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u The potential deterioration of returns and IR as SWF allocation to equities increases
appears to be a significant issue given the present sizes of SWFs

= The impact increases if SWFs adopt more conservative single-party limits
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(Impact of Investment Constraint)
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SWF Size Considerations: Alpha

Active management - definition of success: Information Ratio (/R)

IR annualized average of excess returns

volatility of excess returns

A successful active investment management strategy creates attractive returns with
limited risk:

High excess returns
High IR

Consider the investment of US$20 million. Optimal active returns are generated by
overweighting the stocks with the best outlook

However, exposures to attractive opportunities might need to be reduced due to
over-exposure to a single security - for example a US$20 million investment:

Exposure to a large Japanese company (Toyota) is 0.01% of its issued shares
Exposure to a small Japanese company (Goodwill) is 6.4% of its issued shares

Therefore, a large SWF is at a disadvantage to a smaller SWF due to need to limit
single security exposures

ssga. 11



Impact of Single-Security Constraints

The impact of the single-security size constraint can be tested using
simulation techniques applied to the MSCI World Index

= Analysis of simulation results:

(a) No constraints: the size of the SWF allocation does not affect performance

(b) Imposing a maximum exposure limit of 5% of issued share capital results in significant
performance deterioration in both excess returns and information ratio

(c) Preventing long-short allocations results in further deterioration

(a) Max Company Exposure 100%:; Long-Short (b} Max Company Exposure 5%; Long-Short (c) Max Company Exposure 5%; Long-Only
(theoretical unconstrained values) B
— Retums — R - Retumns — IR — Retums —_ R
2 0% 2.0 2.0% 25 2.0% 2.5
_' : -'-‘__“\_ 20 L ZD
1.5% - 9 1.5% 4 1.5% .
1.5 e - 1.5
1.0% - 1.0% - 1.0%
1.0 - 1.0 K 1.0
0.5% T ™ 0.5 0.5% T T 0.5 0.5% T T 0.5
0 100 200 300 0 100 200 300 0 100 200 300
Size of SWF (U$ Billions) Size of SWF (U5 Billions) Size of SWF (U$ Billions)
RS  SSEA. 12
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Impact of Single-Security Constraints is Significant

= The potential deterioration of returns and IR as SWF allocation to equities increases
appears to be a significant issue given the present sizes of SWFs

= The impact increases if SWFs adopt more conservative single-party limits

5%

A% = e =0
1.2%

1.0%

0.8%

0.6%

0.4% . T . T T

0 50 100 150 200 250 300
Size of SWF Allocation (U$ Billions)

SSEA. 13
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Risk Control in Asian Bond Funds

SSEA.



PSS

Risk Management Process

Six Levels of Risk Management

= Portfolio Managers — Daily

Monitor portfolios daily to ensure compliance with investment process, client guidelines,
and regulations

Investment Operations Team — Daily
Provide independent confirmation of all trades with trading counterparties
= Independent Risk Management Team — Weekly

Monitor portfolio market risk and active risk versus investment guidelines and regulations
= Compliance Risk Management Team — Exceptions Basis

Provide oversight to ensure compliance with client investment guidelines and regulatory
requirements

Senior Fixed Income Management — Monthly

Review portfolio performance versus objectives and investment guidelines
Investment Committee — Quarterly

Comprising of the Global ClIOs and other senior managers, the Investment Committee is
responsible for general oversight of the portfolio construction process, performance, tracking

error and adherence to rules and regulations. The investment committee reviews all portfolios
quarterly.

