP

2019 2024 2029 2034 2039 2044 2049 2054 2059 2064 2069 2074 2079 2084 2089 2094 2099 2104 2109

—— Net NZS Expenditure —— Capital Contribution plus Net NZS Expenditure
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Governance framework

® The Guardians of New Zealand 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 NZ Super Fund. The Fund is a 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 1o 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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Mandates

® NZ Super Fund Mandate (Act of Parliament, 2001):

— The Guardians must invest the NZ Super 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.

® Venture Capital Fund Mandate (Act of Parliament, 2019):

— The Guardians must invest the venture capital fund in New Zealand’s venture capital
markets using best-practice investment management that is appropriate for
institutional investment in those markets. It must manage and administer the fund in a
manner consistent with:

« The policy statement; 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 NZ Super Fund’s liquidity profile, long-term
iInvestment 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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COVID-19: Investing in a market downturn

Because of the high number of shares in our portfolio, the Fund is likely to 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  Atthe height of the COVID uncertainty in
February and March last year, the Fund was
down 28%, losing around $13.4 billion in
value.

®  Following this, the Fund experienced the
fastest period of growth since its inception,
making a 53% return since March 2020 (as at
February 2021).

In return for taking on market risk, we expect
the Fund to earn higher returns in the long-run.

In addition, the Fund’s endowments allow it to run
contrarian investment strategies (we buy more
assets as they fall in value). This exacerbates
short-term losses, but as a long-term investor,
market drops are an opportunity for us - we expect
to be rewarded for this over the long-term.

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.

This belief relies, however, on stakeholder support
for staying the course through periods of poor
performance.
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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.”

As at 30 June 2020, the Fund had $7.2 billion invested in New
Zealand.

In the eleven years since we received the Directive, the proportion
of the overall Fund that is invested in New Zealand (in value terms)
has dropped from 21% to 18%. The proportional drop reflects the
strong performance of global equities in recent years, even after
significant new investments in New Zealand.

The Fund is one of the largest institutional investors in New
Zealand and plays a significant role in New Zealand'’s capital
markets

Investments include Kiwibank, Datacom, Fidelity Life, NZ Gourmet,
Kaingaroa Timberlands, Asia Pacific Health Group (APHG), NZ
dairy farms, housing, NZ equities and (via external managers) in
growth capital and infrastructure.

NZ Investments

@ rirmver20%

MNZ Listed Equities 29%
. Fixed Income 16%
. Other Private Companies 15%

Rural Land 6%

Expansion Capital + Private Equity Real Estate
3%

Infrastructure 2%
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Investing in NZ: New mandate — developing
NZ’s venture capital market

- The Elevate NZ Venture Fund consists of $260 million of initial Crown
commitments, expected to reach $300 million over time.

- Guardians oversees NZ Growth Capital Partners (NZGCP) management of
Elevate Fund’s investment into venture capital funds.

NEW ZEALAND
& SUPERANNUATION
— FUND O

NEWZEALAND —+—>  GUARDIANS OF —
GOVERNMENT ib NEW ZEALAND
e SUPERANNUATION

NZ VENTURE FUND

ELEVATE NZ
VENTURE FUND

Managed externally by NZ
Growth Capital Partners through
a fund-of-funds model.

DOUBLE-ARM'S LENGTH ; The Guardians is the Together, the funds are
INDEPENDENCE. Auckland-based manager a pool of assets on the
L& of the funds. Crown balance sheet.
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Elevate NZ Venture Fund - Framework

®m Venture Capital Fund Act 2019

— Purpose: of Elevate NZ Venture Fund a) capital to NZ companies; b) develop NZ
venture capital markets

— Our mandate: to apply best practice investment management appropriate for
institutional investment in context of NZ venture capital markets

— Benchmark: no financial return benchmark
— NZGCP: appointed external manager

— Fund of funds model: NZGCP allocates capital to fund managers who can attract
matching private sector capital; fund managers deploy capital to investee companies

m Market Development: NZGCP tasked with wider market development
m Elevate NZ Venture Fund launched in March 2020
m Legislation supported by Policy Statement

— Sets broad investment parameters to ensure capital deployment aligns with policy
intention

— Elevate NZ Venture Fund capital to be “wholly or substantially” invested in NZ entities
and through NZ connected funds
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Investing in NZ: Developing a model for transformational
infrastructure and urban development projects

New Zealand has an infrastructure and housing deficit and needs unprecedented levels of investment to
ensure our transport, energy, water and housing are fit for success in the 21st century.

We are working on refining an end-to-end investment and delivery model that builds on the Public-
Public Investor (“PPI”) Model that was used for our Auckland Light Rail proposal.

