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Frequently Asked Questions

With the continuing uncertainty in financial markets, we are receiving queries from concerned members of
company pension schemes, in particular from members of defined contribution occupational pension schemes. In
order to address some of these concerns we felt it appropriate to put together this Newsletter containing some of
the most Frequently Asked Questions.

Q: Is my pension affected by the current turmoil in the financial markets?

A:  Probably Yes. Most pension funds are invested to some degree in equities. Equities have fallen significantly
in the past 12 months with a direct impact on pension values.

Q: Does this mean | will receive less from my pension scheme?

A:  Under a defined contribution pension scheme, the pension you will receive on retiring is related to the
value of your retirement account at the date of retirement. Therefore, any drop in the value of your
retirement account will have an impact on your ultimate pension benefits. Depending on your investment
strategy your projected pension at your normal retirement date may now be less than it was 12 months

ago.
Q: How can | make up this loss?
A:  If you believe that the projected pension under your company pension scheme is no longer adequate you

can increase your retirement account by making Additional Voluntary Contributions (AVCs).

If the investment markets recover and you have remained invested in the markets your retirement account
will benefit from the recovery.

Q:  What is a Balanced Managed Fund?

A:  The vast majority of defined contribution pension members have their funds invested in some form of
Balanced Managed Fund. Under the typical Balanced Managed Fund, the investment manager will decide
on the split of the fund between the various asset classes. In another words, the manager will decide how
much to put into equities, bonds, property and cash.

As at the end of 2008, the typical split was as follows:

Property ~ Cash
6% 6% Irish 8.7%

Bonds
18%

UK 9.6%

Europe 22.2%

Equities
70%

US 18.7%

Japan 3.8%
Other 7%

As illustrated the average balanced/managed fund is diversified across the various asset classes
(Equities, Bonds, Property and Cash) and across the various geographic regions.
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Q: What s a Consensus Fund?

A: A Consensus Fund is a Balanced Managed Fund and follows the same strategy as outlined in the earlier
question. The difference between a Consensus Fund and a Balanced Managed Fund is the method of
picking the actual stocks within the fund. The Consensus Fund tracks a basket of market indices and
therefore will hold all the shares within that index whilst the Balanced Managed Fund actually selects
shares from the index.

It is important to remember that a Consensus Fund is a Balanced Managed Fund, and will share the same
characteristics as all other Balanced Managed Funds, both in terms of the asset allocation and geographic
split of equities.

Q: Why does a Balanced Managed Fund invest 70% in Equities?

A:  Over the long term, equities tend to outperform most other asset classes. The typical Balanced Managed
Fund has a time horizon of 10 years+, and is therefore focused on long term performance as opposed to
short term volatility.

To put this into context, we have shown below the returns per annum compound from both the Irish and
UK markets over the various asset classes, equities, bonds and cash and compared the returns on these
asset classes to the inflation figures over the same period.

(1988-2007) Ireland UK
Annualised i  Standard Deviation i Annualised | Standard Deviation
Return Return

Equities 125 24.9 . 106 156
Bonds 8.3 9.6 8.1 7.5
Property 15.5 11.7 9.6 9.5
Cash 5.8 3.4 7.0 35
Inflation 3.0 1.3 33 2.1

Source:  Goodbody Stockbrokers

As you can see from the table above, equities have outperformed property (with the exception of Ireland)
bonds, cash and inflation over the period under review.

However, this out-performance has not been achieved without an element of volatility.

Q: What is Standard Deviation

A:  Standard Deviation is a measure often used to compare the volatility of various asset classes. In effect the
higher the Standard Deviation the greater the potential for a movement away from the average. So even-
though Irish Equities produced the best long term performance figure over the period under review Irish
Equities were also the most volatile asset class over the period under review in the table shown.
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Q: How volatile are equities?

A:  Inthe answer to the question above, we highlighted that Irish Equities outperformed Irish Bonds by 4.2%
(12.5% less 8.3%) per annum compound over the period from 1988 — 2007. In cumulative terms this is a
substantial outperformance. However, it was not achieved on a simple year by year basis.

To illustrate this point we have shown in the table below the actual year on year performance of the
ISEQ (index of Irish Shares) over the same period

The average annualized return for the period was 12.5% per annum however during the period the best
year was +53.9% and the worst year was -37%.

There are always exceptional events and 2008 has been such an event with the average balanced
managed fund (with an allocation of approximately 70% towards equities) producing a negative
return of -34% in a 12 month period.

Q: Has this happened before?

A:  Yes. Whilst the level of volatility over the past 12 months has been extreme, it is not without precedence.
To put this into context we have replicated a chart showing the performance of the average Balanced
Managed Fund cover the period 1990 — 2008, and highlighted some of the earlier ‘crises’ to have impacted
on pension funds.

NASDAQ
Crash
Russian LTCM Subprime / Credit

Crisis Crisis

US Terrorist
- Atta k-9/11
5-1:.-:'.-.-]-3'-. Asian Currency
(,rls\ A .

US Interest
1 Rate Increases
{ 200.00% Currency
: Crisis

Gulf War l i B

000 —

200,00
i 01-01-1990 D2-12-1991 §1-11-1993 02-10-1995 01-09-1997 02-08-1999 (2-07-2001 02-06-2003 02-05-2005 02-04-2007

Q:  Should I encash all my units now until markets recover?

A:  Various studies show that it is very difficult to call the highs and lows in any particular market, and
therefore to avoid missing the market highs and lows you are sometimes better off to remain invested in
the market. For illustration purposes we have shown the graph below which highlights the returns on the

S&P500 from 1988 — 2008. /
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Q

Annualised Return

12%

10.2%6

10%%

8%

6%0

Invested all Minus 10 Minus 20 Minus 30
7.300 Days Best Days Best Days Best Days

Source: Merrill Lynch

What the graph is showing is that if you remained invested in the market for the full term (7,600 days), you
received a return of 10.2 % per annum. However, if you simply missed the ‘best 10 days returns’ over that
same 20 year period, your annual performance figure dropped by 2.6% per annum.

What are my options?
In effect you have a number of options.

Do nothing and retain your current long term investment strategy
Re-direct future contributions to a different fund choice

Re-balance your accumulative funds across other fund choices

A W=

Combination of both 1 and 2 above

Please note that this is not a call to action. We are simply outlining the options open to members.
Your personal circumstances (risk tolerance, proximity to retirement, other assets) will dictate
which strategy best suits you and we strongly advise members to seek independent financial advice
prior to undertaking a strategic review.

Should | be invested in Equities in the period close to retirement?

Your personal circumstances should dictate your investment strategy, however, in view of the volatility
associated with investment in equities it may be prudent to reduce your exposure to the equity markets as
you approach retirement.

Some defined contribution occupational schemes offer a lifestyle option whereby as the member
approaches retirement age, the member is automatically moved from an equity based investment strategy
towards a cautious investment strategy over a 5 or 10 year period.

We strongly recommend that members within 10 years of retirement should seek advice on the
appropriate investment strategy as they near retirement date. An individual's risk profile and personal
circumstances will and should dictate an investment strategy.

For further information contact:

Pension & Investment Consultants

Dublin 2 Sandyford Business Centre,
Burtonhall Road, Sandyford, Dublin I8, Ireland.
tel +353 1294 7600 fax +353 12947633

Cork 7 Webworks, Eglinton Street, Cork, Ireland.

tel +353 21 480 8041 fax +353 21 431 0550 /

web www.invesco.ie email info(@invesco.ie
Invesco Limited is regulated by the Financial Regulator I n Ve S C O
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