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HA 7 474 6689.6%
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Improve returns

Government Pension Investment Fund, Japan (GPIF)

[1
s s
Stewardship responsibility Via Faneton = CCount 3! s Onsiit
[ | il Vv

Stewardship activities

e
Engagement
External asset g g
manager pmi
IR
‘ (Investor Relations)

Sustainable growth of the economy

BORACIR : GPTF

(4) BrEBEERERA

GPIF J* 104 F 9 AZZTWHAEHE L EFAN (The
Principles for Responsible Investment - FfHFfE PRI ) - &%
BIZe/MEEEGRE ESG S ARERTTE) - FAF 11 AR AR E R
A RslE & PRI BEEE &R G 2 — > GPIF BN 105 F 8
FmEE EE TS gL R RREE EitEre - BREETE
104 4 9 HE#R 17 HAEXEBEE (SDs > Sustainable
Development Goals) - ELEJHFREES « HEREIAK - EFEEHEHL -
BEE ~ MRS KB - ATEERETR - BRSEBLASR R
£~ 3%~ BURrBLAEE G ~ RV AR - k@R ~ BEHE
BLARE ~ R TE) ~ MERAERE - FEARRE - MISPELESRHIE - &
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Relationship between ESG and SDGs

eam— = =
//_— h resolving social issues /""'——,,_L‘_'__“\
(ESG) investment e

GPiF [ m——
H m‘csv

Promotion of ESG 4 Signed in Sept. 2015 Retums

Principles for

L Fgn SUSTAINABLE
L 1] Responsible (@) ceveoement GLIALS
EE PRI Investment @ | __smezissnairons 3

Principle 1 We will incorporate ESG issues into investment
analysis and decision-making processes.

Principle 2 We will be active owners and incorporate ESG
issues into our ip policies and |

Principle 3 We will seek appropriate disclosure on ESG
issues by the entities in which we invest.
(Principles 4-6 are omitted.)

EARETSWRERBTSREA {Source: Created by GPIF based on information from the United Nations, eic.)
Govaer nt Peansion Invest

nme ment Fund Copynght © K17 Gowrmart Berson invesiment fung A1 agrt meverced

(5) ESG ZAHRARE -

GPIFF* 106 4% 7 A ABAFR/NAAGR s ESC AR R 48
HEtEH 1 JKHE (GRS EHEH 3%) IR RAAY 3.5
JEHIEI(%Y 290 f&357T) - HAl GPIF ff FIRY ESG &R A #E)
ISR R E - EAFFAYEE0 ™ (1)FTSE Blossom Japan Index
Broad i1ndex (2)MSCI Japan ESG Select Leaders Index (3)
MSCI Japan Empowering Women Index (nickname: WIN) » H
i 2 (EFEEEN R S TR - 1h g A ENEHE 3 (HEEHRA
T WALEAE BESCG s A E 5 5 3 EHEBAERE L

AEBEMER A Z A E - DS H AL 2 Bk -
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ASSET OWNER QUESTIONNAIRE

These questions are designed to help Asianinvestor compare relative improvement of
institutional investors (asset owners) against peers. They are not designed to provide
a “report card” in an absolute sense. All responses to the questionnaire will be strictly
confidential. This information will not be shared by Asianinvestor’s editorial team with

any other part of our business, or third parties, except on a blind basis with our judges.

PART 1: Governance (22% OF DECISION WEIGHTING)

Please explain how the following areas have improved over the past three

years:

)i Corporate governance (including oversight and accountability, the involvement
of the board of directors, selection criteria for board members, clarity of roles
between the board/the investment committee/management, signing up to
stewardship codes)

1)} Robustness of process (adherence to investment guidelines and objectives)

1)) Transparency and communication to stakeholders (use of channels to
disseminate information, frequency of sharing details with the public, quality of
data made available, investor/stakeholder education)

I) The Bureau of Labor Funds (BLF), a government agency under the Ministry of Labor, was

restructured from the Labor Pension Fund Supervisory Committee (LPSC) and merged the
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investment team of the Bureau of Labor Insurance on February 17, 2014. The BLF manages
the Labor Funds which include the Labor Pension Fund (LPF), the Labor Retirement Fund
(LRF), the Labor Insurance Fund (LIF), the Employment Insurance Fund, the Overdue Wages
Payment Fund, and the Occupational Accident Protection Fund. The size of Labor Funds has
grown more than 37.47% over the past 3 years: the total asset value keeps escalating from
USD 83 billion in mid-2014 to USD 114.1 billion this year. We expect years of steady

incoming cash flow — approximately USD 7 billion p.a. —in the foreseeable future.

The BLF is monitored by the Labor Funds Supervisory Committee which is under the Ministry
of Labor and constitutes of representatives recommended by related governing entities, the
academia, and the associations including both the employer and the employee. We attend
the Committee meetings monthly to review annual investment plans, performance, asset
allocation, budgets, and financial statements of the funds. We also take suggestions from
the Committee members specialize in labor relations and finance for utilization of funds.
Besides, for the BLF’s external domestic and foreign mandate investment programs, the
Bureau applies an open tender process to invite all investment companies to submit their
RFPs. We also set up a selection panel for each project which independently review all

candidates’ RFPs and decide their final ranking fairly and objectively.

In order to ensure the effectiveness of the internal control in every investment process and
to protect the security of all funds, the BLF set up a task force to create an internal control
system. By means of the two-pronged approach focusing on both internal control and fund
audits, the rolling risk-evaluation program, and openness to suggestions, the BLF has
strengthened the scheme of internal monitoring and was received an “A” rating in the first

internal control evaluation carried out by the Executive Yuan of R.O.C. in 2015.