This model will bring together our long-term equity capital and deep local knowledge, alongside local
and central Government and a global network of specialists, to create transformational projects.

Importantly, the returns on our investment will go back into the pockets of New Zealanders while
allowing us to invest significantly in New Zealand’s future growth now.

Crown/Local
Government NZSF and Crown/ Local

identifies 9 Crown/ Local 9 Government

. Government .
infrastructure ives go ahead
need agree outcomes 9 9

“& A\ o0 Ui
g ey

Secures future Benefits
retirement population

( |

Improves

Generates returns :
services

s

| |
\'

P
NZSF/partner(s) manage project from A to Z, in
partnership with relevant Govt Agencies

< |
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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 _
. : o Peer fund engagement:
Internal Audit OAG special performance audit (‘08) i -
SWE GAAP + 3Cs: Com_parlson,
Select Committee Reviews _collaboratlon i) @2-
investment
Performance NZ T Bill rate + 2.8% Performance against both measures .
Reference Portfolio + 1.0%  published monthly Global expertise
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



\ NZSUPERFUND

1e Kaitiaki Tahua Penihana
Kaumalua o Aotearoa

Reference portfolio + active investments = Actual Portfolio

Growth-oriented portfolio, majority passive, highly diversified

Reference Portfolio Actual Portfolio
as at 30 June 2020 as at 30 June 2020

()

. Global Markets 75% . Global Equities 67% Other Private Markets 4%

Fixed Income 20% Bonds 7% ) Other Public Markets 3%
. NZ Equities 5% . Timber 5% . Infrastructure 2%
@ rrivate equity 5% O Real Estate 2%

NZ Equities 4% Rural 1%
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Performance (as at December 2020)

Dec Last 12 Last 5 years Last 10 years Since
2020 months inception

Contributions - - - - -
e $0.18 billion $1.79 billion $4.02 billion $4.02 billion $18.9 billion
Actual Fund
Return 2.96% 9.68% 11.99% 12.50% 10.28%
Reference
Portfolio Return 3.27% 12.62% 11.13% 10.45% 9.14%
Value-Added -0.32% -2.94% 0.85% 2.05% 1.14%
(Actual return less
Reference Portfolio
return)
r'eietf‘vxeéﬁa'd)/ $0 billion $(0.51) bilion  $(2.93) bilion  $(5.90) billion  $(7.42) billion
Closing Fund -

$52.652 billion

balance as at 31
December 2020
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Performance

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

Fund over time.

6
COVID-19
Pandemic l Exceeded
Reference
5 Portfolio
by $8.9
billion
(1.16%
4 pa)
3

Global financial

crisis l

Exceeded
Treasury
Bills by
$33.2
billion
6.65% pa

Total
Fund
Returns
10.26%

pa

Reference Portfolio return - the best

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

0 Treasury Bill return - a measure of the

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 cost to the Government of contributing to
the Fund instead of paying down debt

em—Fnd =—Reference Portfolio e====T-Bi|l| ==—T-Bjll+2.5%
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1.4998303537

1.6624991657

1.6455493204

1.3615084404

1.5127138497

1.5962547907
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1.3700450984
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1.4452269798
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1.3993322917
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1.4356981393
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1.4583143424
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1.4249694739

1.4538982286
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1.4590458411
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1.4573241789
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1.5030696481
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1.7420779589
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1.7688049468
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1.7449844506
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1.8549404729
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1.5418646499

1.8623203936
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1.86980446

1.7549779646
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1.877243931
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1.7665549269
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1.922239893

1.8928359436

1.7993651075
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1.9302709964

1.9291641483

1.8392892004
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1.8417060807
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1.8688055929
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1.9772456678
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2.0008763235
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1.6068279439
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2.0822525013
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1.6332717721
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2.1004422593
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2.8551434875
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2.9135884507
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3.0654731088
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3.1158875341
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2.7830210618
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2.2251600539

3.1268088031

2.7152405695

1.6985950958
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3.165548388
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2.246797544
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2.257343491

2.9598408888
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1.7111121236
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2.7052504028

1.7147647417

2.2773174319

3.156559549

2.721739707

1.7184961402

2.2871767899

3.0983541172

2.6902016876
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2.297312972
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2.3072765421
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2.3165442101
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2.697226518
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2.3263531373

