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By making continuous
enhancements, ADIA
has built an mvestment
strategy that 1s not
simply based on asset
class or geographic
allocations, but one
that 1s both robust and
increasingly focused

on return drivers.
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Investment Strategy
and Planning

ADIA has a disciplined investment strategy that aims to generate stable returns
over the long term within established risk parameters,
supported by a comprehensive, institution-wide planning process

ADIA's strategy and planning activities
work in tandem, aligning organisational
priorities withinvestment objectives
through the ADIA Wide-Planning (AWP)
process. Our approach ensures that
ADIA's investment activities are
closely tied toits short, medium and
long term goals.

Investment strategy at ADIA begins
with a clearly defined appetite for risk.
This has been calibrated through a
blend of publicly traded securities,
known as the Reference Portfolio,
developed to define the desired
amount of market risk that should

be accepted over the long term.

The Strategy & Planning Department
(SPD) plays a centralrolein ADIA's
investment process, with
responsibility for developing,
maintaining and periodically reviewing
ADIA's Strategic Asset Allocation
(SAA) across more than two dozen
asset classes and sub-categories.

The SAAisintended to add value to the
Reference Portfolio by diversifying
across this richer set of asset classes,
using weightings based on ADIA's
long-term view of the world.

Thisresultsinahigher expectedreturn
for a similar level of risk.

Inaccordance with ADIA's prudent
governance structure, SPD’s strategic
asset allocation recommendations
are submitted to the Investment
Committee and ultimately the
Managing Director. If approved,

funds are allocated to the respective
investment departments, which
areresponsible for implementationin
line with their mandates, benchmarks
and guidelines.

Through an ongoing assessment
process, ADIA's investment strategies
are continuously streamlined to
enhance performance. Thisincludes
proposing new strategies to expand
ADIA's investable universe and
identifying medium-term tactical
opportunities for generating returns
in excess of those achieved by the
Strategic Portfolio, while maintaining
ADIA's target risk profile.

In order to achieveitslong-term
objectives, ADIA must be able to
execute onits desired asset allocation
in a timely fashion, in size, while

minimising transaction costs. Itis for
this reason that half of ADIA's portfolio
consists of index-replicating, or
passive, strategies within quoted
markets. This is offset by skilfully
designed, actively managed
investments across asset classes,

in areas with genuine potential to
generate market outperformance,

or alpha, over the long term.

We recognise that a structured yet
flexible approachis needed to ensure
opportunities and trends canbe
captured as they arise. As aresult,
ADIA has expandeditsin-house
capabilities in anumber of asset
classes and support functionsin
recent years.Onamacro level, this
has enhanced the organisation’'s
ability to take a globally strategic
view of opportunities, both across
and within asset classes. It has also
enabled ADIA to become increasingly
tactical where potential opportunities
and trends arise.

As aresult, ADIA has built an
investment strategy thatis not based
simply on asset class or geographic
allocations but one that is robust,



flexible and increasingly focused
onreturndrivers. This allows for a
sophisticated approach that canbe
more granular in nature and provides
us with the ability to explore sector-
based or thematicinvestments

with attractiverisk and return
characteristics.

The development of ADIA's investment
strategy is guided by and closely tied
to the AWP process. Threeinter-linked
disciplines — Strategy Planning,
Organisational Planning and Execution
Planning — work together to ensure
ADIA adopts a coordinated, proactive
and forward-looking approach to
strategic and organisational change.

This process aims to promote
discussion around fundamental
assumptions and strategic priorities,
align ADIA's culture, people,
information, structure and process
with the institution's objectives,

and support departments with their
implementation of agreed strategies
and organisationalimprovements.

Strategy & Planning Department

The Strategy & Planning Department
(SPD) is responsible for ensuring that
ADIA's activities remain closely aligned
withits mission and long-term
objectives. SPDis dividedinto

the following functional areas:

Investment Strategy develops a
diversified strategic asset allocation
inline with ADIA's mission and
investment goals, adding value
through tactical asset allocation

and by advising ADIA's leadership on
features and trends in capital markets.

Portfolio Construction provides
quantitative and operational support to
the Investment Strategy processes. It
also develops, maintains andimproves
portfolio optimisation, portfolio
simulation and back-testing tools.

Investment Risk is responsible

for understanding and analysing
ADIA's exposure to market,
investment, liquidity and country
risks, and providing input into ADIA's
investment guidelines.

ADIA Global Research produces
insightful research and analysis
on economic, energy and political
Issues, sharing this with ADIA's
leadership and stimulating debate
across the organisation.