5 Sgh. 35
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independent Investment Risk Management Team

Profit/Loss Forecasts:
Trade Sizing

Optimize Risk
Allocation Across
Strategies

Run Quantitative
Tools and
Analytics

Generate Excess Returns

Control Risk

Performance Set and Monitor
Monitoring and Stop Loss
Attribution Levels

Monitor Client Monitor VaR

and Risk
Concentration

Guidelines

41

SSEA.
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Risk Control in Indexed Asian Bond Funds

= SSgA uses the Citigroup Yield Book analytics to calculate duration for each

market, active weights and portfolio and benchmark partial durations across the
yield curve

= For every new mandate, the portfolio and risk management teams will design

appropriate tolerances for these risk factors and the portfolio management team
will manage accordingly

= Daily reports are generated from Yield Book to ensure that portfolio exposures
are within set limits

SSEA.
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Risk Control in Indexed Asian Bond Funds

Risk Management independently run and monitor portfolio and issuer exposure
reports on a daily basis to ensure exposures remain within both internal and
external tolerances.

Any significant exposures are immediately reported to the portfolio
management team.

The Portfolio Exposure Monitoring System (PoEMs)

An in-house system, leveraging analytics from Citigroup Yield Book in order to
provide both portfolio managers and risk managers flexibility to assess risk
exposures across multiple portfolios on a daily basis

Displays both % market value and contribution to duration as well as yield curve
exposures on a relative basis.

4 Drill Down Levels in PoEM

Currency - FX and interest rate exposures across the curve on a currency by
currency basis.

Sector - Further drill down to focus on individual sectors that underlie each
currency

Issuer — View specific issuers within a sector

Issues — Analyze exposures on the underlying bonds held in portfolio and index

on an individual basis.
SSEA.
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Risk Control in Asian Bond Funds

= In addition to the Yield Book tracking error model, Risk Management also
produces more encompassing measures of risk on both an:

+» Individual Trade Basis
» Overall Portfolio Basis
» Relative Basis — Portfolio versus Benchmark

= Advantages of SSgA Risk Model

» More flexible — Allows user to select confidence levels and time horizon
» More encompassing risk measures — VaR, Conditional VaR, Skewness, Kurtosis
» No Assumptions of normality
* Normality - Financial returns do not conform to a Normal / Gaussian Distribution
+ Skewness - Financial returns are generally asymmetric
* Fat Tails — The existence of extreme returns is more common than that depicted by a
normal distribution — eg Financial crisis is often a cause of extreme returns.
« Serial Correlation — Period on period returns are generally not independent.

= We adopt a modeled-historical return approach by projecting and adjusting
historical factors to current and forward basis

SSEA. 30
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STATE STREET GLOBAL MARKETS PORTFOLIO SOLUTIONS

Portfolio Solutions Group
PSPF

14t September 2007

James Woodward




Pension Fund Life Cycle

Asset-Liability Asset-Liability Study
Review

Asset-Allocation Review Risk-Budgeting

Asset-Allocation

Benchmark Rebalancing

Asset Manager Optimisation
Fund Restructuring

, Manager Implementation
Manager Review

Fund Performance
Review




Portfolio Solutions

Beyond Transition Management

> Research and execution to assist
our clients in every step of the
investment process

Strategy
Formation

> State Street liquidity available to
clients beyond transition
management

> Research group a resource for our

clients

Performance

Analysis

Reallocation
Strategy

Manager
Reallocation
Analyses

Research & Risk
Budgeting

Optimal
Rebalancing

Transition
Management

Liquidity

Portfolio
Solutions

Equitisation

Interim Exposure
Management

Management

emporary Cash

Strategy
Execution

Ongoing
Management




STATE STREET GLOBAL MARKETS

Australian Pension Market Overview

> Superannuation assets at March 2007 were valued at A$1,054 billion,
up from A$900 billion in 2006.

> Superannuation in Australia to grow to A$4 trillion in 15 years
> Market grew largely on the back of strong equity returns.

> QOver the next decade superannuation assets are projected to
quadruple to A$3 trillion.