II) The BLF is devoted to consolidate and enhance all investment policies. We develop
investment plans — based on the properties, governing regulations, and scopes of the funds
— to process various investment activities while upholding our principles of investment:
safety, transparency, efficiency, and stability. Internally, the BLF is committed to establish an
organization and an operating mechanism suitable for all funds. Externally, the BLF aims at
advertising the Funds’ diversified investment allocations, and their pursuance of long-term

stable returns.
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As a dedicated institution for investment, the principal duty of BLF is to attain steady return
by mapping out the most appropriate asset allocation. In recent years, we have been
regularly communicating with international asset managers and consultants in order to be
well acquainted with the latest trend of asset allocation. On the basis of long-horizon
perspective, we have completed separate Investment Policy Statements (IPS) of Labor Funds
and National Pension Insurance Fund. Regarding the asset allocation plan, the BLF enhance
the forecast model of long-term return rate and consolidate the parameters of asset

allocation system in order to optimize the construction of portfolio.

We keep inspecting the investment operations of all funds regularly and make sure that they
correspond with their IPS. By means of that the Funds are continually bound for global and
diversified investment allocation in attempt to diversify investment risks and steadily

augment return.

lll) To facilitate searches for information on fund investment, the BLF set up a Chinese—
English bilingual website and discloses 14 major items and 32 sub-items about fund
utilization on the website, such as reserve amount, assets under management, guaranteed
rate of return, asset allocation, and monthly investment performance of domestic and
foreign mandate investment. Besides, the BLF introduced the application for Web2.0 by
subsequently publishing the activity photo album on Flickr, news on YouTube, and blog on
Google+. We upload photos of events involving the Bureau, as well as videos of our press
releases to increase the functionality and to enrich the content of the website. Moreover,
parts of the major data are visualized by infographic that helps the public to fully understand

the content of the funds.

Additionally, we also contribute to the Ministry of Labor’s official Facebook page by posting
articles, comics, and animations, depicting the Funds’ investments and financial studio in an
easy-to-understand language to attract different internet communities. Here are two of our

animations: https://www.facebook.com/mol.labor/videos/1486424244748192/

https://www.facebook.com/mol.labor/videos/1416041058453178/

In order to achieve greater clarity and provide users with an easier access to information,
the website of BLF has been overhauled and upgraded by adopting simpler and more user-

friendly design since August 2017. On the strength of that we have improved the overall
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quality of the communication with the general public and made our public information

become more transparent and accessible. (http://www.blf.gov.tw/)
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PART 2: Capabilities (22% OF DECISION WEIGHTING)
Please explain how the following areas have improved over the past three

years:

) Building internal competency in order to rely less on external managers

1)} Depth of talent

1)} Continuity of talent (length of tenure for senior positions)

V) Relevancy of talent to meet the investment mandate and goals

V) Training of personnel

I) Our in-house team members begin with daily meeting each day and discuss financial news
and events happened last day in the world to exchange investment ideas and establish
investment and trading strategies. We also have a formal investment strategy committee
with our senior managers to oversee and review the performance of portfolios and even
specific stock. The committee also exchanges their insights about the market trends and
each investment to decide the optimal asset allocation for the portfolios. We encourage our
team members to communicate frequently and the communication between members also
the key investment process for the BLF. Our team members also  have the on-site

meetings with companies regularly and they are an important aspect of idea generation.

Our in-house team also proactively communicates with external managers, analyst and
brokers regarding ideas, investment strategies, market outlook, market trends etc. Our
in-house team regularly meets the external managers. We collect information and
investment ideas through the communication with external managers and use them as one
of our information sources to compare with our own thoughts. We also keeps improve our
capability and competency through the global on-site training and customized training
programs. Our foreign in-house team exploits our rich sources to build our internal

competency.

For years, the in-house and mandate portfolios of different Funds performed well by
functioning complementarily. Additionally, we developed multiple investment strategies for
our mandate portfolio, such as referencing to more alternative smart beta indices. Under
the aforementioned strategies, we are able to use passive or enhanced approach to lower
our management fee expense. Meanwhile, we assembled the Investment Strategy

Committee with audit division, investment division, finance division, and risk division to
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make investment decisions. Hence, the Committee can operate efficiently and effectively by

delegation of authority and duties.

For the past several years, the staff of the investment departments — both domestic and
foreign investment departments — across all the Labor Funds stayed stable. By the end of
February 2014 when the Bureau was just established, total fund value managed by the
in-house team was around USD 46 billion. By the end of July this year, it has increased to
USD 63 billion. For domestic investment, we have played the role of encouraging external
managers to follow the best market practice as well as set up guidance for them to follow.
For the foreign investment positions, we also keep expanding the variety of the portfolio

managed by the in-house team. More details will be discussed in part Ill.

II) The BLF is a government agency; all employees have to pass the civil service examination.
The BLF also gives priority to hiring applicants with financial background, holding
professional licenses, and possess relative work experience. We value personnel with
extensive knowledge in investment. It is one of the necessities to fill the role of making
investment decisions. We provide professional courses and training programs offered by
asset management companies for our employees to improve their professional knowledge.
We also encourage employees to obtain professional licenses — they are not only for proving
and improving one’s capabilities, but also serve as one of the items when we consider a

promotion.

[lI) The BLF make investment decisions with the Investment Strategy Committee, where
principles of team-work apply throughout the whole decision making process. Our
employees can exchange their opinions and experience anytime. We also invite experts and
asset managers to share their expertise. It’s worth mentioning that we have low employee
turnover rates. The average seniority of investment division members is 8 years, and 12

years for section chiefs.