Organisational Development

works to design andimprove ADIA's
organisational capabilities, including
its governing committees, in order
toimplement its mission and achieve
itsinvestment goals.

Project Management Officeis
responsible for supporting ADIA's
strategic objectives through the
design and implementation of
sustainable change projects
across the organisation.

Corporate Communications &

Public Affairs provides wide-ranging
communication support to ADIA's
leadership and departments.

Its missionis to protect ADIA's
reputation, build internal and external
understanding of its activities, and

strengthen stakeholder relationships.
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Investment Activities

ADIA’s investment departments are responsible for building
and managing investment portfolios within the parameters set for them
through the asset allocation process. These investment departments,
which 1nwvest across multiple geographies, have discretion over the
origination and recommendation of investment proposals.

ADIA places great importance on
preserving the reputation it has built
over the past 40 years asatrusted and
responsibleinvestor and partner. In
keeping with ADIA's prudent culture,
investment proposals are subject to
rigorous analysis at a departmental
level,andin collaboration with
numerous support functions, to ensure
that they satisfy our internal risk and
returnrequirements before being
recommended for implementation.

ADIA investsinto global markets either
directly throughitsinternalinvestment
teams, or through external funds.

OVERVIEW

Investment Departments:

Indexed Funds

Internal Equities

External Equities
FixedIncome & Treasury
Alternative Investments
Real Estate & Infrastructure
Private Equities
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ADIA's equities, fixed income and
alternatives departments operate a
series of mandates under which they
are able toinvest across different
asset typesinline with pre-approved
guidelines. These mandates are
regularly reviewed and modified,

or added to as neededin order to
reflect market developments or
take advantage of shifting trends.
Forilliquid asset classes such asreal
estate, infrastructure and private
equity, investment professionals
areresponsible for originating and
recommending asset or sector
specificinvestment opportunities.

INVESTMENT

DEPARTMENTS

ADIA's Investment Committeeis
responsible for the review of allmajor
investment proposals. If approved,
responsibility for deal execution and
ongoing portfolio management rests
with therelevantinvestment
department.

Once aninvestment has been
made, progress and performance
ismonitored by the investment
department alongside a number
of support functions, and updates
are provided over time to the
Investment Committee.

MANAGING

DIRECTOR
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INVESTMENT ACTIVITIES

Equities

Indexed Funds Department

The Indexed Funds Department manages the largest proportion of
ADIA's equities with the objective of achieving index returns with the
flexibility to add value within approved guidelines.

Indexed Funds comprises two teams: External, which oversees the
activities of externalinvestment managers who manage the majority
of the assets allocated to Indexed Funds by ADIA; and Internal,

which directly manages the remaining assets. Both the External

and Internal asset pools are subject to close monitoring and strict
guidelines to ensure objectives are met and risk is controlled.

The Indexed Funds Department is supported directly by its Risk,
Research and Operations teams, and governance is provided by

the Department's Executive Committee.

Internal Equities Department

The Internal Equities Department invests directly in global equity
markets and actively manages these investments in order to
generate returns that outperform the relevant benchmarks.

Internal Equities identifies investment opportunities based on
bottom-up fundamentalresearch, focusing on companies’
structural value propositions.

The Department manages multiple internal active portfolios that
are organised by geography, sector and/or theme. It utilises a
fundamentals-driven, research-based stock selection approach
that seeks to generate alpha within predefined risk parameters.
Eachteamisled by a portfolio manager, backed by a deputy, and
consists of analysts as well as sector and/or country specialists.

External Equities Department

The External Equities Department oversees the activities of external
investment managers who employ active strategies toinvest in global
equity markets. External Equities constructs and manages a single
global equities pool consisting of multiple external managers, overseen
by internal portfolio managers with regional specialisations and an
objective to outperform the benchmark within a predetermined set

of investment guidelines.

Theinternal portfolio managers seek to identify the best external
managers in global markets to generate sustainable outperformance.
The Department conducts extensive due diligence on a qualitative
and quantitative basis, which includes multiple engagements

with prospective managers. Throughout this process and post-
appointment, External Equities requires maximum transparency
fromits external managers, with portfolio monitoring conducted

ona continuous basis.

REVIEW OF THE YEAR

Global equity markets built further

in 2017 on their multi-year run of
positivereturns, supported by
synchronised global growth translating
into steady corporate earnings
appreciation continued expansionary
support by centralbanks and abundant
liquidity frominvestors lacking
attractive alternatives.