3.1545312705

2.7200864372

1.7357769706

2.3349920934

3.2081466239

2.762727405

1.7388134145

2.3441016612

3.1858716055

2.7523049331

1.7417380364

2.3528991128

3.3038465084

2.8553604956

1.7450361913

2.3627501144

3.3421354314

2.8751210622

1.7479489847

2.3720805344

3.3624978633

2.8855599466

1.7506842425

2.3809970731

3.363986507

2.8596051805

1.7535346372

2.3902431993

3.4240513686

2.9023180189

1.7563055557

2.3992079117

3.5076201493

2.9606620178

1.7589325432

2.4081522389

3.5479605735

2.9997318525

1.7613768961

2.4168498467

3.6410418258

3.0753806348

1.7636345739

2.4247731265

3.6989278033

3.1048780255

1.7659410555

2.4332844851

3.7513104988

3.1478807887

1.7684602443

2.441909138

3.7917905434

3.1885492486

1.7710446997

2.4507960091

3.845658234

3.2021396303

1.7735855524

2.4594499275

3.9053429767

3.2518206765

1.7762886393

2.4688382162

3.9423801924

3.272688382

1.7788807199

2.4780725711

4.0080200225

3.3279922377

1.7814602061

2.4871075294

4.1130494513

3.4091842681

1.7841378416

2.4964605242

4.1544054617

3.4476676678

1.7867073575

2.5054816567

4.2011692132

3.4850463415

1.7892456262

2.5146413902

4.3125450447

3.5878633881

1.7917421516

2.5237432377

4.2280756359

3.4959311274

1.7940712827

2.532067162

4.1831190973

3.4484219113

1.7964648246

2.5410262013

4.2564446806

3.4923461111

1.7990453095

2.5500625445
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3.5303128779

1.8016078091

2.5592558792

4.3237270834

3.5356630511

1.8041417104

2.5682276245

4.4112058978

3.6086050397

1.8068769423

2.5780106083

4.458325152

3.663633405

1.8093442855

2.587412248

4.4763911613

3.6603841422

1.8117438382

2.5965274082

4.2598439962

3.4438615772

1.8141889798

2.6058974434

4.3184580106

3.4880796346

1.816536538

2.6149385884

4.1096040684

3.3007323729

1.8191733977

2.6245815378

4.3247160698

3.4913139897

1.8216147367

2.63394616

4.447094921

3.5829714317

1.8240458796

2.6427263323

4.4901922907

3.6391998493

1.8267495713

2.6524644182

4.6306276033

3.7495626179

1.8292268848

2.6616902723

4.4398209611

3.5940936135

1.8320746635

2.6716334685
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3.7603989597

1.8341407352

2.6802739125

4.6750353688

3.8048585953

1.8365129191

2.6898699208

4.6038658418

3.759382774

1.8387582826

2.6992806032

4.7010991423

3.8177698771

1.8401758413

2.7072838695

4.7799013932

3.8781000945

1.8415383886

2.7154044715

4.8846192726

3.9725134099

1.8426804206

2.7230051041

4.9779923123

4.0513290055

1.8440850922

2.7311872632

4.9543614342

4.0487933943

1.845296872

2.7390875451

4.6845083464

3.8158971728

1.8474102919

2.747909965

4.1099379618

3.3778684824

1.8495522591

2.757169552

4.4462741726

3.6659258893

1.8499255462

2.7636467991

4.6015007523

3.8014106141

1.8502470747

2.7702461353

4.7074945245

3.9039158126

1.8505412075

2.7766077123

4.8329598442

4.0317460712

1.8509833778

2.7838741593

5.0406588579

4.2059285392

1.8514077477

2.7911138981

4.9642914954

4.1276068851

1.8517399262

2.79800231

4.9003126799

4.0676673729

1.8521707268

2.8052516974

5.303371281

4.418183716

1.8525474276

2.812206912

5.460106314

4.5627872522

1.8528726307

2.8192978579

5.4857504834

4.5618897853

1.8532642789

2.8264885



Time Series

		Date		Fund		Reference Portfolio		T-Bill		T-Bill + 2.5%

		2003		1		1		1		1

		31/10/2003		1.00395		1.00745		1.00421		1.0059615846

		30/11/2003		1.0112888745		1.0099182525		1.0083011515		1.0117477892

		31/12/2003		1.0269244118		1.0274403342		1.012725577		1.0179234343

		31/01/2004		1.0317468488		1.0339645803		1.0168949682		1.0238444792

		29/02/2004		1.0382870921		1.0408404448		1.021205586		1.0297930426

		31/03/2004		1.0510787891		1.0528621519		1.0258510502		1.0361893503

