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Investment Division of the Nova Scotia
Pension Agency

The Investment Division of the Nova
Scotia Pension Agency is comprised of
seven investment professionals who are
responsible for providing investment
management services to two pension plans
with combined pension fund assets of
approximately $8.4 billion. Investment
services include but are not limited to
recommending and implementing the
desired asset mix and corresponding
investment strategies, performance and
risk measurement, investment research,
the management of internal portfolios, and
the selection and monitoring of external
investment managers.

This report may also be found online at:
www.novascotiapension.ca. Click on
Public Service Plan and Investment

Reports.



INVESTMENT REPORT

ASSET MIX
Canadian Equity 29.94% 1.68%
. U.S. Equity 14.65% 29.94%
. . 0
. International Equity 17.35% 30.56%
. Fixed Income (Bonds) 30.56%
Canadian Real Estate 5.82%
14.65%
0
Money Market (Cash) 1.68% 17.35%
Total Plan Assets 100%
FUND PERFORMANCE
lyr. 4yr. 10 yr.
Dec. 31,2007  Dec 31,2007  Dec 31, 2007
Public Service Superannuation Fund Return 0.21% 8.36% 7.21%
Benchmark Return 2.77% 9.39% 6.99%
Actuarial Assumed Rate of Return 6.86% 7.38%! 7.38%2
Public Service Superannuation Fund Risk 2.81% 4.26% 7.36%
Benchmark Risk 3.37% 5.00% 8.51%

! The actuarial assumed discount rate was 7.38% until it changed at year-end March 31, 2007.

? The Benchmark was changed for the month ended September 30, 2007 to reflect a passive 50% hedge on all international
equities and a 100% hedge on all international fixed income.
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COMMENTARY

Nova Scotia Public Service Superannuation Fund
Quarter Ended December 31, 2007

During the fourth quarter of 2007, major central banks made a strong effort to ease tighter
credit conditions experienced globally (due to the continuing saga of the sub-prime crisis) by
injecting billions of dollars into the financial system and adopting more accommodative
monetary policies.

The United States Federal Reserve cut the Target Federal Funds interest rate by a total of 100
basis points between September and December lowering this benchmark interest rate to
4.25%. The Federal Reserve noted that economic growth was slowing reflecting the United
States housing crisis, increased energy and food prices, and a decline in consumer and business
spending.

Both the Bank of Canada and Bank of England reduced their target interest rates by 25 basis
points, while Bank of Japan and the European Central Bank kept rates unchanged during the
quarter.

United States

The United States economy recorded strong annualized economic growth in both the second
and third quarters of 2007 of 3.8% and 4.9% respectively. However, for the fourth quarter of
2007, real GDP growth fell to 0.6% annualized indicating a pronounced slowdown and talk of
recession leading into 2008.

This slowing reflects a combination of factors all tied to the sub-prime mortgage crisis and
crumbling housing market; - declining residential construction activity; a fall off in business
equipment spending; rising energy prices; financial market volatility; tighter lending
standards; reduced consumer spending and eroding household confidence.

The risk of slower growth is now outweighing inflationary fears, as both headline and core
inflation stabilized throughout 2007 and ended the year on a downward trend.

However, in light of the above, the United States economy exhibited impressive resiliency to
the fall off in housing and the disruption experienced in the financial markets. Employment
remained resilient, and strong global growth combined with a lower United States dollar
boosted exports helping to offset the drag to aggregate demand from the housing recession.

Unfortunately, mounting evidence suggests that the United States economy will be severely
tested in 2008. The continued cumulative effects of falling house prices, record energy prices,
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tighter lending standards, and declining household wealth should ultimately begin to show up
in consumption data and consumer spending sometime during the initial part of the year.

While exports/trade helped stabilize the United States economy in 2007; on a go forward
basis, it is unlikely to offset the drag from housing and a pull back in consumption in 2008
thus leading to sluggish and possibly negative GDP growth.

Canada

The Canadian economy grew at an annualized rate of 2.9% during the third quarter of 2007
following a 3.8% revised growth figure for the second quarter of 2007. With an estimated
fourth quarter annualized growth of 1.5%, annual 2007 real GDP is expected to be
approximately 2.6%.

It is only natural that the slowing of the United States economy has spilled over into Canada.
However, the Canadian economy still has a number of favorable aspects: the housing market
is much healthier than in the US; government and corporate finances are sound; strong
commodity prices support capital spending; and a strong labor market has underpinned
consumer sentiment and spending.

The Canadian dollar continued to perform strongly against its United States peer trading at or
near parity during the fourth quarter of 2007 as a result of strong commodity prices and
general United States dollar weakness. The Canadian currency reached an all time high of
$1.10 US in November before closing out the year at $1.0064. Performance of the Canadian
dollar was mixed relative to other major currencies.

Alongside moderate economic growth, Canada’s inflation indicator improved substantially
into year end as the improvement in the Canadian dollar began to transcend into lower prices
for Canadian goods and services. Core CPI slipped to 1.5% year on year in December having
decelerated for six consecutive months from 2.5% year on year in June. This was well within
the Bank of Canada’s comfort zone.