IV) As mentioned above, most of our personnel have financial educational background and

passed relevant financial examination(s) and owned financial license(s). The senior
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management team constitutes of financial and economic specialists with profound
experience. Our in-house team often meets with global fund houses, academics, and
research institutes to obtain real time information of the markets and industry
developments. This kind of on-going communication enables our team members to progress
swiftly. For the external managers the Bureau selected, we work with global investment
consultants to set up appropriate investment mandates and goals as well as a selection
process with on-going monitoring. The evaluation process for manager selection and
monitoring always covers quantitative (risk return matrix) and qualitative (business, people,
and process) analyses. We believe the selected managers should be the top ones within the

asset classes they focus on.

Some members of the investment team have worked for financial institutions, and have
passed the domestic qualification exams of Securities Investment Analyst, and Futures
Trading Analyst, respectively. Consequently, our long-term performance can be enhanced
with team members who can understand the companies we invest in and can benefit from

advantages of using derivatives.

V) Since the beginning of the foreign mandate investment, the Bureau is keen to leverage
the advantages of global asset management companies and learn from those professionals
of global fund houses. We ask our mandate managers to provide on-site training programs
every year either via participating in their global or customized training programs provided
to the Bureau. Every person within the Bureau has opportunities to participate in such
training programs. On the other hand, we seize the opportunities to participate in
international forums abroad selectively to communicate and interact with global
institutional investors. We also keep dialogues with our managers so that they can provide
appropriate training programs to all team members. Aside from the training resource from
our delegated managers, many globally famous investment fund houses frequently pay visit
to the Bureau to wunderstand on our investment requirements. We encourage and
welcome them to bring their professionals and experts to share their knowledge and
industry experience with us. It’s quite helpful for all team members to easily access to the
market practice as well as real experience. We also encourage our team members taking
part in local training programs or examinations set by local financial educational institutes.

All of our employees are keen to get improved and enhanced in all aspects.
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The BLF requires domestic brokerage firms to invite sell-side analysts, economists, and
research institutes to share market and industry reviews with employees of the BLF. In order
to improve expertise, the BLF also encourages staff to attend investment forums and

seminars hosted by domestic brokers and asset management firms.

Investment consultant plays an important role for our personnel training. First, we invite
consultant to attend our quarterly review meetings with mandate managers. We can have
more deeper and different understandings of mandate managers from the conversation
between the managers and consultant. Our team members also can find different points of
view to monitor and evaluate external managers. Second, we also invite consultant to
attend our on-site due diligence for our global mandate managers in recent years. Our
on-site due diligence often lasts for one week and we meet the investment team and the
middle and back offices of the managers. The investment consultant can provide different
angles of due diligence for us. Last, the consultant provide training program for our team
members every year. They provide not only their views for global outlook but also
guantitative and qualitative skills to measure the performance and capability of external

managers.

We also have job rotation policies in place, so that our members can have the opportunity to
learn how the things are done in other departments. In 2016, we have relocated 5 senior

executive officers and 5 section chiefs to other divisions.
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PART 3: Innovation (22% OF DECISION WEIGHTING)
Please explain how the following areas have improved over the past three

years:

) How your organisation is thinking differently and changing how it invests, in
comparison to peers

1) Risk management solutions

1)) Operational efficiency

V) Use of technology

V) New asset classes/diversification

I) For many years, we are well aware of the disadvantages of traditional market cap indices

and applied more and more alternative indices, also named as the Smart Beta indices since

2011 for both equity and fixed income mandate portfolios. Early this year, we took a further

step in alternative indexing investment. In the Asia Pacific Quality Mix Equity mandate we

just finished the selection process, we blended several factor-indices including quality,

minimum variance, and enhanced value for getting a better and more defensive portfolio

allocation. Under this blended approach, we expect to produce a more consistent alpha and

reduce the portfolio’s volatility.

As we mentioned in part 2, one of the objectives of our in-house investment portfolio is
always to construct a well-diversified portfolio and seeking for long term stable and
consistent return, especially in overseas alternatives investments including real estate,
infrastructure, commodity, and hedge funds. We also start to invest in private equity and
private debt funds last year. The Bureau will be actively looking into all kinds of alternative

investment opportunities.

On the other hand, for our foreign mandate investment portfolios, we launched Global ESG
Quality Mix Equity Indexation and Absolute Return Fixed Income in December 2016. The ESG
mandate with an aggregated amount of $2.4 billion and invests in companies with good
Environmental, Socially and Governance (ESG) performance and exclude companies that are
involved in specific businesses which have high potential for negative social impact such as
alcohol, tobacco, gambling etc. The mandate also use smart beta to enhance the expected
return and reduce the risk. We will keep increasing our allocation to Socially Responsible
Investment. As for the Absolute Return Fixed Income mandate, the aggregate amount is $3.6

billion and this mandate is designed to handle with the rising interest rate environment. We
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applied a total return investment target and emphasized on getting better downside
protection under a dynamic portfolio construction. The selection process has been done,
and we are starting to make partial funding to these two mandates. We are planning to
launch an Absolute Return Equity mandate which applied a total return investment target
and limited risk budget this year. We expect to look for skilled managers that can generate
stable returns in all market conditions and provide the downside protection during the bear

market.

Regarding the processes of selection and monitoring our external delegated managers, we
constantly work with global investment consultants for many years. In terms of their global
coverage of the investment managers in their research database and institutional investors’
client bases, they could share the information about the managers’ research, asset
allocation trend, as well as global market practices for our reference. In the past three years,
we also invite them joining our periodic on-site due-diligence visits to our delegated
managers. From such kind of visiting projects, we could get more understanding on how
they study and evaluate good investment managers. This does not only help us understand
their research structure and their analysis reports, but also let us integrate their study
processes and good advices into our own know-how, especially the process conducted by

our in-house team.