		30/04/2004		1.0576732574		1.0595478266		1.030143211		1.042176222

		31/05/2004		1.0587140079		1.0614020353		1.0348509654		1.0486347139

		30/06/2004		1.0768857751		1.0806664822		1.0393422186		1.0548203391

		31/07/2004		1.0619935217		1.066131518		1.0444069333		1.0622001657

		31/08/2004		1.0620275055		1.0662914377		1.0496373232		1.0697481348

		2004		1.0837268515		1.0803131701		1.054829879		1.0771854584

		31/10/2004		1.0943473747		1.0931148812		1.0604078194		1.0850861538

		30/11/2004		1.1288871665		1.1246512455		1.0659982894		1.0929273174

		31/12/2004		1.1604790739		1.1554104571		1.0715969125		1.1008490034

		31/01/2005		1.1629079566		1.1546594403		1.0774081825		1.1089865032

		28/02/2005		1.1906875018		1.1773484983		1.0828480164		1.1165302915

		31/03/2005		1.1796200615		1.1663402898		1.0885308028		1.1245373943

		30/04/2005		1.1588056655		1.1569512505		1.0943598853		1.1326207238

		31/05/2005		1.1995318906		1.196692526		1.100337279		1.1409268212

		30/06/2005		1.2290475723		1.2304990898		1.106098645		1.1489414258

		31/07/2005		1.2695164217		1.2717823343		1.1121268826		1.1576426898

		31/08/2005		1.2788714882		1.2741351316		1.1181234707		1.1663110783

		2005		1.3113023903		1.3017201572		1.1238885153		1.1746602603

		31/10/2005		1.2786326026		1.2688517232		1.1300395572		1.1834890851

		30/11/2005		1.3138333581		1.3044430141		1.1359507941		1.1919901219

		31/12/2005		1.3490112463		1.3418153064		1.1426653993		1.2014043386

		31/01/2006		1.396120068		1.3841495793		1.1497122168		1.2111636354

		28/02/2006		1.4060018059		1.3979218677		1.1552135897		1.2190815436

		31/03/2006		1.4689288227		1.4592207416		1.1618595335		1.2284244395

		30/04/2006		1.4881996999		1.4654224297		1.1685646249		1.2377500793

		31/05/2006		1.4448543954		1.424610415		1.1756321037		1.2475308376

		30/06/2006		1.4650881364		1.446763107		1.1823743538		1.2568950755

		31/07/2006		1.4763107115		1.4598563131		1.1889743675		1.2665798136

		31/08/2006		1.4780734265		1.4685424582		1.1962901268		1.2770254082

		2006		1.4911647228		1.4853572693		1.2032393761		1.2869953044

		31/10/2006		1.5227058391		1.5209315759		1.2110014733		1.2979153679

		30/11/2006		1.5484913397		1.5500574156		1.2182069321		1.3081576215

		31/12/2006		1.5733167529		1.5668755386		1.2248656512		1.317904765

		31/01/2007		1.603610967		1.6003283313		1.2324879901		1.3286762619

		28/02/2007		1.5987440077		1.5946471657		1.2391347979		1.3381524772

		31/03/2007		1.6204885249		1.6100355109		1.2463502798		1.3484914744

		30/04/2007		1.649360769		1.6344275489		1.2537785275		1.3589705584

		31/05/2007		1.6855955757		1.668015035		1.2614842503		1.3698306945

		30/06/2007		1.6787689136		1.6360725471		1.2689446681		1.3803439762

		31/07/2007		1.6589761312		1.6131200853		1.2768400419		1.391855336

		31/08/2007		1.6680967069		1.6469859284		1.2857574927		1.4044784999

		2007		1.6908568961		1.6762479274		1.2942704931		1.4165674213

		31/10/2007		1.7262874201		1.7107384047		1.30194034		1.4278334555

		30/11/2007		1.6657688322		1.6533551064		1.3102154728		1.4396636271

		31/12/2007		1.6623917955		1.6450288101		1.318340119		1.4514243869

		31/01/2008		1.5751641267		1.5630224789		1.3261763326		1.4628713929

		29/02/2008		1.5797179293		1.5606263654		1.3348535044		1.4750446123

		31/03/2008		1.568272164		1.5544322394		1.3436528587		1.4875393121

		30/04/2008		1.6354438722		1.6245744398		1.3523516673		1.4998303537

		31/05/2008		1.6624991657		1.6455493204		1.3615084404		1.5127138497

		30/06/2008		1.5962547907		1.558606722		1.3700450984		1.5248285055

		31/07/2008		1.5923067801		1.5573395748		1.3792545415		1.5383160523

		31/08/2008		1.5998869032		1.5765649318		1.3879203978		1.5511985995

		2008		1.4722188065		1.4644002197		1.3976858057		1.5652004819

		31/10/2008		1.2735803928		1.261137076		1.4054779041		1.5771105567

