v
National Pensions Reserve Fund
Commission

Annual Report and Financial Statements




National Pensions Reserve
Fund Commission

Annual Report and Financial
Statements 2008



National Pensions Reserve Fund Commission Annual Report and Financial Statements 2008

Treasury Building,
N / ' Grand Canal Street, Dublin 2, Ireland.
Telephone: (353 1) 664 0800
Fax: (353 1) 664 0890
National Pensions Reserve Fund

Commission

30 June 2009

Mr. Brian Lenihan, T.D.,
Minister for Finance,
Government Buildings,
Upper Merrion Street,
Dublin 2

Dear Minister,

I have the honour to submit to you the Report and Accounts of the National Pensions Reserve Fund Commission for the year
ended 31 December 2008.

Yours sincerely,
ol m?

Paul Carty,
Chairman




National Pensions Reserve Fund Commission Annual Report and Financial Statements 2008




National Pensions Reserve Fund Commission Annual Report and Financial Statements 2008

Contents

REPORT

From the Chairman 4
Key Figures 5
Fund Overview 6
Investment Strategy 7
Market Review 9
Overall Performance 10
Portfolio Review 12
Directed Investments 17
Risk, Oversight and Controls 19
Responsible Investment 20
Fees and Expenses 23
Fund Governance 25

FINANCIAL STATEMENTS

Commission Members and Other Information 28
Investment Report 29
Statement of Commission’s Responsibilities 31
Statement on the System of Internal Financial Control 32
Report of the Comptroller and Auditor General 34
Accounting Policies 35
Fund Account 37
Net Assets Statement 38
Administration Account 39
Notes to the Accounts 40

PORTFOLIO OF INVESTMENTS

Portfolio of Investments 52

Glossary 84

National Treasury Management Agency — Corporate Information 85




National Pensions Reserve Fund Commission Annual Report and Financial Statements 2008

From the Chairman

The storm that enveloped Clearly a very significant investment in Irish banks was not

financial markets in 2008 as something that was envisaged when the Commission first

the credit crunch escalated formulated its investment strategy. The Commission has

into the most serious been working on the basis of a five-year planning period

financial an nomic crisi . .
ancial and economic crisis and was, in any event, scheduled to conduct a review of

since the 1930s had a severe its long-term investment strategy in 2009 - the last such

impact on the National review being conducted in late 2004. The forthcoming

Pensions Reserve Fund. The review will need to take into account both the significant
Fund’s 2008 performance
of -30.4% reflects the

dramatic falls in the values of

investment in bank preference shares and the tumultuous
financial and economic events over the last 18 months.

However, none of these factors involve any change in the

o equities and other real assets date of first drawdown from the Fund - 2025 - and the
as a result of the crisis. These falls reduced the Fund’s Commission will continue to make strategic decisions
annualised return since its inception in 2001 from 6.1%
at end 2007 to 0.5% at end 2008, effectively erasing the

strong gains made in recent years. Finally I would like to thank my fellow commissioners,

based on a long-term investment horizon.

the members of our advisory committees and the staff of

With no drawdowns before 2025 the National Pensions the NTMA for their commitment and diligence over the

Reserve Fund is a long-term investment project and its last 12 months - a period over which the domestic and

ability to bear short-term volatility was a critical factor international environment within which the National

in framing the Fund’s investment strategy. While the Pensions Reserve Fund operates has changed dramatically.
With the recapitalisation of the banks through the Fund,

the role of the Commission has changed - and changed in a

current crisis is particularly severe, ultimately the Fund’s
performance will be determined by the long-term growth
of the globa? economy, rather than by sharp market way none of us would have foreseen only a year ago. The
MOVEMENLS 1N FESPONSe to extreme events. Commission is committed to playing its part in addressing
Although the focus of recent public attention has the challenges we face as a nation; both in the shorter-term

b

understandably, been on Ireland’s current budgetary by monitoring the taxpayer’s investment to ensure the

difficulties, it remains a fact that higher social welfare stability of our banking system and in the longer-term by

and public service pension costs, due to population helping to secure the sustainability of our public pension

. . . system.

ageing, are going to put very significant pressures on

our public finances in the years ahead, long after our

current difficulties are resolved. The National Pensions

Reserve Fund Commission is very conscious of the serious

responsibilities that have been entrusted to it in helping /é

to address this issue. It is focused on investing the Fund’s e CL‘Q (7
assets in a manner that seeks to achieve a prudent balance

between expected risk and return over the Fund’s long

investment timeframe in order to make a meaningful Paul Carty
contribution to the sustainability of our public pension Chairman
system. 30 June 2009

In March 2009 we saw the first significant change in the
Fund’s legislative framework with the enactment of the
Investment of the National Pensions Reserve Fund and
Miscellaneous Provisions Act, 2009. The Act empowers
the Minister for Finance to direct the Commission to invest
in listed credit institutions or to underwrite share issues

by these institutions. The Minister has used this power

to recapitalise Bank of Ireland and Allied Irish Banks plc
through the Fund.

Recapitalisation of the banks involves the diversion of
Fund assets into specified investments for a period of time
to ensure the long-term sustainability of the banking sector
in Ireland. The Commission is happy to be of whatever
assistance it can in securing this public policy objective.
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2008 was the most challenging year yet
for the National Pensions Reserve Fund,
producing an investment return of -30.4%
and reducing its annualised return since
inception in 2001 to 0.5% compared with
6.1% at end 2007. This compares with a
return to the Fund’s benchmark of -32.8%
in 2008 while the average Irish managed
pension fund recorded a performance of
-34.6% for the year.

The financial crisis of 2008 erased the
gains made by the Fund in recent years. The
Fund’s value at end 2008 was €16.1 billion
while the total Exchequer contribution was
€16.9 billion.

The Fund increased its cash balances and
maintained a cautious approach to equity
investment since the onset of the credit
crisis in 2007. At end 2008 the Fund was
13.3 percentage points underweight its

benchmark equity holding.

During 2008 the Fund exercised its voting
rights at 2,736 shareholder meetings

and engaged with 238 companies on 531
environmental, social and governance (ESG)

issues.

In March and May 2009, the Fund, under
the direction of the Minister for Finance,
invested a total of €7 billion to recapitalise
Bank of Ireland and Allied Irish Banks plc.
The transactions were funded by €4 billion
from the Fund’s existing resources and

by €3 billion from a frontloading of the

Exchequer contributions for 2009 and 2010.