I1) In the inception of BLF, we had established comprehensive risk management mechanism
of Funds. The risks are divided into several categories including market, credit, liquidity,
operation and law risk. We manage them by different frequencies such as daily, weekly,
monthly and quarterly. Furthermore, we effectively control the assets, detailed items and
risk of each portfolio through heeding the variation of risk readings by information system,
computing VaR daily and paying attention to risk exposure at any time. Besides, due to the
difference of risk management system for each Fund, the BLF has been integrating and
enhancing the function of the systems gradually. We set up risk management system for
labor pension Fund in 2015, as well as labor and employment fund in 2016. Additionally, the
BLF sets up Risk Control and Management Team in charge of significant issues about risk
management regularly or irregularly. Besides, we pay full attention to the fluctuation of
economy and financial market. When facing significant financial events, Risk Control and

Management Team will convene meeting occasionally depending on the situation in order to
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bring up corresponding measures. For instance, owing to Trump’s election to the US
president on Nov. 8, 2016, the global stock and foreign exchange market fluctuated
dramatically. Risk Control and Management Team convened meeting in order to protect

Funds investment and achieve target return.

[l1) Apart from in-house investment of Labor Funds in the domestic stock market, the Bureau
also commissioned external asset management companies for investment advisory services
in order to develop different investment styles. We continue to improve our mandate
strategies, which has led to significantly increased investment performance. In addition, as
continuation of the 2014 integration of domestic mandate monitoring systems, in 2015 we
carried out a comprehensive integration and overhaul of mandate investment management
agreements in order to enhance investment efficiency. We also begin to integrate our
foreign mandate monitoring systems this year and the integration will be finished by the end
of this year. All the Labor Funds’ foreign mandates will be integrated into one system and
that will increase the efficiency of daily monitor. We strive to encourage the best
performing investment managers to apply and submit their RFPs to us by issuing a
cross-fund joint invitation to tender for both domestic and foreign mandate portfolios. For
our foreign mandate portfolio, we also hire aforementioned investment consultants to
provide monitoring services. They provide both qualitative and quantitative analysis to all
managers. We refer to their independent opinion to do an overall comprehensive evaluation
on our managers’ performances. Finally, regarding our in-house portfolios, counterparties
management and other operational process has been centralized and standardized across
different funds in the Bureau. All funds under the Bureau’s management could benefit from

the lower transaction cost and higher operational efficiency.

IV) After the establishment of BLF, we integrated the teams of Labor Pension fund and Labor
Insurance Fund to consolidate the management of Labor Pension Fund, Labor Retirement

Fund and Labor Insurance Fund.

Due to the difference of operation process and regulation for each Fund, as well as the
variation of the background, framework and function for systems development, we use

original systems in the beginning of organization merging to avoid the complexity and

30



benefit the operation. The BLF has been transforming and integrating systems after each
department drawing up standard operation process and then coordinate the need and

regulation for each system.

To effectively solve the problem of systems integration, we drew up “Systems integration
plan of Labor Funds” and then to benefit the continuing operations for Funds’ investment
and management. The BLF drew up a scheme to integrate each fund’s information system
from 2016 to 2019. In 2016, we carried out the integration of domestic mandate system. In
2017, we plan to integrate overseas mandate and domestic investment accounting system in

order to construct more efficient information application platform.

V) As the leading pension fund in Taiwan, the LPF started to invest in alternative investments
since 2011. Considering the characteristics of alternative investment as an asset class with
low correlation to traditional equity and fixed income products, the funds would benefit
from the portfolio diversification. At the beginning, the LPF outsourced its first global Reits
mandate. It was considered as a good investment target capable of combining all the
advantages of liquidity, return, and transparency at the time. The mandate has been funded
for USD 2.34 billion since the 1st quarter in 2012. Following the global Reits mandate, the
LRF also announced the global listed Infrastructure mandate in 2014. This asset class was
thought of as income-oriented investment within the industries which used to have an entry
barrier and long term operational characteristics. Both Reits and listed infrastructure
mandates are probably the first mandate program of its kind issued by Taiwanese
institutional investors. In 2015, we also extended both mandate strategies to other funds
under the Bureau’s management. Under such joint mandate approach, we not only
experienced synergy in the tender process and improved the portfolio management

efficiency but also further enhanced the level of diversification across different Labor Funds.

On the other hand, the Labor Funds has invested in other alternative investment targets,
such as commaodity fund, energy fund, direct real estate fund, direct infrastructure fund as
well as fund of hedge funds, etc. Last year, we added private equity funds and private debt
funds into the portfolio. Currently, we focus on secondary market for private equity funds
investment because it could shorten the life cycle of our initial investment and we can

withdraw quickly if needed. We also keep studying absolute return strategy for our in-house
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alternative investment to diversify portfolio risk and to serve as a shield providing down-side

protections.

We also strive to diversify our alpha sources within asset class. First, we adopted various
Smart Beta (factor) indices as our mandate Benchmarks. We look for Smart Beta indices that
their risk and return characteristics fit our target and the combination of smart beta indices
can also reduce the risk and enhance our return. We gradually allocate our portfolios to
different factor strategies to diversify our asset allocation and our allocation to factor
investments including value, minimum volatility, quality and multi factors etc. Second, we
outsource our mandates to managers with different investment styles. We still believe that
outstanding active managers can add value for our funds; however, each manager may
underperform under different cycles. Diversifying investment styles will reduce the volatility
of excess return. Our portfolios are more balanced between acting and passive investments

now. It helps us to lower the expenses and have better control of alpha sources.

The global multi-asset mandate and the Absolute Return Fixed Income mandate we
announced respectively in 2015 and 2016 both adopt the total return and unconstrained
concepts. These two mandates help us to diversify our portfolios and reduce the risk. For
further diversifying our equity portfolios, we will adopt the same concepts for the Absolute
Return Equity mandate. We will remove constraints of benchmark from the Absolute
Return Equity Mandate and managers can investment in stocks, countries, styles and regions

where they can find investment opportunities and deliver absolute return.