Even as valuations reached new highs
inmany markets, sentiment remained
underpinned by positive earnings
surprises and corporate activity. Toward
the end of the year, U.S. markets were
boosted further by the expected
passage of atax reform package.

The S&P 500 put inits best first-half
performance since 2013, before
finishing the year 22% higher, helped
by continued outperformance of
technology stocks. More broadly, the
MSCI AC World Index gained 24% with
Information Technology, Materials,
Industrials and Consumer Discretionary
sectorsallperforming well. It was a
particularly strong year for emerging
markets, with the MSCIEmerging
Markets Index rising 37% during 2017.

The short-term outlook for global growth
remains positive. The prevailing interest
rate environment, ample liquidity and
narrower credit spreads during the
course of 2017 have combined to create
conditions at the start of 2018 even
more conducive to growth than those
of ayear ago.

Inthe U.S.,a virtuous circle of economic
conditions should support continued
growth, as tight labour conditions lead
to wageinflation, whichin turn should
underpin consumptionandresultin
increased hiring. In this environment,
companies arelikely to expand capacity




andinvestment spending, and positive
signs were already emerging on this
front at the end of 2017. The Evercore
ISI Company Surveys, for example,
showed the number of U.S. firms
planning to increase capital expenditure
hadrisen to a post-recession high.

The Euro area economy was a positive
surprise for investors during 2017, while
corporate balance sheetsimproved and
credit growth accelerated. Thisinturn
fueled areboundin European business
confidence andinvestment, with the
German IFO business confidence index
ending the year just off its record high
after strong gains over the year.

The Japanese economy ended 3Q 2017
withits seventh consecutive quarter of
positive sequential growth, the longest
streakin16 years, and an annualised
growthrate of 2.5%. The outlook for Japan
remained positive at the start of 2018,
with exports recovering and bothits
manufacturing and non-manufacturing
PMIs at near record-highlevels.

In China, economic growth slowed
slightly as the year progressed, but
remained robust. Real-time measures of
industrial activity such as railway freight
traffic, excavator sales and electricity
production were growing at a healthy
pacein early 2018, with exports also
accelerating due to a weaker currency
and stronger global growth. This,
together withincreased demand for
consumer goods and property and
growthinindustrial output, has fed
through to producer prices. Higher
selling prices, inturn, have fueled a
rebound inindustrial company profits,
which should support business capital
spending in the first half of 2018.

While economic conditions remain
relatively supportive, the short-term
outlook for equity marketsis less certain.

With global equity markets having
already posted high double-digit returns
since 2016, it would appear tobe a
matter of time before attentionreverts
to fundamentalissues such asrecord
high corporate debt levels, and the
sustainability of earnings growth.
Potential triggers could be the continued
unwinding of monetary stimulusin the
U.S., Europe and China, rising interest
ratesinthe U.S. or U.K., or sudden,
unexpected geopolitical developments.

KEY DEVELOPMENTS

Internal Equities continuedits selective
recruitment during 2017, which resulted
innew appointments to the Europe and
Japan mandates and to the department
support teams. The Global Sector
Research teams, meanwhile, continued
to produceresearch that supported the
investment decision-making process,
both within the Department and across
ADIA asawhole.

Internal Equities conducted a study

in 2017 on how Big Data, Machine
Learning and Artificial Intelligence are
changing theinvestmentlandscape,
following a peer-review process that
highlighted the varying level of industry
response to technology advances.

This resultedin the adoption of several
initiatives relating to data capture,

data storage, stock analysis and factor
exposures, which have improved
operational efficiencies and will be used
to highlight investment opportunities.
The Department also used the exercise
toimproveits Market Information
Systems usage and the way it stores,
manages and disseminates proprietary
research data.

In keeping with ADIA's emphasis on
developing its UAE National talent,
anumber of UAE National trainees
were placedinto roles across Internal
Equitiesin 2017 as part of ADIA's Early
Career Development programme.

In External Equities, meanwhile, the
Department completed areview and
restructure of the various exposures
that constituteits single investment
pool. This work analysed long-term
structural shifts that willimpact active
funds management andidentified the
Department’s strategic opportunities
toachieve excessreturnsacrossits
exposures. The team alsobegan a
project to explore ways to further
leverage existing research and
resources to deliver additional
outperformance for ADIA.