NPRF Annual Performance 2001 to 2008
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NPRF Asset Allocation 31 December 2008

Fund Allocation Benchmark
€m % %
Large Cap Equity 8,916 55.2 64.1
Small Cap Equity 530 3.3 5.0
Emerging Markets Equity 209 1.3 4.0
Private Equity 501 3.1 83
Property 513 3.2 4.4
Commodities 82 0.5 1.5
Bonds 3,521 21.8 15.6
Currency & Asset Allocation
Funds 202 1.3 1.1
Cash 1,668 10.3 1.0
Total 16,142 | 100.0 100.0
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Fund Overview

The National Pensions Reserve Fund was established in
April 2001 under the National Pensions Reserve Fund Act,
2000. Its objective is to meet as much as possible of the
costs of social welfare and public service pensions from
2025 until at least 2055.

Ireland currently has a pay-as-you-go State pension system
— in any one year the costs of social welfare and public
service pensions are paid out of taxation, social insurance
contributions and other Government receipts. This system
works well when there are sufficient people in employment
to meet the costs of pensions for those who have retired.
While this is currently the case in Ireland, this situation
will change as the population ages due to increased life
expectancy and lower birth rates.

The Government’s Green Paper on Pensions, published in
October 2007, sets out how Ireland’s demographic make-
up is set to change dramatically in the coming years. The
population share of those aged 65 and over is expected

to more than double by 2050 from 11% to 28% and we
will move from having six people of working age for every
older person today to two people of working age for every
older person by mid-century.

Projected Old Age Dependency Ratio
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Population ageing will lead to significantly increased State
pension costs as more pensioners have to be supported

by proportionally fewer workers. The Green Paper on
Pensions projects that spending on social welfare and
public service pensions will increase from roughly 5% of
GDP in 2007 to 13% of GDP by 2050. Over two thirds
of this increase can be attributed to the social welfare
component of the pension system, with the public service
element accounting for the remainder. The Green Paper
comments that this is not a sustainable budgetary position
and although alternative projections to those presented

in the Green Paper could be chosen, the broad outcome
would remain the same.

Public Pension Spending Projections (% of GDP)
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With the establishment of the National Pensions Reserve Fund,
the Government is moving from a fully pay-as-you-go to a part
pre-funded public pension system. The Government invests

the equivalent of 1% of GNP in the Fund annually in order to
lessen the cost to future generations of the pensions for today’s
workforce.

No money can be drawn down before 2025 and, from then
on, drawdowns will continue until at least 20535 to support the
pay-as-you-go system under rules to be made by the Minister
for Finance. The Fund will smooth the Exchequer costs arising
from Ireland’s additional pension commitments over a lengthy
period, thus contributing to the long-term sustainability of the
pension system.

It should be emphasised that the Fund is not designed to
provide a complete solution to the budgetary issues posed

by increased pension costs and, even allowing for part pre-
funding, the costs to the Exchequer of public pension provision
are set to increase substantially. However, they will increase in
a more controlled manner and to a lower peak than they would
in the absence of pre-funding. In addition, because Ireland has
more time than most other countries to prepare for the costs of
ageing, relatively modest contributions to the Fund can have a
significant effect.

The Fund is controlled and managed by the National Pensions
Reserve Fund Commission. The Commission’s functions include
the determination and implementation of the Fund’s investment
strategy in accordance with its statutory investment policy. This
policy requires that the Fund be invested so as to secure the
optimal total financial return provided the level of risk to the
moneys held or invested is acceptable to the Commission.

In March and May 2009 the Fund invested a total of €7 billion
in preference shares issued by Bank of Ireland and Allied Irish
Banks plc. These investments were made at the direction of the
Minister for Finance in order to recapitalise these institutions.
The Fund’s statutory investment policy does not apply to
directed investments.

The National Treasury Management Agency (NTMA) has been
appointed the Manager of the Fund until April 2011 and the
Commission is required to perform its functions through the
Manager.
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Investment Strategy

Investing for the Long Run

The Commission’s objective is to maximise returns within
acceptable risk levels and to do so with a clear focus on the
long term given that the purpose of the Fund is to meet as
much as possible of the costs of social welfare and public
service pensions from the year 2025 until at least 20535.

The Commission starts from this principle when framing
the Fund’s strategic asset allocation, which sets out the
proportion of the total Fund to be invested in broad asset
classes such as equities, bonds, property and private equity.
It is this broad asset split that will largely determine the
returns achieved by the Fund over its lifetime.

The Commission’s investment strategy is primarily focused
on building up a diversified portfolio of equities and other
real assets on the basis that - over the long holding period
before significant disbursements are made from the Fund -
such assets will outperform financial assets such as bonds
and cash. Equities and other real assets represent a claim

on the real economy whereas bonds and cash represent a
nominal financial return. Thus, while returns to financial
assets are much less volatile over short time periods, over the
longer term they are likely to be eroded by inflation.

This investment strategy means that in bear market
conditions the Fund will experience negative returns. While
periods of volatility and negative return are factored into the
strategy, the events of 2008 were very extreme. Nevertheless,
a key consideration in formulating the investment strategy
was that if the Fund experienced a very severe market

fall early in its life, as has happened, the Commission

would have the opportunity to invest future cash flow at
much lower and more attractive valuations. This is a very
significant volatility dampener for the Fund.

Target Strategic Asset Allocation

The Fund’s current target strategic asset allocation was
agreed by the Commission during 2004, modified slightly
in 2006, and represents a five-year operating framework

for the Fund to end 2009. As well as investments in
diversified quoted equities (large cap, small cap and
emerging markets) and bonds it includes a significant
allocation to alternative assets: property, private equity and
commodities. The property and private equity allocations
represent “soft” targets to be achieved on a phased basis as
suitable investment opportunities arise and are subject to
prevailing market conditions. As property and private equity
investments are made, the large cap quoted equity and bond
allocations are progressively reduced.

NPRF Asset Allocation
Fund Benchmark Target
Allocation* Portfolio Strategic
31 December | 31 December Asset
2008 2008 | Allocation
(end 2009)
€m % % %
Large Cap Equity 8,916 55.2 64.1 56
Small Cap Equity 530 Sk 5.0 5
E )
e 200 | 1.3 4.0 5
Markets Equity
Private Equity 501 3.1 3.3 10*
Property 513 3.2 4.4 8
Commaodities 82 0.5 1.5 2
Bonds 3,521 21.8 15.6 13
C & Asset
D A 202 | 1.3 11 1
Allocation Funds
Cash 1,668 10.3 1.0 -
Total 16,142 | 100.0 100.0 100

*including a 2% allocation to infrastructure.