Aside from building a diversified portfolio and seeking for better risk-adjusted return to all
funds under the Bureau’s management, we are also keen to take more social responsibility
in both local and global markets. In order to implement social responsibility investments
(SRI), we have adopted several SRl indices in domestic mandate programs, which were the
pioneers of local institutional investors. Our Global ESG Quality Mix Equity Indexation
mandate applies ESG selection criteria and smart beta concept. This year, we are planning
for an ESG mandate for our domestic equity portfolio which will also apply ESG selection
criteria and smart beta concept in this mandate. Going forward, we will continue increasing
our ESG exposure to implement this important investment theme in all of the Fund’s

portfolios.
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PART 4: Asset strategy and performance (22% of DECISION WEIGHTING)

Please explain how investments into the following asset areas have improved
over the past three years in terms of strategic goals and risk-adjusted returns
(please include details of your in-house or external management strategy in each

relevant area, and if possible offer specific investment/mandate examples):

)  Active equity investments

1)} Active credit investments

1)) Passive investments

V) Smart beta investments

V) Real asset investments (i.e. real estate and infrastructure)
VI) Private equity investments

VII)  Private debt investments

I) Our domestic in-house equity portfolios adopt flexible investment strategies to obtain
long-term stable returns. We adopt both the top-down and bottom up investment
approaches to allocate our equity investments. We dedicate effort to macroeconomic and
industry analysis and the views of top-down analysis is a key part of our investment process
and asset allocation. We overweigh the industries which will be benefit in the economic
cycle. Bottom up fundamental analysis is the most important part of our investment
procedure and our investment team evaluates the fundamental of stocks. We screen the
investible universe and look for companies with good quality and high growth potential. We
evaluate the value of companies and select companies that are trade below their fair
values. Our positions are divided into core and satellite holdings and each of them has its
own trading strategies. We actively use range-trading strategies to enhance capital gains of
satellite position. Core holdings are our long term investments with the characteristics of
high dividend yields and rational valuation to generate steady returns. The total return from
the domestic in-house equity investment is NTD 96.3 billion from 2014 to July 2017 and our

performance significantly outperformed Taiwan Stock Exchange Weighted Index (TWSE).
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Our foreign active equity investment mandates can divide into active and enhanced
mandates according to different risk budgets and benchmarks. Basically, equity mandates
which adopt traditional market capitalization indices as benchmarks could be active or
enhanced types depend on alpha and risk targets. We began to adopt smart beta indices as
benchmarks to diversify our portfolios and enhanced our returns in recent years. We design
these smart beta mandates with limited risk tolerance to keep the characteristics of smart
beta. We outsourced Enhanced Global High Dividend Yield and Enhanced Asia-Pacific Mix
Equity mandates in 2013 and 2016 respectively. The total size is up to USD4.4 billion. We
expect that managers can have moderate flexibility to deal with market changes and smart
beta cycles to create better return. For example, the enhanced Asia-Pacific Mix Equity
mandate adopts multi-factor index as benchmark, managers can over/under weigh each
factor depends on their own view. We expect to expand active equity investments to
absolute equity mandate in the near future and look for skilled managers who have

capability to capture return over market cycles and hedge downside risk.

We also try to diversify our foreign active equity mandates by managers and investment
areas. Our enhanced and active equity mandates invest in Global, Emerging market, Asia
Pacific ex Japan and Asia Pacific and we hire 10 managers to manage these mandate
accounts now. These managers adopt different investment process and styles to manage our
accounts. For example, some may adopt a blend of top-down allocation and bottom-up
stock selection and some may just only adopt bottom-up approach to construct portfolios.
They also have different investment styles such as value, quality, growth, diversified, large
cap biased or style neutral etc. The different investment styles have different
performances during the economic cycle and the diversified investment styles help the BLF’s
to earn more stable return during the entire economic cycle .The total return from foreign

active and enhanced mandates is USD 2.17 billion from 2014 to July 2017.

II) Our investment objectives of in-house active investment are to obtain both stable return
and capital gain. Our in-house team invests in bonds, mutual funds and ETFs. Our investment
approach combines both top-down macro views and bottom-up fundamental analysis. We
review the monetary and currency policies, inflation, economy growth of major countries
and market valuations to decide asset allocation of different asset classes and countries. We

dynamically adjust asset allocation depends on risk preference and yield trends. We also
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focus on security selection and look for bonds with good quality and higher coupon rate. We
allocate bonds issued in multiple currencies to reduce the currency and country risk. Risk
management is the important part of credit investments and we adhere to strict investment
risk management to control and monitor our investments. The total return from foreign
active credit investment is USD 991 million from 2014 to July 2017 and we generated

consistent and stable long-term return.

We diversify our foreign active fixed income mandates by managers and investment
universes. We have different types fixed income mandates such as global aggregate, global
credit, enhanced global sovereign credit, emerging market debt. We hire 16 managers to
manage these mandate accounts now. These managers use various investment philosophies
and approaches to manage our account. For example, some may use a combination of
guantitative and fundamental research approach and some may largely use a top-down
approach with quantitative optimization. In the past few years, we were in the low yield and
rising interest rate environment, it’s difficult for mandate managers to gain return for fixed
income investments. The total return from foreign active fixed income mandates is USD 403

million from 2014 to July 2017.

We also endeavor to find a suitable course for us to sail through this challenging investment
environment with extremely low vyield in fixed income market nowadays. As a result, we
tendered Enhanced Global Sovereign Credit mandate and the Absolute Return Fixed Income
mandate in 2015 and 2017 respectively. The Enhanced Global Sovereign Credit mandate
seeks to capture higher yield and diversify countries allocation with a customized benchmark
that blends the developed and emerging markets. The Absolute Return Fixed Income adopts
total return and unconstrained investment concept and seeks to find an all-weather solution

in the rising interest rate environment.

