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Moving models of flowers powered by solar energy are
displayed at the entrance of the European Union
council headquarters in Brussels February 18, 2008.
The exhibition called ‘Dang’cing Solar Flowers’ and
featuring 10,000 flowers are set to raise public

awareness on issues linked with energy.
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From ambitions to responsible investment

APG invests pension funds’ assets responsibly. Everything we
do with those assets is in line with what the pension funds
want. It is our job to take our clients’ ambitions and translate
them into an investment policy. We do so because the pension
funds we work for want us to, but also because it is our
conviction that this is the best way to serve their interests and
the interests of their members.

The economic recession that took hold in 2008 has been felt
keenly in practically all sectors, and certainly the financial
sector, which pension funds belong to. Inevitably, the crisis
has affected our investment performance. Investing for
pension funds, however, is a long-term affair, and taking
sustainability and corporate governance considerations into
account as we invest is a vital element of our long-term focus.

There are other reasons, too, why the economic disappoint-
ments of the past year should not distract us from issues such
as the climate and human rights. In the first place, it is
becoming increasingly clear that these issues influence the
financial performance of the companies that we invest in on
behalf of our clients. In the second place, the impact of our
investment decisions reaches further than the assets of the
pension funds that we work for. They also affect the companies
we invest in, and, through those companies, the environment
and society worldwide. This is yet another way in which we
fulfill the ambition and responsibility of our clients.

This is APG’s first Responsible Investment Report. In this
report, we describe why we have a responsible investment
policy, what this policy is, and how we implement it. We are
proud of the considerable progress we have made in shaping
our approach to environmental, social and corporate
governance issues, and embedding them in our investment
policy. Our goals for the future are also presented here. For us,
one thing is certain: we will continue, in the interest of our
clients and with their input, to invest responsibly.

Roderick Munsters, Chief Investment Officer, APG



Sustainable investment climbing the agenda

Like other financial institutions, APG devoted a considerable
amount of its time and energy in 2008 to dealing with the
effects of the credit crisis. Nevertheless, we also made great
strides in shaping our approach to environmental, social and
corporate governance issues. For us, this makes perfect sense:
the meaning of sustainability to the long-term objectives of
pension funds becomes all the clearer, we believe, when the
short-term financial outlook is bleak.

Climate change

Concerns about climate change did not diminish in 2008.
Research performed for the United Nations has produced
evidence that the climate is changing as a consequence of
human activity. If nothing is done about the causes, climate
change will have vast, global consequences for both the

environment and the economy.

In anticipation of a global climate treaty, the European Union
adopted a proposal late in 2008 to reduce emissions of
greenhouse gases in Europe by 20 percent by 2020. In the first
month of his administration, US President Obama took
measures to promote clean energy and announced plans to
deal with climate change. In California, Governor
Schwarzenegger intends to put solar panels on one million
roofs. Meanwhile China, too, has set targets to reduce its coal
consumption and its contribution to global warming.

Critical attitudes

Worrying developments such as the credit crisis and global
warming have an impact on public opinion. People have
become more critical of the way financial institutions manage

their assets, particularly now that some of these institutions
are being kept afloat with government aid. Other companies
are also facing increasing appeals to comply with broadly
accepted corporate governance standards.

Consumers want ‘green’ products, and speak out against
companies that sell products made under inhuman working
conditions. As citizens, they expect their governments to set
rules and closely monitor companies’ social responsibility
performance. And as pension fund members, they increasingly
demand that their pension savings are invested in a socially
responsible way. Of course, they want to earn the best possible
return on their pension assets, but they are just as interested
in a livable future world in which to spend their pension
benefits.



Sustainability and return

APG believes that systematically taking environmental, social
and corporate governance considerations into account can
contribute to better investment decisions. As we explain
below, it is clear that these issues impact the financial
performance of many of the companies we invest in. By
embedding responsible investment in its investment policy,
APG helps pension funds not only to fulfill their ambitions in
relation to social responsibility, but also to meet their long-
term financial targets.

The environment as a success factor

Environmental legislation and consumer demands regarding

a product’s environmental footprint’ have made the environ-
ment a significant corporate success factor. This is why more
and more companies are cleaning up production processes and
bringing ‘green’ products to market, while investors, in their
turn, look at a company’s environmental track record when
they choose their investments. Key environmental criteria
include greenhouse gas emissions, energy consumption,
treatment of toxic substances and water consumption.

Where possible, APG’s investment decisions take account of
whether companies treat the environment responsibly and
develop eco-friendly products and technology. Climate change
has become the world’s greatest environmental challenge.
Governments are increasingly using financial instruments to
support their environmental policy. They are taxing green-
house gas emissions and subsidizing the production and
purchase of eco-friendly products. Financial incentives like
this can influence corporate results and thus the value of a
pension fund’s investments.