The Commission has taken a cautious approach to investing

the quarterly Exchequer contributions to the Fund since

the onset of the credit crisis in 2007 and increased its cash
balances throughout 2008. It has also allowed the bond
allocation to increase as equity markets fell. As a result the

Fund was 13.3 percentage points underweight its benchmark

quoted equity holding at end 2008.

1 Asset allocation is based on amounts allocated to each investment manager and includes cash and other net assets held. Property and private equity valuations also include the

currency hedge.
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Benchmark Portfolio

Under the National Pensions Reserve Fund Act, 2000

the Commission is required to determine appropriate
benchmarks against which the investment return of

the Fund can be assessed. The Fund’s performance is
measured relative to a benchmark portfolio consistent

with its strategic asset allocation. The performance of each
asset class is measured against a defined benchmark
(e.g. the Fund’s eurozone equity investments are measured
against the FTSE All World Eurobloc Index). The Fund’s
overall benchmark return is the sum of the returns to the
benchmarks for each asset class weighted according to
their relative percentage share in the Fund’s strategic

asset allocation.

As the Commission has been transitioning the Fund from
a strategic allocation based solely on quoted investments
to one that also includes non-quoted and illiquid asset
classes, it has adopted a benchmark which moves in a
reasonable and replicable way to the targeted investment
strategy, while also providing an objective standard against
which overall Fund performance can be measured. In
particular, the weightings of property and private equity

in the benchmark are increased each quarter in line with
projected investment in these areas. As these weightings
are increased, the large cap equity and bond weightings

are correspondingly reduced.

The benchmark’s cash allocation reflects the fact that a
small amount of liquidity is required at all times to fund

capital calls from the managers of property and private

equity vehicles in which the Fund has invested.

Developments in 2009

On 30 March 2009 the Minister for Finance directed the
Commission to invest €3.5 billion in preference shares
issued by Bank of Ireland and on 12 May directed the
Commission to invest €3.5 billion in preference shares
issued by Allied Irish Banks plc for the purposes of
recapitalising these institutions. For further information
on these directed investments see pages 17 and 18 of this
Report.

The transactions were funded by €4 billion from the Fund’s
existing resources and by €3 billion from a frontloading

of the Exchequer contributions to the Fund for 2009 and
2010. The €4 billion provided from the Fund’s resources
was financed mainly from the Fund’s cash and liquidation
of its government bond investments with a small portion
coming from equity sales.

Funding of Directed Investments in Financial
Institutions 2009

€ Billion
Fund Cash 1.6
Government Bonds 2.3
Equities 0.1
Exchequer Contribution 3.0
Total 7.0

The Commission will be carrying out its scheduled review of
its long-term investment strategy during 2009. This review
will take into account the significant investment in bank
preference shares. It will also consider the implications of
the financial and economic crisis for the expected risk and
return of the various asset classes in which the Fund might
invest.
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2008 proved to be the most challenging year to date for the
Fund and one of the most difficult periods ever for global
financial markets. The credit storm that began in 2007 reached
a level of intensity that shook the global financial system to its
core and, in the process, fundamentally reshaped the world’s
banking landscape.

Global financial imbalances caused the crisis. During the years
leading up to 2007 saver countries in the Middle and Far East
recycled their wealth to Western spender countries. Eventually
the spender countries became so highly borrowed at the
consumer and institutional level that serious doubt emerged as
to their ability to repay existing obligations, let alone assume
new ones, resulting in a sharp fall in credit quality and capacity.

Banks had packaged large numbers of mortgages and other
loans into securities which relied on anticipated payments on

the underlying loans to satisfy the claims of the security holders.

These securities dropped sharply in value as soon as it became
apparent that the anticipated payments would not occur.

A substantial volume of these securities was owned by banks,
which had to write down their value. Banks require capital

to back any credit advances and the impairment of bank
capital caused by this write down meant that they could not
advance credit at previous volumes until their capital had been
replenished. As a result prime borrowers, including banks
themselves, were soon struggling to obtain credit.

Mounting losses and a dearth of funding options resulted in
bankruptcy, takeover, or large-scale government assistance for
many financial institutions. In the US alone, the crisis brought
down Lehman Brothers, one of the world’s biggest investment
banks. Mortgage companies Fannie Mae and Freddie Mac
survived, along with insurance giant AIG and Citigroup, but
only with substantial US government assistance. A similar
picture of government support of unprecedented magnitude
emerged in Europe.

September and October in particular were difficult months for
markets around the world as the credit crunch tightened its
grip on the financial system. Credit markets, which had already
contracted, largely ceased to function following the September
bankruptcy of Lehman Brothers.

The “TED” spread, the difference between what the US
government and banks pay to borrow for three months, became
a closely-watched measure of risk within the financial system
and climbed sharply to in excess of 4.5% during October.

The “TED” Spread
%
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The dislocation of credit markets meant that banks were
unable to borrow in the interbank market and as a result their
ability to function was seriously impaired. Governments and
central banks responded with deep and co-ordinated interest
rate cuts accompanied by ambitious bank guarantee and
recapitalisation plans in a bid to revive flagging economies and
restore financial stability.

Stock markets were subject to extreme swings in the third
quarter as authorities in the US and Europe grappled with the
crisis. The Dow Jones Industrial Average, one of the world’s
main equity indices, set new records for a single-day point loss
and a single-day point gain within the same two-week span,
and experienced its first ever intraday swing in excess of 1,000

points.

This volatility is captured by the Chicago Board Options
Exchange Volatility Index (VIX) a measure of equity market
volatility based on the prices of options on the US S&P 500
equity index. The VIX began the year at around 16 but soared
to 80 in October, almost double the level recorded in 2001 and
2002.

Volatility Index (VIX)
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With the dramatic deterioration in conditions from the
middle of September onwards the credit crunch escalated

into the most serious financial and economic crisis since the
1930s. While equities bore the brunt of the turmoil, cash and
government bonds were the only major asset classes to emerge
unscathed.

The fallout from the crisis has been spectacular. Across the
world, banks have been forced to turn to governments for
fresh capital to repair balance sheets severely depleted by
massive write downs. For the wider global economy, the

lack of credit availability and efforts by companies and
consumers in the developed world to reduce their debt burden
at the expense of spending have brought recession and rising

unemployment.
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The Fund recorded an investment return of -30.4% in
20082. The Fund’s annualised return since inception was
0.5% at end 2008, down from 6.1% at end 2007. In broad
terms the effect of the financial crisis on the Fund has been
to erase the gains it has made in recent years.

NPRF Performance 2008
Weighted Contribution by Asset Class

In recent years the Commission has pursued a strategy

of steadily diversifying the Fund’s investments beyond its
initial portfolio of large-cap equities and bonds to one that
includes emerging market equities, corporate bonds and
additional asset classes such as property, private equity
and commodities. During 2008, however, even a diversified
portfolio offered little protection against a crisis of such
severity that the stability of the global financial system was
called into question.