> The five fastest growing asset classes in cash in-flows, were
alternatives, property, international equities and cash

\/
V

There was a net outflow to Australian equities over the last 12 months
to the value of A$7.4 billion
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m 2006
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Australian Fund Asset Allocation

Asset Allocation for Corp, Ind and Govt Funds - March 2007

PrvEq Other

Cash go, 5% Aus Eq
Int Fixed6% 339%,
5%

Aust Fixed
10%
Prop
10%

Int Eq
25%




State Street Global Markets — Transition Management

VvV V V V V V Vv

e ————

The World Leading Transition Manager .« - %%

State Street has pioneered, grown, invested in and leads this product
Over A$500bn in assets Transitioned in 2006

Liquidity pool in Australia is A$30 billion annually

Over $1.3 trillion in Transition assignments within the last 3 years
Over 830 transitions executed globally in 2006

Over 50% of world’s largest 100 Pension Funds partner with SSGM for
Transition Management

State Street implements portfolio restructures for 7 of the top 10 asset owners
in Australia

89% of SSGM Transition clients have chosen repeat mandates in the past 4
years

12




Market Value Size Number Of Transitions Value (AUD Billions)
US Equities | 320 \ 234
Australion Equiies | 2 | g
Gi;bal Equities — ﬁ V72£37ﬁ——_7_ 143
TJS VF‘ixed Income N ~5.2 o= ‘ 55

Global Fixed Income 126 | 59

Emerging Markets | 52 | 20

Total | 837 | 519
A . S —— . i S ——— iR

13




STATE STREET GGLOBAL MARKETS

Scale & Experience In Last 3 Years

Market Value Size Number Of Transitions Value (AUD Billions)

Less than A$100m | 1,310 | 90
 A$100m to A$500m I 304
_Ai$500m to A$1bin I ;62““”' 198
'A$1bln to A$5bIn 148 | ‘ | ““41—1;““_%
More than A$5bin T
7o;al | - ‘“ir*‘—*‘" 2,393" - [ 1,397
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Internal Crossing - Accessing Multiple Liquidity Sources

'STATE STREET GLOBAL MARKETS.

Asset Owner Trading
(Portfolio liquidation, reallocation &
implementation)

SSGM Only Cross

Daily or event driven
SSGM global internal TM
trade crossing. Multi-trade

' $500 billion annual SSGM
transition trading

VWAP, MOC

Post-Cross Residual SSGM Trading
- . Combined flow of both
e Identifying best execution liquidity pools available

e External crossing opportunities to SSGM transition clients

e Multi-exchange membership

e Low-impact optimised trading

STATE STREET l SSEA
: SSgA Internal Cross GLOBAL ADVISORS g 5
(accessible by SSGM) Client Cashflows Fund Rebalancing
/ Twice monthly e ——
E—2

benchmark flexibility, MOO,




Internal Crossing

> State Street's internal pool of |j
Australia representing A$30bn

>
spread costs

3 o S

Assets Transitioned

| Australlan Equities

[ Global Equmes
‘>US Large Cap
US Small Cap

Emerglng Markets

| leed Income

Internal crossings are offered at zero commission to the cli

quidity totals in excess of AU$1.3 trillion globally, and in
annually

ent, no market impact and né

2 L(\‘C\‘(L\j‘

Average Internal

Crossing




Internal Crossing Effectiveness:

2004-2006.

> Aim to examine the costs of internal crossing vs. market trades.

> State Street Associates completed a study of a sample of more than 2000 individual
transition assignments that involved over 1.6m individual security transactions between

Cost Component Internal Crossing Open Market Trade

*L_CET_missions ‘;‘__ - 592
L?Eﬁsk Spread - ‘“ e o 87
? Implicit / Timing Costs 3.5 245
{'&Hér Costs T s b

Llirlplementation Shortfall 71 39.6
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Sector
Large Cap | 213 | 14 207 | 103
Mid Cap [ 0 | 2 | s |
‘Smal Cap w0 | e | | s
' Growth 248 | 29 203 | 281
| V/alue | 239 ;ﬁ‘ '25_) -194 24.9
Overall 2473 _4 269 | -196.1 27.3
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Trading Cost Analysis — Global Equities

Sector Average

Large Cap 212 f 10 11.5
ni\/lid Cap 297 : ! - '1“8 ” L 22.5
Mgmall Cap | 483T2¥g7 Bé - 49.1
Growth 326 i 17.5 T ¢ 24.6
Value 350 R 29.7
i | BRI W aaraet — |

Overall 336.4 : 19.2 | 26.7
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Why State Street Global Markets?