For power companies, greenhouse gas emissions are a major
factor. This sector accounts for 35 percent of all CO, emissions.
Five years from now, power companies in Europe will have to
pay for every kilogram of greenhouse gas they produce. Ahead
of the introduction of this legislation, APG performed an
assessment in 2008 of the influence these costs will have on
investments in power companies. We did this by factoring the
estimated future price of CO, into our valuation models.
Helped by this analysis, APG decided, among other things, to
sell shares in the CO2-intensive producer RWE and buy shares
in the Finnish company Fortum, which has the lowest CO,
emissions in the European peer group.

In other sectors, too, APG examined the impact of environ-
mental issues in 2008. For example, we looked at the effect of
new climate policy on the automotive, aviation and cement
and brick making industries. New European directives require
car manufacturers to reduce the CO, emissions of new cars
from 2012. Several countries have linked road tax to CO,
emissions. Germany, the UK, Italy and Spain pay a scrappage
premium to consumers who trade in their old, gas-guzzling
car for a new, fuel-efficient one. These developments, along-
side other financial considerations, have played a role in our
decision to invest part of our assets under management in car
manufacturers with a leading position in the development and
marketing of energy-efficient engines.



Investing in clean technology can be part of the solution to
environmental problems. That is why APG actively looks for
investment opportunities that combine environmental gains
with attractive returns for our clients. We invest in a number
of wind farms and other companies in the wind energy supply
chain, such as component suppliers, turbine makers and
project developers. We also closely monitor developments in
other sustainable and efficient technologies.

Dealing with social dilemmas

Regulations and legislation vary from one country to the
next, as do standards, values and traditions. Companies with
international operations inevitably face dilemmas in the
countries they work in. These pertain to the way they treat
their own employees, as well as the responsibility they have
for working conditions in companies they buy from and the
well-being of the people living nearby. Other dilemmas may
arise from the company’s relations with dictatorial regimes.

Ignoring the social aspects of doing business can cost a
company dearly. Various manufacturers of top brands have
seen their reputation damaged following publications about
their suppliers being involved in child labour. That is why the
way international companies deal with the dilemmas
discussed here is relevant to asset managers like APG. In the
past year, we have engaged various companies to verify
information that we had, or to request further information on
specific topics. By entering into a dialogue with these
companies, we gain a better understanding of how they deal
with the social side of their international operations on a day-
to-day basis.

Drying of cacao beans in Sao Tomé, Africa (2002). Collaborating with a
Scandinavian investor, APG has entered into talks with the key players in
the sector to find a structural solution.

Measures against child labour at CVS Caremark

We investigated accusations of involvement in child labour aimed at
companies including the US multinational CVS Caremark. The company,
which had already been convicted in 2007 in connection with child labour,
informed us that it had an arrangement with the US Labor Secretary, in
which managers and young people receive training on what work the latter
may and may not do. Parents were also informed, and measures were taken
to avoid irregularities in the future. The steps taken give us confidence that

the company will not overstep the rules again.

Child labour in cocoa production

In 2008, APG launched an investigation into companies that use cocoa from
Ghana and Ivory Coast in their products. We want to encourage companies
to take joint action to fight child labour. Although this has been a hot topic
for years, companies are by no means making the most of the opportunities
to prevent children from becoming recruited into cocoa farming. For these
companies, reports in the media of involvement in child labour pose a

real risk to their reputation. Collaborating with a Scandinavian investor,

we entered into talks with the key players in the sector to find a structural

solution.

Opportunities for the pharmaceuticals industry

Pharmaceuticals producers generate the bulk of their sales in
western markets, but increasing competition there is forcing
them to venture into new markets. Countries with a rapidly
growing middle class, such as Brazil, China, India, Kenya,
Nigeria and Russia, are attractive growth markets for such
companies. There are obstacles to growth, too, however:
there are not enough hospitals, doctors and pharmacies, for
instance, and no collective health insurance scheme at all,



while disposable incomes are low. The question is: how do

pharmaceuticals companies deal with these obstacles and set up a
sustainable, profitable business, which at the same time provides
better access to healthcare for lower income families?

To tackle this problem, a group of large investors set up a project
called Pharma Futures. Within Pharma Futures, APG is working
with the companies involved to find solutions to the challenges
the sector faces and to make the most of the opportunities. Our
approach involves looking at successful initiatives and learning
from them. For example, we visited a project in India that
demonstrates how medical care can be made broadly accessible.
The company works according to a ‘Robin Hood’ model, with the
poorest paying next to nothing and the other patients paying a
normal price. It still manages to turn a profit by working very

efficiently, performing six times as many eye operations as
ordinary hospitals in India. The profitis used to finance
growth. Currently 260,000 eye operations are performed every
year in five hospitals. Using examples like this, we present the
pharmaceuticals sector with ideas to further expand their
business in emerging economies and contribute to more
broadly accessible healthcare. The report with the conclusions
was published early in 2009.!