Following a difficult first quarter as markets felt the impact

Q%O N ‘HV{;% . 2 of the credit crisis, the dislocation of international credit
?\}f & o ef"&\ k@«\d;\@(( 0§® (\6\‘3‘ markets and falling economic activity, the Fund rallied
o 0&8‘ {(9&"\ Q,é\b Q@é‘ Q@QQ’ Q'«\“& 0‘;\0& 00&& O)(\Q’ in April and May before falling back over the summer as
12 o, markets continued to exhibit concerns about the economic
— —— outlook. The crisis worsened significantly and rapidly from
5 23 08 02 03 08 September onwards. Such was the pace of the deterioration
-10 that for the eight months to end August the Fund had a
15 return of -11% but by late October its decline had widened
20 to -30%.
-25
-30 -27.4 Cumulative NPRF Performance in 2008
55 304
%
0
The Fund’s negative return in 2008 is mainly attributable to =
the performance of its equity investments, which fell sharply
as a consequence of steep declines in global equity markets -10
during the year. 15
Bonds and cash made a positive contribution to the Fund’s 20
overall performance in 2008. Government bond prices
benefited as increasingly risk-averse investors fled from e
other asset classes. The Fund’s unallocated cash is placed -30
on deposit with the Central Bank. While interest rates fell
during the year, the Fund benefited from its overweight cash 3 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov
position.
Property and private equity were severely impacted by the
deterioration in economic conditions and as debt financing The Fund finished 2.4% ahead of its benchmark in
for transactions dried up. Commodities recorded their worst 2008. Tactical asset allocation, where the Commission
annual performance since modern records began as the intentionally alters the asset allocation from the benchmark
global economic slowdown sapped demand for energy and portfolio, was the main contributor to this relative
metals. outperformance. The main decisions taken were to hold
excess cash against equities through the year, to allow this
The Fund’s foreign currency hedging activities had a negative cash position to build up as Exchequer contributions were
impact on performance mainly due to the strength of the received, and to maintain an overweight bond position as
US dollar. The purpose of the hedging strategy is to reduce the Fund’s equity allocation declined with falling equity
the effects of currency fluctuations on the Fund and it is not markets. As a result the Fund was 13.3 percentage points
varied in response to market conditions. The Fund hedges underweight its benchmark equity holding at the end of
50% of non-euro denominated quoted equity exposures 2008.
(other than emerging markets equities which are not hedged)
and its private equity exposure and hedges 100% of its non-
euro denominated property exposure.
2 Fund performance is calculated using time-weighted return - the industry standard for reporting investment performance under the Global Investment Performance Standards (GIPS).

Dec
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NPRF Performance

%
° 2008 Since Inception (annualised)
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Active management also contributed to the relative
outperformance of the Fund’s benchmark in 2008. Active
managers have discretion to vary their holdings away from
their benchmarks in seeking to generate additional return.

NPRF Contributors to Relative Performance
Against Benchmark 2008

Tactical Decisions 2.2%
Manager Performance 0.5%
Fees -0.1%
Property -0.5%
Private Equity 0.3%
Total 2.4%

The performance of the property and private equity portfolios
against their benchmarks should be interpreted with caution.
Because of their illiquid nature, it is difficult to find suitable
benchmarks against which short-term portfolio performance
can be measured. The investment performance of these asset
classes is best evaluated on a longer-term basis.

Overall, the Fund has outperformed its benchmark by 1.4%
on an annualised basis since it was established in April 2001.
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Equities

In the very difficult market conditions that marked 2008,
the Fund continued to maintain the cautious approach to

equity markets it adopted at the onset of the credit crisis
in 2007 with the result that at end 2008 the Fund’s equity
investments were 13.3 percentage points below their

benchmark allocation.

As a large globally diversified investor the Fund holds shares

in over 2,600 companies worldwide. It does not own more

than 1.3% of the shares outstanding of any company and no

single stock accounts for more than 1.2% of the Fund.

NPRF Equity Weightings
% of Total Fund 31 December 2008
Fund
Allocation Benchmark
% %
Total Large Cap Eurozone 27.0 32.1
Large Cap North America | 18.2 20.6
Large Cap Europe
8 i 4 5.1 5.7
(non-eurozone)
Large Cap Japan 3.2 3.6
Large Cap Pacific Basin 1.7 2.1
Total Large Cap
28.2 32.0
Non-Eurozone
Small Cap 3.3 5.0
Emerging Markets 1.3 4.0
Total 59.8 73.1

While the Fund’s equity investments are predominantly in

large cap companies in the eurozone and other developed

markets, the Commission has also made allocations to small

cap and emerging markets equities. Half of the Fund’s large

cap allocation is to the eurozone. Allocations to other large

cap markets are on the basis of market weightings and are

adjusted quarterly in the light of market movements. While

the Commission awarded three new emerging markets

investment management contracts in 2008 to enable the

implementation of its strategic emerging markets allocation,

it deferred funding these managers in view of market

conditions.

The Fund’s equity investment return in 2008 was -39.5%

(contributing -27.4% at overall Fund level).

Returns to NPRF Equity Indices 2008
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The equity market fall was global and the consequences

were felt across the Fund’s equity portfolio. Most major
international stock market indices recorded annual declines in
the region of 40%. Emerging markets, which were particularly
vulnerable to the weakening global economy and falling
commodity prices, suffered even steeper falls.

Equity Sector Performance 2008
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Financial and banking stocks bore the brunt of the fallout
from the credit crisis but all sectors were affected by the
resulting sharp contraction in economic growth. Defensive
sectors such as healthcare and consumer staples did best.
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NPRF Mandates and Managers
31 December 2008

The Fund’s strategic asset allocation is broken down

for investment purposes into a number of investment
mandates. In most cases the Commission has outsourced
the management of these mandates to specialist investment
management institutions.

Mandates are managed within guidelines and parameters
set down by the Commission. Tactical and stock level
investment decisions are delegated to the individual
managers. Investment mandates may be passive (where the
manager’s target is to reproduce the return of a specified
market index) or active (where the manager’s target is to
outperform a specified market index).

Passive management represents an extremely cost effective
way of achieving market index returns and 63% of the

Fund’s quoted equity allocation was passively managed at
end 2008.

Active managers are engaged where there is a reasonable
expectation that they can add value over and above any
extra costs incurred and the Commission’s approach is to
channel active management risk into those areas most likely
to lead to additional return.