		30/11/2008		1.2095305744		1.2034640164		1.4122747952		1.5878085486

		31/12/2008		1.2272063586		1.228358873		1.4195790805		1.5991756987

		31/01/2009		1.1874755024		1.1755775206		1.4269992203		1.6106717923

		28/02/2009		1.1083210094		1.0934763622		1.4310333471		1.6180860107

		31/03/2009		1.1207173948		1.127391625		1.4343733789		1.6250410385

		30/04/2009		1.1962761648		1.231107145		1.4386922772		1.6329810816

		31/05/2009		1.2378170028		1.2717730762		1.442218512		1.6401433489

		30/06/2009		1.2428000203		1.2741347588		1.4452269798		1.6466249132

		31/07/2009		1.3211926631		1.3514021129		1.4484353837		1.6537766789

		31/08/2009		1.3581615041		1.3993322917		1.4518768661		1.6611940036

		2009		1.3917147261		1.4356981393		1.4549954976		1.6681307042

		31/10/2009		1.3886703193		1.4201983422		1.4583143424		1.6754083011

		30/11/2009		1.4249694739		1.4538982286		1.461337428		1.6822361412

		31/12/2009		1.4590458411		1.4920107168		1.4647072721		1.6895718444

		31/01/2010		1.4302323087		1.4601861282		1.4679032634		1.6967094677

		28/02/2010		1.4570772488		1.4871236419		1.4708948502		1.7032758545

		31/03/2010		1.5195190613		1.5538196501		1.4739204809		1.7102193768

		30/04/2010		1.5310832137		1.5693640619		1.4767621996		1.7168405758

		31/05/2010		1.4573241789		1.4958252313		1.4798117136		1.7238113096

		30/06/2010		1.4348210768		1.4604609312		1.4827816957		1.7305786459

		31/07/2010		1.5030696481		1.5242626274		1.48587033		1.7378579576

		31/08/2010		1.4824177438		1.4971459953		1.48935321		1.7455973999

		2010		1.5729953515		1.5833486674		1.4931823371		1.7536224199

		31/10/2010		1.6148559523		1.6224557962		1.4969227589		1.7616624433

		30/11/2010		1.6087228489		1.617229866		1.5005527966		1.7694551029

		31/12/2010		1.6798348478		1.6870553827		1.5043326891		1.7775411933

		31/01/2011		1.7068880419		1.7064565196		1.5081762591		1.7857016027

		28/02/2011		1.7581080659		1.7424491005		1.5121925324		1.7937079786

		31/03/2011		1.7653503428		1.7420779589		1.5160032576		1.8018300543

		30/04/2011		1.7974901931		1.7769665542		1.5192247646		1.809145911

		31/05/2011		1.8127049803		1.7688049468		1.5225564245		1.8167088618

		30/06/2011		1.7942799029		1.7449844506		1.5256624396		1.8238899261

		31/07/2011		1.7439041523		1.7196420414		1.528742752		1.8314344218

		31/08/2011		1.6559617582		1.6320830276		1.5321640783		1.8393865908

		2011		1.5951967822		1.5469029823		1.5356773305		1.8473240722

		31/10/2011		1.7014971589		1.6501015209		1.5388177907		1.8549404729

		30/11/2011		1.6922476321		1.6247411107		1.5418646499		1.8623203936

		31/12/2011		1.6995816916		1.6375586933		1.5448944139		1.86980446

		31/01/2012		1.7549779646		1.7039878992		1.5478868744		1.877243931

		29/02/2012		1.8201912628		1.7665549269		1.5506823581		1.884198756

		31/03/2012		1.8728378419		1.7921328757		1.5535836848		1.8915292789

		30/04/2012		1.8567087224		1.7826399479		1.5568462106		1.8991670233

		31/05/2012		1.7741321966		1.6929499842		1.5601342698		1.9069598749

		30/06/2012		1.8160410456		1.7410331496		1.5630751228		1.914213068

		31/07/2012		1.8427301219		1.7686902492		1.5663106712		1.922239893

		31/08/2012		1.8928359436		1.7993651075		1.5695428718		1.9302709964

		2012		1.9291641483		1.8392892004		1.5724300148		1.937748147

		31/10/2012		1.9402926696		1.8417060807		1.5757422694		1.9458772878

		30/11/2012		1.979257282		1.8688055929		1.5789223005		1.9537131211

		31/12/2012		2.0253444567		1.9069181589		1.5821678951		1.9617606274

		31/01/2013		2.1124449757		1.9807402408		1.5854840953		1.9698946

		28/02/2013		2.1401447188		2.006834251		1.5884828464		1.9772456678

		31/03/2013		2.1778965656		2.0498403262		1.5917373496		1.985304084

		30/04/2013		2.2252981404		2.1014422571		1.5949165871		1.9931389453

		31/05/2013		2.3004383572		2.1131826914		1.5979089416		2.0008763235