Good corporate governance benefits shareholders

In recent years, public interest in corporate governance issues
has grown considerably. The current credit crisis, meanwhile,
has raised questions about the governance of financial
institutions.

1 www.pharmafutures.org



Shareholders benefit from good governance at companies they
own. They want managers to obey the law, use financial
resources sensibly and keep both the long and short-term
interests of the company in mind. Pension funds, given the
responsibility they bear for their members, have a duty to
make sure the companies they invest in are well managed.
The pension funds for which APG manages assets have
entrusted this duty to us. Therefore, corporate governance,
alongside environmental and social responsibility, is a key
theme when we assess and engage companies that we invest
in on behalf of our clients.



Organizing responsible investment

For APG, responsible investment is more than just a promise.
We have integrated environmental, social and governance
(ESG) principles into our investment policy. After being
approved by our clients, this policy is executed by a team of
skilled professionals. Our sustainability and governance team
is supported by our portfolio managers and has access to all
the networks, information and technical resources it needs.

Policy with firm foundations

APG’s responsible investment policy is aimed at improving
risk-adjusted financial returns on the assets under
management, giving shape to our clients’ social responsibility
and contributing - in their interest - to the integrity of
financial markets.

APG’s responsible investment policy is built on eight pillars:

1. integrating sustainability and shareholders’ rights into our
investment process

2. engaging companies

3. actively exercising shareholders’ rights on behalf of our
clients

4.1investing in sustainability

5. engaging legislators and policy makers

6. excluding companies that violate Dutch or international law

7. collaborating with other large investors

8. being open about our investment policy

The international sustainability and corporate governance

standards underlying our responsible investment policy are:

- the United Nations Global Compact

- the OECD Guidelines for Multinational Enterprises

- the International Corporate Governance Network Statement
on Global Corporate Governance Principles

- the OECD Principles of Corporate Governance

Before investing in a company or project, APG performs
in-depth research into its financial strength, expected returns
and associated financial risks. Where possible, we also analyze
the company’s treatment of employees and the environment.

Skilled sustainability and governance team

In 2008, APG’s responsible investment policy was carried out
by a team of five skilled professionals, supervised by a steering
committee consisting of the relevant department heads and
chaired by the Chief Investment Officer. The sustainability and
governance team works with the portfolio managers respon-
sible for investing in all asset classes. Legal and communica-
tions specialists are also closely involved. During the year, the
decision was taken to add three new members to the team,
who have now been hired (Claudia Kruse, YK Park and Sander
Paul van Tongeren).

The sustainability and governance team follows the public
debate and changes in legislation and regulations. Team
members analyze the sustainability of proposed investments,
and, with the portfolio managers, examine the key environ-
mental, social and corporate governance issues in each asset
category and sector.



Expanding our knowledge base is an ongoing process at APG.
To increase their knowledge of sustainability issues, for
instance, APG’s investment professionals attended a
presentation in 2008 by Jonathan Lash, president of the
World Resources Institute (WRI) in Washington DC, which
is internationally renowned for its sustainability-related
research.? Subsequently the WRI held a workshop with the
portfolio managers in Amsterdam and New York about
investment opportunities arising from climate change.

APG Asset Management’s sustainability and governance team

Rob Lake, Head of Sustainability

Rob Lake is responsible for
integrating sustainability
aspects into APG’s investment
process for all asset classes. He
is a member of the Program
Board of the Sustainable
Investment research pro-
gramme funded by MISTRA,
the Swedish government

environmental research agency; the Advisory Board of the
World Resources Institute’s Envest programme; and the
Advisory Group to the Chair in Socially Responsible Invest-
ment at the University of the Sorbonne and the University
of Toulouse. From 2000 to 2006 he was Head of Corporate
Engagement at Henderson Global Investors, London. From

1989 t0 2000 he was a policy analyst for various environmental

and international development NGOs.

2 www.wri.org

Claudia Kruse, Senior Sustainability and Governance Specialist
Claudia Kruse joined APG Asset
Management to engage
companies with a view to
improving their sustainability
performance, focusing
particularly on environmental
aspects. In her previous job,
Claudia was Head of ESG
Research at JP Morgan
Securities in London. From 2002 to 2007 she was Associate
Director Governance e Sustainable Investment at Fe*C Asset
Management, London. From 2000 to 2002 she worked at ESG
researchers CoreRatings.

YK Park, Senior Sustainability Specialist, Asia

YK Park works at APG Asset
Management Asia’s office in
Hong Kong. Her role is to
integrate ESG factors into
APG’s Asian investments and
to engage Asian companies.
Prior to APG, YK spent almost
three years at ASrIA (Associa-

tion for Sustainable & Respon-
sible Investment in Asia) in Hong Kong. In her time at ASrIA,
YK focused on the creation of the SRI Funds and Toxic Chemi-
cals Portals and the implementation of the Carbon Disclosure
Project (CDP). She also provided commentary on sustainable
investment issues to a broad range of Korean and global