The Fund’s multi-manager investment approach allows for
diversification so that the Fund’s performance is not overly
dependent on the performance of any one manager or
investment style.

PASSIVE EQUITY

Index Managers
Barclays Global Investors
Bank of Ireland Asset Management/State Street Global
Advisors

North American Enhanced
Index

Invesco Asset
Management

Japan

Daiwa SB Investments

Pacific Basin

Schroder Investment
Management

EAFE Small Cap

Acadian Asset
Management

EAFE Small Cap

Axa Rosenberg
Investment Management

Global Emerging Markets

Alliance Bernstein**

Global Emerging Markets

Emerging Markets
Management**

Global Emerging Markets

Batterymarch Financial
Management

Global Emerging Markets

Pioneer Investment
Management

Global Emerging Markets

Principal Global Investors
(Europe)

BONDS

Mandate

Manager

Eurozone Government
and other Bonds

National Treasury
Management Agency

Active Eurozone Government

Irish Life Investment

Managers
Active Eurozone Corporate DB Advisors
CURRENCY
Mandate Manager
Passive National Treasury

Management Agency

Active Funds**

Goldman Sachs Asset Management**

BNY Mellon Asset Management**

JP Morgan Asset Management**

GLOBAL TACTICAL ASSET ALLOCATION

U.S. Large Cap
ACTIVE EQUITY

Barclays Global Investors

Mandate Manager

Oechsle International
Pan Europe .

Advisors
Pan Europe Putnam Investments
Global RCM

Generation Investment
Global

Management* *

Goldman Sachs
Asset Management
International

Lord, Abbett & Co.

North American Growth

North American Value

Index Plus Funds* Manager
AIG Global Investment Bridgewater Associates**
U.S. Large Cap Group

TRANSITION MANAGERS***

Citigroup Global Markets

Nomura International

State Street Bank Europe

* The index plus products are designed to provide the Fund with
the total return on the index with upside that can be either fixed
or based on a participation in designated proprietary trading

strategies.

** |Investment is through pooled funds in which other investors also

participate.

*** Transition managers specialise in carrying out large blocks of
trades in the market on behalf of institutional investors in order
to minimise the costs and portfolio risk arising from such trades.
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Bonds German 10-Year Government Bond Yield 2008

%
The Fund invests in both government and corporate bonds,

all of which are denominated in euro. The Commission is 48
prohibited under the National Pensions Reserve Fund Act, 4.6
2000 from investing in Irish Government bonds. Reflecting 4.4
the bond allocation’s strategic role in the portfolio of 4.2
diversifying risk and reducing volatility, all of the Fund’s 2.0
investments are in higher quality investment grade bonds. 38
3.6
e A
NPRF Bond Weightings 2008 3
3.2
Fund Allocation Benchmark 3.0
% % 2.8
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Eurozone S oo
Government 14.5 13.6 ouree: Bloombers
Bonds ) S
Growing default fears and liquidity problems led to
Eurozone 29 2.0 contrasting fortunes for government and corporate
Corporate Bonds securities during 2008. While the quest for safety and
Private liquidity boosted demand for government-issued securities,
ElErEmERS 5.1 0.0 many investors shied away from even investment-grade
corporate debt, sending the spread, or difference in yield,
Total 21.8 15.6 over government securities to very high levels. The spread

During 2008 the Commission allowed the Fund’s bond
allocation to increase as equity markets fell. As a result the
Fund was 6.2 percentage points overweight its benchmark
bond holding at end 2008.

The private placements are investments which are not
generally traded in the markets and the intention is to
hold them to maturity. They offer enhanced return over
government bonds. These investments are in securities
issued by Irish financial institutions, over half of which
is in well-collateralised instruments backed by residential
mortgages, and in an infrastructural bond issued by the
Dublin Airport Authority.

The Fund’s bond investment return in 2008 was 6.4%
(contributing 1.2% at overall Fund level). The inflationary
pressures present in the first half of 2008 abated
dramatically from midyear onwards as the scale of global
economic slowdown became apparent. Risk aversion and
a resulting flight to perceived quality produced dramatic
rises in government bond prices and pushed yields down
to multi-decade lows?. The yield on the German 10-year
benchmark government bond, having started the year at
4.3%, had dipped below 3.0% at year end.

between eurozone government and corporate bond indices
increased from 0.78% at the start of the year to 3.43% by
year end.

Cash, Commodities and Currency and Asset
Allocation Funds

The Fund’s benchmark cash holding is 1%. However, the
Commission’s cautious approach to committing new money
to the markets since the onset of the credit crisis meant that
by end 2008 the accumulated cash balances equalled 10.3%
of the Fund’s assets. The Fund’s cash is placed on deposit
with the Central Bank.

The Commission has accessed the commodities market
through the purchase of certificates which provide a

return based on a commodities index (the S&P GSCI™).
The commodities programme returned -44.1% in 2008
(contributing -0.3% at overall Fund level) as commodity
prices were severely affected by the global economic crisis.
The Commission reduced the Fund’s commodities allocation
through the year, as its commodities certificates matured, in
light of market conditions and its allocation fell from 1.3%
at the start of the year to 0.5% at year end.

3 There is an inverse relationship between a bond’s yield and its price. Bonds are issued at a particular face value and nominal yield - e.g. €100 and 5%. Should interest rates in the

market subsequently move to less than 5% the price of the bond will increase above €100 so that the actual yield on the bond is reduced to the market rate.
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The Commission has invested in three currency funds and
one global tactical asset allocation fund. These funds aim to
generate returns in all market conditions by identifying and
exploiting price inefficiencies among currencies and other
asset classes. These investments returned -15.8% in 2008
(contributing -0.2% at overall Fund level). Performance
volatility is a characteristic of investment in these funds
with returns varying widely between individual funds and
from year to year. The effect on the Fund’s overall return is
controlled by making a small allocation to these investments
(1.3% of the total Fund at end 2008).

Property

At end December 2008, property commitments comprised
7.2% of the overall Fund with property investments
representing 3.2%*of the overall Fund. Property
commitments are drawn down by managers on a phased
basis as they identify suitable investment opportunities.

The property portfolio is well diversified by geographic
region, sector and investment manager. On a geographic
basis the Fund is targeting a property allocation of 50%
to Europe, 35% to North America and 15% to Asia. On a
commitment basis, the portfolio was broadly in line with
this target allocation at end 2008.

NPRF Property Commitments 31 December 2008

45% Europe

North America

The Fund’s property investment return was -47.1% in 2008
(contributing -2.3% at overall Fund level). As a result of
the credit crisis 2008 was an extremely difficult year for
property with values down in all markets and sectors and
lending markets almost entirely shut down. The recession
is also having a severe impact on the occupier market with
rents declining and vacancies increasing.