A rapidly improving inflation picture in Canada in 2008 should allow the Bank of Canada to
gradually ease interest rates in conjunction with its United States peer. This should help
mitigate any downside risks arising from a potential United States recession and a much
stronger Canadian dollar; as well as offset the potential for tighter credit conditions.

Eurozone

Eurozone GDP advanced strongly throughout 2006 and the first half of 2007 until it lost
momentum in the second and third quarters with overall GDP rising just 0.3% and 0.8%
respectively quarter over quarter.

Recent European economic data has been mixed. Several economic releases seem to indicate
that the region’s expansion may be late in the cycle as higher interest rates and a stronger
currency (Euro) are now taking a toll on the region’s economic growth.
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As a result, real GDP is expected to slow in 2008 to just below 2.0%., but this is consistent
with the region’s trend pace.

Inflation remains a concern of both the Bank of England and the ECB as oil prices have led to
pronounced increases in headline inflation through the last quarter of 2007 rising from 1.7%
year over year in August to 3.1% year over year in December. This is well above the ECB’s
2.0% target range.

It seems that the future direction of monetary policy in 2008 will depend upon how the
region’s central banks view the trade-off between significant downside economic risks and the
potential for substantial upward pressure on consumer price inflation due to rising food and
energy prices.

Capital Market Returns
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Global capital markets finished the year on a downward note with all major equity indices
posting negative returns on both a local and Canadian dollar basis. Only cash and Canadian
domestic bonds posted positive returns during the quarter. Market volatility intensified as
deteriorating credit performance in the United States sub-prime mortgage market and its
perceived ramifications led to a sharp and sudden repricing of risk across various asset classes
and markets globally.

For the full year ended December 31, 2007, major benchmark equity indices posted positive
returns, however United States and international equity returns were negative when adjusted
for a sharply higher Canadian dollar.
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Bond and credit markets were impacted by the United States sub-prime mortgage crisis and
global credit crunch. The flight to quality from riskier assets into fixed income led to a

decline in bond yields and a steepening of the yield curve in both the United States and
Canada.
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Canadian bonds as represented by the DEX Universe Bond Index posted a return of 2.7% on
the quarter, and 3.7% for the year. Cash outperformed bonds, as the DEX 30 Day T-bill
Index posted a total return of 4.3% for the year.
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Canadian Fixed Income Returns
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Real return bonds continued to underperform both the Universe and long-term bond index
with a quarterly return of 2.70% and full year return of 1.59%.

For the quarter ended December 31, 2007, the Fund returned a negative 0.92% versus a
benchmark return of negative 0.21%.

For the 12 months ended December 31, 2007, the Funds’ return of 0.21% was below the
benchmark return of 2.77. This underperformance was due to several factors, the most
notable that growth’ outperformed the value* bias for the year and also due to the fact that the
Fund’s Canadian equity manager’s underperformed their market benchmark.

? A strategy whereby an investor seeks out stocks with what they deem good growth potential. In most cases a growth stock

is defined as a company whose earnings are expected to grow at an above-average rate than its industry or the overall market.
* Value investors actively seek stocks of companies with sound financial statements that they believe the market has
undervalued. Typically, these investors select stocks with lower-than-average price-to-book or price-to-earning ratios and/or

high dividend yields.
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Equity Styles
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Stock Value Percentage of Portfolio
Potash Corp of Saskatchewan $42,460,906.35 1.15%
Manulife Financial Corp $40,725,187.07 1.10%
Bank of Nova Scotia $38,780,883.08 1.05%
Toronto-Dominion Bank $31,597,823.42 0.85%
Royal Bank of Canada $29,718,473.73 0.80%
Rogers Communications -Cl B $28,524,308.06 0.77%
Nexen Inc $28,207,627.78 0.76%
Encana Corp $25,250,569.06 0.68%
Snc-Lavalin Group Inc $25,228,326.00 0.68%
Bank of Montreal $23,045,501.83 0.62%
Talisman Energy Inc $22,835,939.25 0.62%
Suncor Energy Inc $21,415,057.98 0.58%
Great-West Lifeco Inc. $20,407,455.00 0.55%
Candian National Railway Co $19,299,380.21 0.52%
Canadian Natural Resources $18,652,893.65 0.50%
Shaw Communications Inc-B $17,335,829.38 0.47%
Transcanada Corp $16,290,513.51 0.44%
Banco Santander Sa $14,959,503.00 0.40%
Goldcorp Inc $14,119,880.78 0.38%
Imperial Oil Ltd $13,808,456.75 0.37%
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PO BOX 371, PURDY’S LANDING
4™ FLOOR, 1949 UPPER WATER STREET
HALIFAX, NOVA SCOTIA B3] 2P8
PHONE: 902-424-5070
TOLL FREE IN NS: 1-800-774-5070

FAX: 902-424-0662
E-MAIL: PENSIONSINFO@GOV.NS.CA

WEBSITE: WWW.NOVASCOTIAPENSION.CA
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