[lI) We gradually increase our passive investments in recent years and use smart beta indices
as benchmarks to use them as a cheaper way to capture better return and reduce the
portfolio risk. We use Fundamental, Minimum Volatility and Quality indices as our
benchmarks of global equity mandates now. We announced Global ESG Quality Mix Equity
Indexation last year and the total amount is USD2.4 billion. This is the first time that we

integrate ESG criteria with smart beta strategies in one mandate. This mandate aims to
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improve the return of ESG index by Quality Mix Index which consist of an equal weighted
combination of Enhanced value, Minimum Volatility and Quality indices. We hope to fulfill

our social responsibilities as well as earn a better return comparing to market cap index.

We issued a cross-fund joint invitation to tender for our foreign mandate portfolios to
increase our bargain power of fee expenses with external mangers and we did have
preferential management fee for these mandate accounts. The total return from our
foreign passive mandates is USD 1.79 billion from 2014 to July 2017. Our domestic passive
equity mandate was first established in 2011, we kept promoting passive investment
strategy by tracking different indices. Our domestic passive investment accounted for 8% of
domestic mandates as of the end of July 2017. The total return from these mandates is NTD

28.5 billion from 2014 to July 2017.

IV) The BLF has focused on building diversified portfolios since its establishment. We adopt
smart beta indices as benchmarks to reduce the risk of market cap weighted indices which
overweight overheated index constituents since 2011. We believe smart beta strategies can
enhance return and reduce risk over the long term however each smart beta strategy may
underperform during some market cycles. Therefore, we gradually allocate our portfolios to
different smart beta strategies to diversify our asset allocation of smart beta strategies and
reduce the risk. We believe we can also earn more stable excess return and decline the

tracking error of smart beta strategies through the diversification.

We apply smart beta strategies to global and regional equity mandates as well as a global
fixed income mandate. We usually adopt passive management for these smart beta
mandates because they are the most cost-efficient. Some of them are implemented by
enhanced mandates due to the consideration of diversification of management style and the

characteristics of smart beta indices.

With regards to passive smart beta mandates, we use Fundamental, Minimum Volatility and
Quality indices as our benchmarks of global equity mandates now. We announced Global
ESG Quality Mix Equity Indexation last year and the total amount is USD2.4 billion. This is the
first time that we integrate ESG criteria with smart beta strategies in one mandate. This
mandate aims to improve the return of ESG index by Quality Mix Index which consist of an

equal weighted combination of Enhanced value, Minimum Volatility and Quality indices. We
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hope to fulfill our social responsibilities as well as earn a better return comparing to market

cap index.

With regards to enhanced mandates of smart beta strategies, the BLF outsourced Enhanced
Global High Dividend Yield and Enhanced Asia-Pacific Mix Equity mandates in 2013 and 2016
respectively. The total size is up to USD4.4 billion. Basically these mandates are designated
with the limited performance target and tracking error constraint. We expect that managers
can have moderate flexibility to deal with market changes and smart beta cycles to create
better return. For example, the enhanced Asia-Pacific Mix Equity mandate adopts
multi-factor index as benchmark, managers can over/under weigh each factor depends on
their own view. The BLF extended smart beta strategies to fixed income mandate -the
Enhanced Global Sovereign Credit in 2015. This mandate provide higher yield and reduce the
concentration risk by investing in diversified markets. The BLF strategically invests in this

mandate to mitigate the interest rate risk.

Our overseas smart beta investment accounted for 36% of foreign mandates as of the end of
July 2017. Smart beta strategies are part of core portion for our foreign investment and we
take these strategies as our long term strategic asset allocation. The BLF purses long- term
stable return and we aim to deploy smart beta strategies to diminish volatility and provide
downside protection for our portfolios. The total return from foreign smart beta mandates is
USD 2.04 billion from 2014 to July 2017. In addition, the BLF will continue to look for new
type of smart beta strategies and diversify the risk of smart beta strategies. We expect to
apply smart beta strategies efficiently and improve the performance of funds under the risk

that each fund can take.

In an effort to promote socially responsible investment, we adopted smart beta indices such
as the Taiwan Employment Creation 99 Index and the Taiwan High Compensation 100 Index
as benchmarks in the 2011 and 2014 domestic mandates, respectively. The total return from

these mandates is NTD 12.7 billion from 2014 to July 2016.

V) The Bureau has added alternative investments with lower correlation to conventional
equities and bonds. For foreign alternative investments, both Real estate investment trusts
(REITs) and listed infrastructure are important portion of the BLF’s alternative investments.

They offer higher liquidity, better transparency, and similar long-term return comparing to
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direct real estate investment and direct infrastructure. They also enjoy stable income and
potential capital gain. The BLF also invests directly in infrastructure private open-end fund
since 2016. Although we just started to invest in real asset investment since 2011, the
alternative investments play a more and more important role for the bureau to diversify the
risk and enhance the return. The total return from foreign alternative investment is USD

1.75 billion from 2014 to July 2017.

Despite the sluggish real estate market of the past few years, in January 2016 the Bureau
managed to auction off surface rights to the Labor Insurance Fund—owned land on Bade
Road in Taipei (site of the former Taipei Hope Plaza Farmer Market). The revitalization and
development of the land brought the Labor Insurance Fund more than NTS$6.4 billion in
income, including nearly NT$4.1 billion in royalty payments and the right to charge a total of
more than NTS$2.3 billion in rent over the next 70 years. This income will contribute to the
Labor Insurance Fund’s long-term income, benefiting all of its participants. The redeveloped
land will bolster the nearby IT cluster and help form an industrial corridor that promotes
culture and green development, creating higher local tax revenues, greater job opportunities,
and a more prosperous IT industry and local shopping area. In addition to the Bade Road
plot, the Bureau also completed the revitalization of several small properties owned by the
Labor Insurance Fund by renting them out, requesting redevelopment by the National
Property Administration, and receiving compensation for putting them up for public use. The
seven revitalization projects generated more than NTS136 million and contributed to the

income of the Labor Insurance Fund.