The Fund reduced the pace of commitments to property
in early 2007 in view of market conditions. However,
the dislocation of global property markets should result
in opportunities to acquire high quality assets at more
favourable prices in a less competitive market.

At the end of 2008 the Fund had investments in 26
property investment vehicles across 19 managers. A
full list of these investments is set out on page 82 of the
Portfolio of Investments appended to this Report. In
addition, the Fund has invested in the US and UK listed
property markets through its passive equity managers.

Features of NPRF Property & Private Equity
Investment Programmes

The NPRF’s property and private equity programmes
principally comprise a portfolio of indirect investment
vehicles, typically structured as limited partnerships,
which acquire physical buildings or companies relevant
to the specific property or private equity strategy being
pursued e.g. a US office property fund will acquire office

investments in the major US metropolitan areas.

These vehicles are generally constituted in such a

way that the NPRF is an arms length investor with

no involvement in the day to day management of the
investment. The vehicles are usually closed end with a
fixed life of around eight to 10 years. A general partner
is responsible for the implementation of strategy while
the NPRF, as a limited partner, receives regular reports
on how the investment is performing. The NPRF may be
represented on the advisory board of the investment
vehicle.

Investments are generally undertaken on a commitment
basis i.e. the NPRF commits a certain amount of money
that can be called over a defined period, generally three to
five years.

Private Equity

At end December 2008, private equity commitments
comprised 9.3% of the overall Fund with private
equity investments representing 3.1%?° of the overall
Fund. Private equity commitments are drawn down by
managers on a phased basis as they identify suitable
investment opportunities.

The private equity portfolio is diversified by both
investment type and region. On a commitment basis,
the portfolio is split 67% to managers specialising in
buyout deals, 13% to managers specialising in venture
capital and 20% to managers specialising in other
investment categories.

On a geographic basis the portfolio can be classified
into five major groupings: global funds, US-only funds,
US and Europe funds, Pan-European funds and Ireland
funds.

4,5 Includes cash and currency hedge
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NPRF Private Equity Commitments
31 December 2008

Pan European
Global

Ireland

us US and Europe

The allocation to Ireland comprises four commitments
made to Irish venture capital funds raised in 2007 and
2008.

The Fund’s private equity investment return was -19.3%
in 2008 (contributing -0.8% at overall Fund level).

The private equity industry was seriously affected by the
turmoil in the capital markets in 2007 and 2008. The
severity of the credit crisis and the resulting liquidity
constraints, combined with the deterioration in business
and consumer confidence, has resulted in an extremely
difficult global business environment. The 31 December
2008 valuations reflect the fall in comparable price-to-
earnings valuation multiples in the public markets and the
weak economic outlook.

The drawdown of committed capital by private equity
managers on a phased basis means that the underlying
investments are acquired at different stages of the
economic cycle. At end 2008, 55% of the Fund’s private
equity commitments remained undrawn and spread across
a diversified portfolio of managers. As a result, the Fund’s
private equity portfolio is relatively well positioned to
capitalise on the more favourable acquisitions market
expected over the next three to four years.

At end 2008 the Fund had investments in 39 private
equity investment vehicles across 26 private equity firms.
A full list of these investments is set out on page 82 of the
Portfolio of Investments appended to this Report.
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Directed Investments

Background and Main Features of Investments

On 30 March 2009 the Minister for Finance directed the
Commission to invest €3.5 billion in preference shares
issued by Bank of Ireland and on 12 May 2009 directed
the Commission to invest €3.5 billion in preference shares
issued by Allied Irish Banks plc (AIB). The investments
followed intensive discussions between the Government
and Bank of Ireland and AIB with a view to securing

the position of these two banks. As a result of these
discussions, the Government decided on a comprehensive
recapitalisation package to reinforce the stability of the
Irish financial system, increase confidence in the banking
system in Ireland, and facilitate the banks involved in
lending to the economy.

The preference share investments form part of the National
Pensions Reserve Fund and any income or capital gains
from these assets will accrue to the Fund. The directed
investments do not involve any change in the date of first
drawdown from the Fund - 2025.

The investments comprise part of each bank’s core Tier 1
Capital. Banks are required to hold a minimum of 8% of
total risk weighted assets as Tier 1 and Tier 2 Capital with
Tier 1 Capital accounting for at least 4% of risk weighted
assets. Tier 1 Capital includes ordinary shares, retained
earnings and other long-term securities subordinate to all
other claims on the bank. Tier 2 Capital comprises long-
term capital (normally debt) which is subordinate to all
other claims on the bank - other than Tier 1 Capital.

Preference shares are a type of share capital which confers
particular rights, including priority payment of any
dividend. The Fund’s Bank of Ireland and AIB preference
shares rank pari passu (equivalent) to ordinary shares in
liquidation and the annual dividend ranks pari passu with
dividend claims of other preference shares.

The main features of the investments are as follows:

0O The Fund has invested in perpetual preference shares
with an annual non-cumulative fixed dividend of
8% payable in cash or, in the case of non-payment
by either bank of the cash dividend, ordinary shares
in lieu. These preference shares can be repurchased
at par up to the fifth anniversary of the issue and at
125% of face value thereafter.

O  The Minister for Finance can appoint, in total, 25%
of the directors to both banks.

O  The Fund receives 25% of total ordinary voting
rights in respect of change of control and board
appointments.

O  Warrants issued with, but detachable from, the
preference shares give an option to purchase up
to 25% of the ordinary share capital of each bank
existing on the date of issue of the preference shares.
The strike price of the warrants exercisable by the
Fund for the first 15% of the ordinary share capital
is €0.975 for AIB and €0.52 for Bank of Ireland.
The strike price of the balance of the warrants is
€0.375 for AIB and €0.20 for Bank of Ireland. The
warrants are exercisable at any time from the fifth to
tenth anniversary of issue of the preference shares or
immediately prior to any takeover or merger of the
bank concerned, whichever is earlier.

O  If either bank redeems up to €1.5 billion of the
Fund’s investment in preference shares from privately
sourced core Tier 1 Capital prior to 31 December
2009, then the warrants will be reduced pro rata
to that redemption to an amount representing not
less than 15% of the ordinary shares of the bank
concerned.