		30/06/2013		2.2852153423		2.0626268335		1.6007582177		2.0083071009

		31/07/2013		2.3531868678		2.1347154129		1.6035784378		2.0161095553

		31/08/2013		2.3490319149		2.1036437669		1.6068279439		2.024450591

		2013		2.3985034689		2.1759921542		1.6097575009		2.0322526641

		31/10/2013		2.487409084		2.249840922		1.6131999957		2.0408358228

		30/11/2013		2.5287566786		2.2779146161		1.6163884957		2.048962765

		31/12/2013		2.5536426379		2.3071473038		1.6198292362		2.0575437228

		31/01/2014		2.5211798787		2.2701859506		1.6230773029		2.0658829525

		28/02/2014		2.5927936594		2.3460302356		1.6262860593		2.0737601978

		31/03/2014		2.5919997524		2.3590890097		1.6296561362		2.0822525013

		30/04/2014		2.6285422452		2.3777789369		1.6332717721		2.0909153271

		31/05/2014		2.6962041205		2.4279194913		1.637466519		2.1004422593

		30/06/2014		2.7276220144		2.4642886423		1.6415018056		2.1096315779

		31/07/2014		2.7485517126		2.4605095013		1.6460434325		2.119947758

		31/08/2014		2.8157092945		2.522858924		1.65082615		2.1305737839

		2014		2.8139011644		2.4902020346		1.6554412123		2.1408398468

		31/10/2014		2.8551434875		2.5345482977		1.6603121317		2.1515792285

		30/11/2014		2.9135884507		2.5917375311		1.6648613638		2.1617606873

		31/12/2014		2.9086845555		2.5937911022		1.6697537062		2.1725276014

		31/01/2015		2.9501624231		2.6157478974		1.6746645846		2.1833183377

		28/02/2015		3.0654731088		2.7218065508		1.67910613		2.1930724088

		31/03/2015		3.0808250706		2.7299972		1.6839583735		2.2037877883

		30/04/2015		3.1158875341		2.7573671062		1.6886971974		2.2142129076

		31/05/2015		3.1671161907		2.7830210618		1.6937297783		2.2251600539

		30/06/2015		3.1268088031		2.7152405695		1.6985950958		2.2357477407

		31/07/2015		3.165548388		2.7587601316		1.7031056213		2.246797544

		31/08/2015		3.0292700941		2.6171558432		1.7072333453		2.257343491

		2015		2.9598408888		2.5601697317		1.7111121236		2.2673968352

		31/10/2015		3.1238945164		2.7052504028		1.7147647417		2.2773174319

		30/11/2015		3.156559549		2.721739707		1.7184961402		2.2871767899

		31/12/2015		3.0983541172		2.6902016876		1.7223125478		2.297312972

		31/01/2016		2.9877269		2.5808605683		1.7259978147		2.3072765421

		29/02/2016		2.9564704815		2.5678420266		1.7294049867		2.3165442101

		31/03/2016		3.1155410242		2.697226518		1.7329727645		2.3263531373

		30/04/2016		3.1545312705		2.7200864372		1.7357769706		2.3349920934

		31/05/2016		3.2081466239		2.762727405		1.7388134145		2.3441016612

		30/06/2016		3.1858716055		2.7523049331		1.7417380364		2.3528991128

		31/07/2016		3.3038465084		2.8553604956		1.7450361913		2.3627501144

		31/08/2016		3.3421354314		2.8751210622		1.7479489847		2.3720805344

		2016		3.3624978633		2.8855599466		1.7506842425		2.3809970731

		31/10/2016		3.363986507		2.8596051805		1.7535346372		2.3902431993

		30/11/2016		3.4240513686		2.9023180189		1.7563055557		2.3992079117

		31/12/2016		3.5076201493		2.9606620178		1.7589325432		2.4081522389

		31/01/2017		3.5479605735		2.9997318525		1.7613768961		2.4168498467

		28/02/2017		3.6410418258		3.0753806348		1.7636345739		2.4247731265

		31/03/2017		3.6989278033		3.1048780255		1.7659410555		2.4332844851

		30/04/2017		3.7513104988		3.1478807887		1.7684602443		2.441909138

		31/05/2017		3.7917905434		3.1885492486		1.7710446997		2.4507960091

		30/06/2017		3.845658234		3.2021396303		1.7735855524		2.4594499275

		31/07/2017		3.9053429767		3.2518206765		1.7762886393		2.4688382162

		31/08/2017		3.9423801924		3.272688382		1.7788807199		2.4780725711

		2017		4.0080200225		3.3279922377		1.7814602061		2.4871075294

		31/10/2017		4.1130494513		3.4091842681		1.7841378416		2.4964605242

		30/11/2017		4.1544054617		3.4476676678		1.7867073575		2.5054816567

		31/12/2017		4.2011692132		3.4850463415		1.7892456262		2.5146413902

		31/01/2018		4.3125450447		3.5878633881		1.7917421516		2.5237432377