VI) VII) As we mentioned in part 2, one of the objectives of our in-house investment
portfolio is always to construct a well-diversified portfolio and seeking for long term stable
and consistent return, especially in overseas alternatives investments. Global economic
recovery has remains on track; however, we remain face global uncertainty about the timing
and nature of U.S. fiscal policy, global monetary policies, political risks etc. Private equity and
private debt have lower correlation with traditional equity and bond and provide
institutional investors alternative opportunities to acquire return. Our in-house team starts
to invest in private equity and private debt funds last year. Currently, we focus on secondary

market for private equity funds investment because it could shorten the life cycle of our

39



initial investment and we can withdraw quickly if needed. The Bureau will be aggressively

looking for all kinds of alternative investment opportunities.
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PART 5: Additional information (12% OF DECISION WEIGHTING)

Please outline how your institution excels in either or both of the following:

) Environmental, Social and Governance responsibility (as an organisation and

in terms of investment strategy)

1)} Individual contribution to institutional investment (please name an individual

who particularly stood out for their work and explain why they have done so)

I) The BLF has set up Socially Responsible Investment(SRI) policy in the Investment Policy
Statement(IPS). We aim to take into account of environmental, social and corporate
governance factor in investment strategy to increase the benefit of labors and encourage

corporations to fulfill social responsibility, therefore attain win-win situation.

For the past few years, the BLF has adopted related investment strategies in accordance

with international practices. They are:

1. Positive and Negative Screening:

To lead with actions, the Labor Pension Fund adopted the “Taiwan Employment Creation 99
Index” in 2011 as one of the domestic mandate benchmarks — by then we were the first
institution to do so — for the sake of encouraging enterprises to employ more labors. In 2014,
the BLF again applied “Taiwan High Compensation 100 Index” as one of the domestic
mandate benchmarks to support enterprises which increase salaries for their employees. For
these mandate managers, we monitor their implementation of strategies closely. We try to
lead enterprises to take more social responsibility through this kind of mandates. The BLF
will evaluate not invest in, or not increase our invested positions on firms which are involved

with critical controversy of ESG issues.

2. ESG Integration:
Our domestic investment in-house team takes into account not only financial performance,
business and outlook of companies but also the factors of environmental, social, and

governance when evaluate investment targets.

3. Engagement and Voting:
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(1) On August 16, 2016, the BLF was one of the earliest institutional investors which signed
the Stewardship Code for Institutional Investors, a bedrock guideline for promoting
responsible investment behaviors established by the Taiwan Stock Exchange. We also
encourage our selected managers and their firms to join us and cosign the document. By
doing so, we expect to move a stride forward on ensuring the beneficiaries’ wellbeing in the

long run.

(2) Engagement is an important strategy of BLF’'s SRI and which is the use of shareholder
power to influence corporate behavior, including through direct corporate engagement (i.e.,
communicating with senior management and/or boards of companies), filing shareholder
proposals, and voting at shareholders’ meetings. In 2017, we proposed to a domestic
investee company a proposal related to distribution of legal reserve for discussion at annual
general meeting, and the resolution was approved. It was the first time for institutional
investors to propose since the Company Act was amended in 2005 to give shareholders the
right to proposal and was widely watched and discussed in Taiwan. (Linked news:

https://money.udn.com/money/story/5710/2540646) Besides, we have written to major

domestic companies in which we are shareholders to encourage them to consider
environmental, social, and governance (ESG) factors relevant to a company’s business during

their operations.

Our in-house portfolios has never own any share of firms which manufacture or market
tobaccos, gambling, weapons, or alcohol products. Since early this year, the in-house
portfolios have been increasing its holding position on CSR investment. We will construct
suitable investment strategies and add-in appropriate investments through intensive studies.
Additionally, as mentioned in Part 3, we launched Global ESG Quality Mix Equity Indexation
mandate in December 2016. The ESG mandate with an aggregated amount of $2.4 billion
and invests in companies with good Environmental, Social and Governance (ESG)
performance and exclude companies that are involved in specific businesses which have high
potential for negative social impact such as alcohol, tobacco, gambling etc. This year, we are
set to introduce the Taiwan ESG index as a mandate benchmark, which was co-compiled by
Taiwan Index Plus Corporation and one of leading international institutions. Going forward,
we will continue increasing our ESG exposure to implement this important investment

theme in all of the Fund’s portfolio.

42



We released our social responsibility report in July 2016, disclosing management philosophy
on investment, social, and environmental aspects, as well as our achievements in performing
social responsibility. The entire report is published on the Bureau’s website, under the
exclusive social responsibility page, and has also been registered on the sustainability

disclosure database of Global Reporting Initiative.

The BLF is committed to socially responsible investment and includes the SRI policy in
investment guideline and the investment policy statement. The SRl is deeply included in our
investment objective and belief. We expect ourselves to play a leading role in driving the

social responsibility awareness of Taiwan’s companies and organizations.

II) Li-Ju Liu has served as our Deputy Director-general and the spokesperson since the
establishment of the BLF in 2014. Ms. Liu is the top executive in assisting the
Director-general to manage various labor funds in Taiwan, including the Labor Pension Fund,
the Labor Retirement Fund, the Labor Insurance Fund, the Employment Insurance Fund, the

Overdue Wages Payment Fund and the Occupation Incidents Protection Fund.