Statutory Basis of Directed Investments and
Commission Responsibilities

The Investment of the National Pensions Reserve Fund
and Miscellaneous Provisions Act, 2009 makes the
necessary legislative changes to the National Pensions
Reserve Fund Act, 2000 to enable the Fund to be used
for the purposes of bank recapitalisation. It empowers
the Minister for Finance to direct the Commission to
invest in listed credit institutions or to underwrite share
issues by these institutions (directed investments) where,
having consulted the Governor of the Central Bank and
the Financial Regulator, he decides such a direction is
required, in the public interest, for either or both of the
following purposes -

a) to remedy a serious disturbance in the economy of the
State;

b) to prevent potential serious damage to the financial
system in the State and ensure the continued stability
of that system.

The Act provides the Minister with power to give
directions to the Commission with regard to the
management and disposal of any directed investments.

It amends Section 19 of the National Pensions Reserve
Fund Act, 2000 to disapply the Fund’s statutory
investment policy (to seek the optimal financial return
provided the level of risk is acceptable to the Commission)
from the Fund’s directed investments.
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The Act also provides that the Commission shall, when
requested by the Minister for Finance, advise him on
any matter about which he proposes to give a direction.
Under this provision, the Commission, at the request of
the Minister, had comprehensive legal and financial due
diligence carried out on Bank of Ireland and AIB.

The due diligence exercises were completed and the results
forwarded to the Minister in March 2009 in relation

to Bank of Ireland and May 2009 in relation to AIB.

The commercial due diligence involved stress testing

the adequacy of each bank’s capital under a number of
scenarios.

The Minister’s directions assign a number of ongoing
functions with regard to the directed investments to
the Commission. The Commission’s ongoing functions
in relation to these investments can be summarised as
follows:

(i) The subscription agreements for the preference shares
contain post-completion covenants or undertakings by
the banks as part of the recapitalisation package. The
Commission is responsible for monitoring compliance
by the banks with the terms and conditions of a
number of these post-completion covenants, informing
the Minister of any non-compliance with them;
and advising the Minister, as may be requested, on
remedial actions that might be taken by each bank.
The post-completion covenants monitored by the
Commission relate principally to remuneration and
fees. The Commission may not agree any changes
requested by the banks to remuneration, pension and
termination compensation arrangements pursuant to
the subscription agreements without consulting the
Minister.

(ii) The Commission is responsible for oversight of the
directed investments and monitoring the financial
condition of the banks.

(iii) The Commission is required to report to the Minister
on a quarterly basis on all material issues arising from
its analysis of the banks’ financial condition, business
plans and compliance with the post-completion
covenants.

(iv) The Commission is required to notify the Minister
in advance of all corporate actions, meetings or
other exercise of any voting or other rights it has as
shareholder and to vote or otherwise exercise those
shareholder rights in accordance with the Minister’s
specific or general instructions.

With regard to the exercise of shareholder rights, it should
be noted that the Commission also has voting rights in
Bank of Ireland and AIB arising from its non-directed
equity investments in these institutions. For consistency, it
has decided to exercise these rights in the same manner as
the Minister’s instructions regarding the exercise of rights
arising from its directed investments.
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Risk, Oversight and Controls

Market Risk

The primary source of risk to the Fund is the amount of
absolute market risk inherent in the Fund’s strategic asset
or benchmark allocation. Market risk includes fluctuations
in equity, bond and property prices and foreign exchange
movements. While the Commission has endeavoured to
maximise potential return while keeping volatility within
reasonable limits by diversifying the Fund’s investments
across a range of asset classes, market volatility was
extremely high in 2008 and steep falls were experienced
across most asset classes.

Relative market risk arises from the performance of

the Fund’s investment managers and any tactical asset
allocation decisions taken by the Commission. The
Commission has chosen to take a limited degree of risk

in these areas. The risk of deviation of the Fund’s actual
return from the benchmark return arising from relative
market risk is measured by tracking error which is the
expected standard deviation of the performance difference
between the actual Fund and the benchmark portfolio.

Standard deviation is a statistical concept which reflects
variation of return. Up to 2008 the Fund’s overall

tracking error limit was 1.25%. This means that annual
Fund performance was expected to be within 1.25% of
benchmark performance approximately two thirds of

the time. During 2008 the Commission progressively
increased the Fund’s downside tracking error limit to
2.75%, increasing its flexibility to reduce relative risk
below benchmark levels and enabling it to hold substantial
overweight cash and bond positions against equities.

The Fund’s overall tracking error is allocated between
individual investment managers and to tactical asset
allocation decisions through a risk budgeting process.

The higher the tracking error allocated to a manager, the
greater the flexibility accorded to the manager in departing
from the benchmark portfolio. For example, the Fund’s
active equity managers typically have a risk budget of

6%, which means annual manager performance would be
expected to be within 6% of benchmark performance two
thirds of the time.

The NTMA monitors the Fund’s tracking error at both
Fund level and individual manager portfolio level on a
daily basis.

Operational Risk

Operational risk arises in the implementation of the Fund’s
investment strategy. The Commission’s aim is to minimise
operational risk. To this end the NTMA has installed
information technology systems and developed detailed
control procedures in line with industry best practice.
These controls are regularly reviewed to ensure that they
address and remain appropriate to the risks to which the
Fund is exposed. The implementation of the controls is
monitored by the NTMA’s Internal Control Unit. This

work is supplemented by an external firm, currently
PricewaterhouseCoopers, which performs internal audit
work. The Internal Control Unit and the external firm are
required to draw attention to any deficiencies in controls
or instances where they believe controls should be
strengthened in line with best international practice and
make appropriate recommendations for change.

The Commission’s Audit Committee is actively involved in
the controls process. Designated senior personnel within
the NTMA are required to make a series of standard
written reports to each Audit Committee meeting setting
out details of any breaches of controls and any other
control issues which may have arisen. Each year, the
Committee considers the NTMA’s risk review as well as
the results of the audits carried out by the NTMA Internal
Control Unit, the external firm and the Fund’s statutory
external auditor, the Comptroller and Auditor General.

Global Custodian

The Fund’s global custodian, BNY Mellon, is responsible
for transaction settlement (the delivery of cash or
securities in respect of purchases/sales of the Fund’s
assets) and, in most cases, the holding of the Fund’s assets
independently of the investment managers. An essential
part of the service is the maintenance of accurate records
and the issuance of reports to the Fund and certificates to
auditors confirming the details of assets in custody. Data
supplied electronically every day by the custodian is used
to generate the Fund’s valuations and risk and control
reports.

The custodian’s functions also include the collection of
income and dividends on assets, tax reclaims due to the
Fund and the provision of a comprehensive range of
financial accounting reports.