Proven Model

Proven Performance

Proven Trading

STATE STREET (LLO

Proven Team

Proven Process

BAL MARKETS

20




Proven Model

] CLIENT-SIDE

FIDUCIARY

PARTNERSHIP

Proven
Model

Proven Performance

Proven
Trading

Proven
Team

Proven
Process

% J Agency-based model, free from the conflicts-of-interests
inherent to proprietary trading

= Systematic access to multiple markets ensures best
execution at lowest market impact

= Act as an extension to our clients’ staff, serving,
in effect, as interim portfolio managers

m Transparent reporting and detailed cost analysis

4 \ - 7
C@anm i AR = L :
VAGE CI A «<L\L Iﬂ.v‘l - Ny 29 (kX YO &y

- o A}

p a2,

= Trusted partner to our clients, not just a counterparty

= Flexible service model to meet client specific needs

21




STATE STREET GLOBAL MARKETS

Proven Proven
Model Team

Proven Team Proven Performance
Proven Proven
Trading Process

Transition Management Team
= Justin Balogh 5 \«nd AsSan | goiness
/= James Woodward

= Michael Putica

= James Clarke

= Catalin Munteanu

Tokyo @
RS Lonon 1
Operations Agency Trading
= Louise Clarke * Nick McRae
.= Jenny Horne = Darren Batsford
‘ * Maurissa Montgomery = Makato Nagaso
» Kieran Richardson * Tom Bryant (US 9) Sydney P

| = Daisuke Ohtaka
= Chris Johnston

lan Holden (EMEA 7)

. K_eppel _Smith Legal & Compliance
= Nixon Dinh = Peter Green (2)
= Phil Jones

= Matthew Cook




Strategy and Planning

STATE STREET GLOBAL MARKETS

’?‘ y AT .v,‘(r\’;:’ W o
/74 21 |

Risk Management

and Execution

Proven Proven
Madel Team
Proven Performance
Proven Proven
Trading Process

Reconciliation
and Funding

= End-to-end planning and
cost analysis

= Comprehensive trading
strategies and timelines

» Model liquidity needs,
execution risk, tracking
errors and cash flow
projections

= Interim portfolio manager

new portfolio
» |dentify transactions most

appropriate for each liquidity

source reconciliation

= Best execution at minimum
market impact

= Minimize tracking error

Ongoing Analysis, Measurement, and Communications

m Pre-trade analysis

= Regularreporting = Post-trade performance measurement

= Manage all funding of

= Trade settlement and

= Transfer all assets

23




STATE STREET (GLOBAL MARKETS

Equity Transition Management " o

Proven Proven
Trading Process

> State Street provides a fully integrated global network of trading centers in all regions |

> Being a member broker in 85% of developed markets State Street uses multiple Direct Market

Access venues. State Street also engages a panel of specialist brokers for their observed
liquidity.

> Trading focuses on attracting liquidity and increasing efficiency while reducing trading costs and
market impact.

> Unmatched liquidity pool, consists annually of over A$ 1.3 trillion in assets — allowing State Street
to minimize costs better than any other transition manager. |

> Execution capabilities are designed to leverage multiple sources of liquidity — both internal and
| external. State Street is unmatched in its collective ability to access liquidity. |

> State Street has completed more than 2000 equity transitions in the past three years.
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DMA

Focus on
preservation of
anonymity and

Execution

Quality

Equity Implementation

STATE STREET GLOBAL MARKETS

Proven Proven
Model Team

ven Performance

Pro
Proven Proven
Trading Process

Equity Transition Order oot
| Risk controlled access
. | to State _Strggt’s
State Street Internal Crossing Engines | unique liquidity | |

S ettty

;,L;JM rmmT ;