GLOBAL EQUITY INDICES EARNINGS GROWTH
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INVESTMENT ACTIVITIES

Fixed Income
& Ireasury

The Fixed Income & Treasury Department
serves multiple functions, which include
managing ADIA’s hquidity needs and cash
investments in the short-term money markets,
as well as managing 1ts portfolio of investments
across a broad range of fixed income securities.
The Department’s objectives are to meet
ADIA’s hiquidity needs and to obtain returns
matching or outperfornung its respective fixed
income benchmarks through disciplined
execution while maintaining an acceptable

level of risk.

The Department's fixed income allocation is managed both internally
and through external managers, with a goal of maximising returns
while adhering to strict investment guidelines. Fixed Income &
Treasury investments can be grouped into five broad categories:
global government bonds, globalinflation linked bonds, emerging
market bonds, globalinvestment-grade credit and non investment-
grade credit. The Department also has a dedicated Treasury function,
which monitors ADIA's liquidity needs and aims to preserve capital
while ensuring access to daily and short-term liquidity.

Allare supportedinternally by an operations team, which provides
operational support andinfrastructure to the department and works
closely with other support functions across ADIA, and arisk team,
whichis responsible for identifying and evaluating risks at a
departmentallevel and feeding its analysis into ADIA's broader

risk management framework.

REVIEW OF THE YEAR

Fixedincome marketsin 2017 were
characterised by their stability,
with globalinterest rate, equity
and credit spread volatility all at
decade-low levels.

Asinthe past, the steady, low-yielding
environment acted as a spur torisk
taking, with the main beneficiaries of
fund flows being either non-U.S. Dollar
sectors, such as emerging market local
debt, or those offering higher yields
such as U.S. high yield bonds.

The factors driving last year's benign
fixedincome landscape were primarily
healthy economic growth, stimulative
global monetary policies, low actual
and expected inflation, and strong
demand for assets with higher yields.
Political uncertainty in Europe and the
U.S. flared up throughout the year but
the effect on markets was temporary,
overshadowed by supportive
monetary policies.

Interest rates ended 2017 close to
multi-decade lows in most non-U.S.
markets. German 10-year notes closed
atroughly 0.35%, Japan at 0% and the
U.K.at1.25%. The U.S. Government
market, meanwhile, saw a pronounced
mid-to-late cycle flattening of the
yield curve, as healthy economic
growthbeganto feedinto
expectations of tighter monetary
conditions. Yields for 10-year notes
fellby 0.10% while 2-year note yields
increased by approximately 0.50%.



Currency markets saw the greatest
absolute volatility during 2017, with the
U.S. Dollar coming off its highs at the
start of the year tolose around 9%
versus the Euro, 3% versus the Yen and
4% relative to a basket of emerging
market currencies. The Dollar's decline
wasdriveninpart by large speculative
flows as global growth expectations
improved throughout the year. By the
end of 2017, however, prospects for the
Dollar remained supported by alarge
and growing positive interest-rate
differential versus other global
markets, and a historically large
speculative short positionin the USD.

Credit markets turnedin another
strong performance for 2017, led by
unhedged Euro credit, emerging
markets and high yield. Returns for the
yearranged from 6% in U.S.investment
grade credit to 17.7% in unhedged Euro
credit. The combination of modest
economic growth, low projected
default rates and a widespread demand
to add higher-yielding sectors of the
market provided strong support for
credit in general and higher-yielding
sectorsinparticular.

2017 willlikely be viewed as the year
that marked the beginning of the end
of global quantitative easing, at atime
of relatively full valuationsin both
yields and credit spreads. As markets
transition away from their dependence
on central bank support,investors can
expect valuationlevelstorevert to
more normallevels, with wider spreads
and higher yields, along with modestly
higher volatility.

DOLLAR PERFORMANCE VERSUS MAJOR CURRENCIES
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KEY DEVELOPMENTS

Over the past two years, Fixed
Income & Treasury has successfully
implemented a diversified portfolio
withinits mandate, in order toincrease
activerisks across market segments.
In 2017, the Department began
expanding its diversified approach
across alarger asset base within

its operating model, providing the
investment teams with a greater

pool of actively managed assets,
while reducing operational overheads.
This, in turn,increased productivity
andreduced complexity.

The success of the strategy was
demonstratedin 2017, as the treasury,
internal and external fixed income

source: FactSet

teams produced strong relative
returns against their multi-beta
investment strategies.

Also during the year, Fixed Income &
Treasury conductedresearch onstyle
factorinvesting, applying an equity-
type strategy of selecting the four
most reliable factors of generating
outperformance — quality, momentum,
size and value —to fixed income
securities. This was implemented
within the Department's High Yield and
Global Government Bond mandates.