The Fund’s property and private equity investments

and its investments in pooled funds are not held by the
global custodian. The Fund’s property and private equity
investments are mainly structured as limited partnerships,
in which the Fund is a limited partner. The Fund’s
holdings in pooled investment funds, certain property unit
trusts and structured equity products are registered in

the name of the Fund with the relevant transfer agent or
trustee. In respect of the Fund’s assets managed within a
US Trust by AIG Global Investment Group, the Fund has
appointed La Salle Global Trust Services as trustee of the
assets and Goldman Sachs acts as prime broker in respect
of certain Trust assets.
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Responsible Investment

The Commission recognises that the way in which at 1,127 of those meetings. Hermes voted with management
companies manage environmental, social and governance by exception® at 20 meetings and abstained at 44 meetings.
(ESG) factors can affect their long-term performance and it It supported management on all resolutions at the remaining
has taken steps to integrate these factors into its ownership 1,545 meetings.

and investment decision making practices. It has adopted

a formal Responsible Investment Policy and is a founder Hermes will generally support the recommendations of a

signatory to the UN-sponsored Principles for Responsible company’s board unless it has a good reason not to do so.

. . The i n which Herm inst management or
Investment (PRI). As signatories, investors undertake to be e issues on which Hermes voted against management o

. . . . . . abstained on resolutions are shown in the table below.
active owners, to integrate ESG issues into their ownership
and investment decision-making practices, and to report on
their progress. Issues where Fund voted against management or

abstained in 2008
The Responsible Investment Policy is published on the

Fund’s website at www.nprf.ie. Details of the PRI are

available at www.unpri.org. Board structure
Remuneration

The Commission appointed Hermes Equity Ownership
Services (EOS) in July 2007 to execute proxy votes on

the Fund’s behalf and to engage with companies on

environmental, social and governance issues across its global Shareholder Capital structure

7%
equity portfolio, which comprises investments in some resolution
2,600 public companies. The Hermes approach is based on

the premise that a company run in the long-term interest of Anti-takeover measures

shareholders will need to manage effectively its relationships Wiscellaneous S
with employees, suppliers and customers, behave ethically Auditors
and have regard for the environment and society as a whole.
The Hermes team includes former CEOs and other board
members of public companies, as well as senior strategists, The Commission reserves the right to override Hermes’ voting
corporate governance experts, investment bankers, fund recommendations. It did not exercise this right during 2008.
managers, lawyers and accountants. Hermes usually engages
on a discreet basis thus giving it greater access to boards and During 2008 the Commission commenced publication of its
management. proxy voting record in keeping with the pledge contained
within its Responsible Investment Policy. The Fund’s proxy
With a comprehensive proxy voting and engagement voting record is published quarterly on its website.
programme now fully operational for more than a
year the Fund has made significant progress towards

fulfilling its commitments under the UN Principles for

Responsible Investment. During 2008 Hermes voted on Engagement

20,832 resolutions on behalf of the Fund and engaged Engagement is based on the concept of shareholders raising
with 238 companies on 531 issues ranging from executive concerns directly with company management and boards
compensation and risk management to supply chain labour in a constructive manner in order to address issues and to
practices and water scarcity. effect change. In the majority of cases, engagement is a more

During 2008 the Fund made its first equity investment with appropriate strategy than the option of excluding stocks
. . . from portfolios as a first step and, thereby, eliminating any
a manager whose investment process is specifically focused o . ) ;
on ESG factors through a global equity fund managed possibility of influencing these companies for the better.

by Generation Investment Management. Generation’s Engagement activities include:

investment philosophy integrates sustainability research and

themes into a rigorous traditional investment process. O  Meeting with a company’s executive and non-executive
directors;

O Participating in initiatives with other investors; and

Voting

. . . O  Submitting shareholder resolutions at general meetings.
As a responsible and active investor, the Commission is

committed to exercising its voting rights across its global
equity portfolio. In 2008 Hermes voted on the Fund’s behalf
at 2,736 meetings and opposed one or more resolutions

6 In certain instances Hermes may support a resolution about which it has concerns if, based on its engagement with the company, it is satisfied that the company’s management will act
subsequently to address those concerns.
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Some engagements involve one or two meetings over a
period of months while others are more complex and entail
multiple meetings with different board members over several
years. The case study on labour practices within the Brazilian
iron and steel supply chain on page 22 is an example of the
engagement work undertaken by Hermes during the year.
The Fund publishes a detailed summary of Hermes’ ongoing
engagements on its website every quarter.

In addition to its engagement activities through Hermes,
since early 2008 the Fund has been part of the Sudan
Engagement Group, a collaborative engagement by
institutional investors with approximately US$2.5

trillion total assets under management, and which are

all PRI signatories. These signatories recognise that their
international investments include companies with operations
in, or exposure to, Sudan — a country whose human rights
record is a subject of public and political concern. The
Group is involved in ongoing engagements with relevant
companies to encourage them to act responsibly and respect
human rights.

In light of concerns raised during the year the Fund asked
Hermes to engage with a number of companies concerning
their activities in Zimbabwe. The issues raised related not
to investments by the Fund in Zimbabwe itself, but to
investments in a number of multinational companies which
have operations across the globe.

Engagement work carried out by Hermes has found that
some of the companies named have no involvement at all

in the country or are planning to withdraw. Others have
small operations providing basic goods which either provide
no support to the government or where withdrawal would
disproportionately impact the general population. Hermes
has concluded its engagement with these companies.

There are a small number of companies with a larger
presence in Zimbabwe (albeit small in the context of

their overall global businesses). Where these companies

are concerned, it is not clear whether advocating their
withdrawal from Zimbabwe is the most appropriate course
of action. The case for a withdrawal by companies must

be weighed against the impact of their pullout on ordinary
Zimbabweans who are already facing considerable hardship.
Hermes is continuing to engage with these companies.

Cluster Munitions

The Cluster Munitions and Anti-Personnel Mines Act, 2008
obliges the Fund to avoid investment in manufacturers of
cluster munitions or anti-personnel mines.

The Commission has divested from seven companies

and excluded four others (where it did not have existing
investments) from the Fund because of their involvement
in the manufacture of cluster munitions or anti-personnel

mines.

Social issues featured in 11% of engagements in 2008

"
)

Ethical issues featured in 11% of engagements in 2008

C

Environmental issues featured in 12% of engagements
in 2008

M General
Water
B Carbon Intensity
Climate Change
M 0il Sands

Governance issues featured in 32% of engagements
in 2008

C

Other Engagements in 2008

B General

Community/
Employee Relations

B Health and Safety

Child Labour/Labour

H Other

M General

Operations in
troubled regions

B Munitions manufacture
Access to medicines

B Clinical trials

Bribery & corruption

B Supply chain

B General
Board Structure
B Capital Strategy
Succession

I Poison Pill