- 411 > *

External Crosses ST Liquidity ~ Specialists
Emphasise |
completions and | . ! ég LPT |

risk control | , 1 émall
Tactically ] . |
access money — ~ Cap |
manager | Brokers |

liquidity 1 g

N~
L \tv A
‘mi»ux.&\‘ b reY”
I — RN e e S —

- = el
< o AD 172 A
k> ‘\\» “ﬁ' J\‘r”g U
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Fixed Income Transition Management

Fixed Income has been the fast growing asset class for Transition Management
in the past 2-3 years. |

Key considerations when managing fixed income transitions include:
a) Transparency - sv(y pe (i b medel)
b)  Access To Liquidity / Price Discovery
c)  Maximization Of In-kinds — 7 ¢j¢e .

|

State Street has been at the forefront of this growth and has developed an
optimized execution model that can significantly reduce spread costs and access
multiple points of liquidity.




Fixed Income Transition Management

Proven Proven
Trading Process

Transparency

> Accurately valuing fixed income securities — especially securities that trade |
infrequently is essential to starting the transition process. |
!

> Fixed income is a dealer based market, working with a transition partner that acts

without conflict during the execution process gives the asset owner comfort on
valuations and execution prices.

> No Single broker dealer should be charged exclusively to execute a fixed income
mandate, thereby acting as both price source and price maker.

> It is important that spreads, market impact and opportunity costs are reported in é

transparent manner. |

27




Fixed Income Transition Management

~ Access To Liquidity / Price Discovery

> To facilitate price discovery it is essential to utilize multiple sources of liquidity.

> Sourcing liquidity goes far beyond what a single counter-party will bid or offer for
the instruments on their terms, but implies a demonstrated ability to access

multiple liquidity in order to seek best execution.

> State Street’s dealing process has enabled spread savings of between 20-30%

when executing fixed income transitions.

28




Fixed Income Execution Process

Enhance In-Kinds Liquidity Access
Minimizing dealer-
based execution

<:| Exposure Risk

SSGM Management
Internal Crossing

Portfolio f \ ‘
Offering Liquidity

Other Fixed Other Fixed
Income TM Flow

Residual Trading

Optimized
Hedge Baskets

Income TM Flow

State Street’s Fixed Income Transition
Scheme can achieve the following;

1. Minimize dealer market execution by utilising the process to maximize In-
Kinds and other Transition Management liquidity flow

2. Finding optimal price discovery from multiple liquidity points

3. Reduce bid-ask spreads

Proven Proven
Model Team

Proven Performance

Proven Proven
Trading Process

Price Discover y on Residual
Trading

Liquidity

Point A
Liquidity
Point B

Liquidity

Point C

Liquidity

g

97

L\)Q ¢ '{' k"'\\ O

96

5
\ 1] g
waine SO
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Agency vs Proprietary Trading

AGENCY MODEL

Low potential implicit costs;
r Lower explicit costs

High transparency
% " | No conflict of interest
v | Multiple liquidity sources

Able to control pace of trading

Control Information flow
and prevent leakage

PROPRIETARY MODEL

@ High hidden costs
@ Low transparency
V @ Conflict of interest for
pension clients

@ ' Unclear advantage to broker's
| proprietary account

@ Undisclosed revenue stream

30




Liquidity Management

STATE STREET GLOBAL MARKETS

Member
Contributions

State Street Crossing Derivative Overlay
(Typically 20 - 30%) (S&P 500, EAFE etc.)

ed TM:

2~ Tend

Model Portfolios
B

In-specie stock
transfers

>

Manager A

Manager B

Manager C

Manager D

31




STATE STREET (GLOBAL MARKETS

. Cash Equitisation

Example

STATE STREET GLOBAL MARKETS

Active
Manager A
_ Reporting of daily
M:::V;B cash holdings
9 (IM or custodian)
>
Active j2 300 b ALY
Manager C 7
Derivative Overlay
Active (S&P ASX 200,
Manager D basket of futures to
replicate Global etc.)

State Street monitors the overall cash levels and place hedges appropriate hedges

32
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