		28/02/2018		4.2280756359		3.4959311274		1.7940712827		2.532067162

		31/03/2018		4.1831190973		3.4484219113		1.7964648246		2.5410262013

		30/04/2018		4.2564446806		3.4923461111		1.7990453095		2.5500625445

		31/05/2018		4.2922729669		3.5303128779		1.8016078091		2.5592558792

		30/06/2018		4.3237270834		3.5356630511		1.8041417104		2.5682276245

		31/07/2018		4.4112058978		3.6086050397		1.8068769423		2.5780106083

		31/08/2018		4.458325152		3.663633405		1.8093442855		2.587412248

		2018		4.4763911613		3.6603841422		1.8117438382		2.5965274082

		31/10/2018		4.2598439962		3.4438615772		1.8141889798		2.6058974434

		30/11/2018		4.3184580106		3.4880796346		1.816536538		2.6149385884

		31/12/2018		4.1096040684		3.3007323729		1.8191733977		2.6245815378

		31/01/2019		4.3247160698		3.4913139897		1.8216147367		2.63394616

		28/02/2019		4.447094921		3.5829714317		1.8240458796		2.6427263323

		31/03/2019		4.4901922907		3.6391998493		1.8267495713		2.6524644182

		30/04/2019		4.6306276033		3.7495626179		1.8292268848		2.6616902723

		31/05/2019		4.4398209611		3.5940936135		1.8320746635		2.6716334685

		30/06/2019		4.627326373		3.7603989597		1.8341407352		2.6802739125

		31/07/2019		4.6750353688		3.8048585953		1.8365129191		2.6898699208

		31/08/2019		4.6038658418		3.759382774		1.8387582826		2.6992806032

		2019		4.7010991423		3.8177698771		1.8401758413		2.7072838695

		31/10/2019		4.7799013932		3.8781000945		1.8415383886		2.7154044715

		30/11/2019		4.8846192726		3.9725134099		1.8426804206		2.7230051041

		31/12/2019		4.9779923123		4.0513290055		1.8440850922		2.7311872632

		31/01/2020		4.9543614342		4.0487933943		1.845296872		2.7390875451

		29/02/2020		4.6845083464		3.8158971728		1.8474102919		2.747909965

		31/03/2020		4.1099379618		3.3778684824		1.8495522591		2.757169552

		30/04/2020		4.4462741726		3.6659258893		1.8499255462		2.7636467991

		31/05/2020		4.6015007523		3.8014106141		1.8502470747		2.7702461353

		30/06/2020		4.7074945245		3.9039158126		1.8505412075		2.7766077123

		31/07/2020		4.8329598442		4.0317460712		1.8509833778		2.7838741593

		31/08/2020		5.0406588579		4.2059285392		1.8514077477		2.7911138981

		2020		4.9642914954		4.1276068851		1.8517399262		2.79800231

		31/10/2020		4.9003126799		4.0676673729		1.8521707268		2.8052516974

		30/11/2020		5.303371281		4.418183716		1.8525474276		2.812206912

		31/12/2020		5.460106314		4.5627872522		1.8528726307		2.8192978579

		31/01/2021		5.4857504834		4.5618897853		1.8532642789		2.8264885
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\ NZSUPERFUND

1e Kaitiaki Tahua Penihana
Kaumalua o Aotearoa

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 over the relevant five-year period

®m The Fund’s costs as a percentage of assets
have red u Ced Ove r ti m e Fund Expenditure as a Percentage of Funds Under Management as at 30 June 2020

1.00% —

®m The Fund is described as “slightly low cost”
because of its implementation style, which
were mostly offset because of higher cost of
services (compared to peers)

0.20% —

0.80%

0.60%

0.00% —
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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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Resetting the Rl Compass

Responsible Investment practice is evolving rapidly, with the development of new tools, data and investment opportunities.
Resetting the Rl Compass is a project to refresh our RI strategy and develop an implementation road map, so continue to
improve our performance and are ably positioned to respond to emerging trends. It is a strategic priority for 2021/22.

RI Compass project goal: To develop an RI strategy that is fit for the future, feasible to implement, and
orientated to maintaining our social license to operate over the medium to long term.