In the media-sensitive world, Ms. Liu has always been an essential figure in our Bureau. As
the spokesperson, she conducts communications with all the major media from local and
int’l throughout TV, Internet, radio and print interviews. Under her professionalism and
authority, the public trusts her opinion and insight as credible sources. On top of that, she
also leads our Foreign Investment Division, Risk Management Division and Planning and

Audit Division.

For foreign investment, she leads the team to build diversified portfolios of Labor
Funds. The total size of foreign investment increases from USD 30 billion to USD 60 billion
since the BLF’s establishment. Besides traditional equity and bond investments, Ms. Liu
always encourages our investment team to explore new investment opportunities. We
begin our Smart Beta investments since 2011 and leverage our experience of smart beta
indices to all the Labor Funds. Our overseas smart beta investment accounted for 36% of
foreign mandates as of the end of July 2017. We also construct our alternative investment
position to construct a well-diversified portfolio and seeking for long term stable and
consistent return. The LPF started to invest in alternative investments since 2011 and our

overseas alternative investment is about USD 10 billion now. Our overseas alternatives
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investments include real estate, infrastructure, commodity, hedge funds, private equity and
private debt. The alternative investments play a more and more important role in our
portfolios now. Last but not the least, the Bureau has taken into account social and
environmental considerations in its investment decision-making and chosen to invest in
companies with a focus on sustainable development. In this way, the Bureau hopes not only
to generate investment returns, but also to contribute to society, the environment, and the
economy. Our foreign mandate team launch ESG mandate with an aggregated amount of

$2.4 billion last year.

Ms. Liu supervises the establishment of the risk management mechanism of BLF to improve
our risk management and she serves as the convenor of the Risk Control and Management
Team meeting as well. Under her supervision, the Investment Policy Statements (IPS) of
Labor Funds and National Pension Insurance Fund had been well consolidated and
promulgated. She is also endeavored to carry out the funds’ investment policies into
practice. Benefitting from her thoughtful planning on asset allocation, the forecast model of
long-term expected rate of return has been continuously improved and increases the
proportion of alternative investments with low correlation to traditional assets. Based on all
these efforts mentioned above, the asset allocation of the Funds under management could
be well diversified globally. She is also responsible for supervising the establishment of BLF
information application system, and serving as the chief information security officer, to
ensure the smooth operation of the information application system and the safety of the

information.

On top of that, Ms. Liu is the chairperson of the BLf’s risk management and internal control
committee. She sets up a task force to create an internal control system with in-depth
procedures which could identify and evaluate operational risks and carry out self-evaluation
suggesting the Bureau’s management could be well performed. Meanwhile, Ms. Liu instructs
our audit team to design an risk-oriented audit management to carry out internal audits and
external due diligences. Each year, four internal audits, 14 on-site audits for domestic
mandate institutions, and at least 10 foreign mandate wealth management companies.
Furthermore, for due diligence against our oversea mandates, she presides quarterly
conferences with Towers Watson, our international consultancy, to obtain world-class

evaluation and information.
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In 2015, the government carried out the first internal control evaluation among 150
government agencies. The Bureau, on behalf of the Ministry of Labor won an “A” ratings.
That means the central government recognizes the excellence and effectiveness of the

Bureau’s internal control and risk management.

She leads the divisions to complete the establishment of the Bureau of Labor Funds and
improved the management efficiency of government funds by setting the optimal asset
allocation, expanding diversified investments actively and thus improves the investment
performances of the Funds. She guided the risk management division to amend all risk
management guidelines and integrated related risk control regulations after the BLF's
establishment and established the standards applicable to the funds under Bureau’s

management.

Ms. Liu believes in our team members’ professions and provides us plentiful flexibility to
implement our work. She gives proper guidance when needed and that’s why all the team
members can do their best to their jobs and all the work can be done smoothly. Sharing
leadership insight in pursuit of excellence Ms. Liu has been recognized as a role model in

Taiwan’s pension fund management.

For more than two decades our government has dedicated in perfecting pension mechanism.

Ms. Liu has absolutely taken a significant role throughout the pension history of Taiwan.

Prior to establishment of the BLF, she served as the Vice chairperson of the Labor Pension
Fund Supervisory Committee (LPSC). From LPSC to BLF, Ms. Liu is one of the main characters
who have actively engaged in the development of regulatory framework, risk control system,
in-house and mandate investment strategies since establishment. As a major planner in
drafting the whole mechanism, Ms. Liu started off her pension management career early

since the schemes were initially planned and launched in Taiwan.

Ms. Liu was one of the important members to promote the New Labor Pension Schem to
adopt defined contribution plan in Taiwan. There are over 10 million people applied the New
Labor Pension Scheme since the legislation was enacted in 2005. Ms. Liu was responsible
for planning and co-ordinating the establishment of a dedicated pension fund. When the
Labor Pension Fund Supervisory Committee (LPSC) was established in 2007, Ms. Liu was the

chief secretary who was responsible for supervising the establishment of various systems
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and operational mechanisms. And then she served as vice chairperson of the Committee to

assist the chairperson with investment management.

Afterward the government restructuring in 2014, the Bureau of Labor Funds (BLF) was
established and integrated the investment business of the LPSC and the LIF. In order to
consolidate the original two sets of operational mechanisms and personnel, Ms. Liu was
responsible for convening preparatory meetings and supervising the integration of laws and

regulations, operational mechanisms, information systems, personnel, etc.

After the establishment of the BLF, Ms. Liu not only enhanced of the investment return, but
also reduced the operating manpower and the fees significantly. She also promoted ESG
investment and accessed to great benefits to achieve economies of scale for the funds. Ms.
Liu was the important promoter for investment management business of labor funds and

contributed a lot.
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