Rl Compass work steams

Emerging Trends & External ESG Performance Positive Investment
Stakeholders
Achieving better ESG performance across Developing a positive investment plan
Understanding the context & the portfolio
expectations Guardians’ definition of Positive
Principles & definition Investment
Emerging trends relevant for the ESG performance in the context of the NZ Positive Investment that supports and
Guardians Super Fund mandate is consistent with the NZ Super Fund
What our peer funds are doing Tools and practice mandate
Engagement with external experts Integration into the investment process How to identify and measure social
External stakeholder engagement Options for an improved ESG performance and environmental impact
Internal engagement framework Options for implementing the PI plan
Options for implementation
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Climate change is an investment risk

As a Fund with a very long horizon, we believe climate change is one of the Fund’s most critical investment risks

and opportunities.

CLIMATE CHANGE INVESTMENT

RISK STRATEGY

GOAL A portfolio more resilient to climate-
related risks.

TARGETS By 2025: to reduce the carbon
emission intensity of the Fund by at
least 40%; and reduce the carbon
reserves of the Fund by at least 80%.

PRINCIPLES 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).

3 — Best tools

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

© 000

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

®  The aim of the NZ Super Fund Climate
Change Investment Strategy is to improve
investment resilience to climate change
risk over the long-term horizon of the Fund.

m  Our strategy also guides us in capturing
opportunities from the transition to a low-
carbon global economy.

®  We believe our strategy is good for the
portfolio and consistent with our mandate
to maximise returns without undue risk.

®  The strategy covers the whole Fund and
implementation is ongoing. We have
focused on the areas where we have the
most control and where risk (transitional
and physical) or opportunity is greatest.

®  One of the core elements of our strategy is

to reduce the carbon intensity of the Fund’s

investments and its exposure to fossil fuel
reserves.

®  We met our 2020 carbon reduction targets
in the 2018/19 financial year. During
2019/20, we set new targets to reduce our
portfolio’s carbon emissions intensity by -
40% and -80% by 2025.

®  In 2020, we published our first report
against the reporting recommendations of
the Taskforce on Climate-related Financial
Disclosures (TCFD). Report a copy here.

@ @ @9

Applied our bespoke
carbon methodology
to our global passive
aquity portfolio
Released our first
carbon footprint

Set carbon reduction
targets for 2020

EMISSIONS
INTENSITY

Target from

2017 to 200 -20% @

EXPOSURE

TO POTENTIAL
EMISSIONS FROM
RESERVES

Target from
0i7to2e2e  -90%

Actual

Introduced carbon
exclusions for some
external manager
equity mandates

127

HActual

Actual

Applied our bespoke
carbon methodology
to the rest of our
active equity mandates

Asked the managers
of our multi-factor
funds to meet our
targets

Implementad an
equity short position
targeting high-carbon
COMpanies

Met our 2020
reduction targets

a year early

Introduced new
carbon-reduction
targets for 2025

*

New targets

Revised our bespoke
carbon methodalogy
to assist us to
achieve these lower
targets in the most
effective way

have greater confidence
that doing so will improve
the Fund's portfolio and
believe more ambitious
targets are appropriate.

While the Fund applies
eact reduction targets to
its physical equity holdings,
the total footprint of the
Fund will vary depending
upon the overall

COmpaos of the Fund'
assets. Im any given year the
footprint may be higher or
lower than the target, but
on average over time we
expect to be in line with it

*Relative to unadjusted
Reference Portfollo benchmark

Actual


https://www.nzsuperfund.nz/assets/Uploads/NZSF-Climate-Change-Report-2020-Final-v2.pdf
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Climate Change - Next steps

m We reapply the carbon reduction methodology to the passive (developed and
emerging) equities portfolio each year.

m We expect to adjust and refine the carbon methodology over time as carbon
measurement tools and data improve.

®m Current priorities are:

o Reduce carbon exposure in our active investment portfolio. We have applied
the carbon methodology to the Fund’s New Zealand active equity mandates
and global equity factor mandates;

o Understand valuation risks in direct investments and work through scenario
analysis;

o Engage with external investment managers and with investee companies.

®m We continue to search for attractive investment opportunities in alternative
energy and transformational infrastructure.

m We report in our Annual Report on progress towards meeting our 2025 targets.
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Outlook

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

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

m Over the very long-term we expect average returns of approximately 7.8% a year, as a result of that
weighting towards growth assets.

m We remain interested in investing in large-scale infrastructure and real estate projects (both in New
Zealand and internationally), which we see as attractive investment opportunities because of their
consistent, competitive returns and yields, and diversification benefits.

® Inrecent years, we have enjoyed strong returns from equities. Part of the reason for this is low
interest rates. However, low interest rates now means we are seeing fewer attractive investment
opportunities going forward. We are taking less active risk in the short-term, which means we expect
less value-add, all other things being equal. This means the returns we expect from the Fund’s
portfolio over the next few years are lower than what they normally would be.

®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
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