The Department is currently inthe
process of working with various
stakeholders toreview its guidelines
and plans toimplement key changes
supporting the evolution of its
operating model during 2018.
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INVESTMENT ACTIVITIES

Alternative
Investments

The mandate of the Alternative
Investments Department s to invest in
hiquad, non-traditional funds employing
strategies that seek to diversify and
enhance risk-adjusted returns in

ADIA’s overall portfolio.

The Department'’s externally managed investment vehicles include
discretionary hedge funds, systematic hedge funds (commodity
trading advisors and multi-strategy, quantitative funds) and Emerging
Opportunities. The team's hedge fund mandate includes macro, relative
value, event-driven and equity hedge strategies.

Alternative Investmentsis responsible for identifying, vetting and
engaging investment managers who can best fulfilits mandates,
while continuously monitoring and evaluating their performance and
portfolio fit.

The Department also has aninternally managed portfolio with a small
allocation to alimited range of systematic strategies.

Hedge funds employ strategies that are mainly driven by discretionary
investment themes, take both long and short positions, and use
varying degrees of leverage to produce unique risk/reward profiles.
Systematic hedge funds, meanwhile, execute strategies that employ

a wide range of quantitative techniques to trade equities, commodities,
fixedincome and currency markets worldwide, principally in futures
and foreign exchange markets. Other systematic strategies use
advanced modelling and data-capture techniques to exploit various
anomalies with varying degrees of emphasis on fundamental and
technicalinputs.

REVIEW OF THE YEAR

Financial markets were characterised
by low volatility in 2017, supported by
better than expected global economic
growth, favourable outcomesin
European elections, stability in China
and the gradual normalisation of
monetary policy by central banks.In
equities, both developed and emerging
markets enjoyed double-digit returns,
with growth stocks performing well.
Bond markets were range-bound,
while most credit instruments rallied
oneconomic growth andinterestrate
stability. Commodity market
performance was mixed with
economically-sensitive commodities
such as oiland copper enjoying strong
recoveries as the global growth theme
spread worldwide in the second half

of the year. The Dollar weakened
significantly and steadily over 2017
and only began to stabilise when

the expected fiscal expansioninthe
U.S. gained tractionin the third quarter
and political uncertainty emerged

in Germany.

However, one of the most notable
factorsin 2017 was how immune
market outcomes were to political
events and geopolitical tensions.
Along list of potentially destabilising
events were absorbed and new highs
reached as the markets remained
focused on favourable growth and
liquidity conditions.

Given the positive equity market
performance during the year, equity-
linked hedge fund strategies
benefitted with many managers
outperforming long-only, broad-based
passive indices for the first timein
many years. Returns were driven by
prescient stock selectionin alow
correlation, high dispersion and
thematic environment for equities.



M&A and other corporate events
provided additional opportunities for
returnsin 2017, particularly for high
yield strategies. Withits broad
diversification of strategies, the
Alternative Investments Department
reported a positive performancein
2017, with particularly strong
contributions from equity hedge and
event-driven strategies.

Among systematic funds, the first half
was generally weak as trend-followers
adjusted to the changed growth
environment. However, this was
followed by a strong second half as
portfolios embraced emerging trends
from growth-sensitive underlying
assets, particularly equities, oil and
copper. Asinprevious years, the
Department’'s CTA mandate recorded
apositive outcomein 2017, dueinlarge
part toits strategic diversificationinto
non-trend, systematic, multi-strategy
managers with models focused on
fundamentals, unique data sources
and advanced algorithms.

Having enjoyed a strong end to 2016
following the U.S. presidential election,

discretionary macro managers were
generally slow to unwind their long
Dollar, short bond bias. Thisimpacted
Dollar/Euro positions while short bond
positions sufferedin 2017's benign
interestrate environment. The
macroeconomic backdrop was
favourable, however, for emerging
market currencies, rates and equities,
with good performance reported by
most managers in this segment.
Conditions entering 2018 appear more
favourable for this strategy given the
stage of the business cycle and the
potential for new policies to emerge
from central banks to deal with surging
growth and potential inflation.

Relative value managers reported
positive, steady results, taking
advantage of mispricing and adequate
volatility inand among sovereign
bonds, credit and their derivatives,
and alsoin select cross-asset class
opportunities. Structured credit
stood out as well-engineered;
hedged strategies inresidential and
commercial-backed mortgages and
their derivatives proved successful.

INDEXED CRUDE OIL AND COPPER RETURNS 2017
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The outlook for 2018 is dependent
onanumber of factors, including

the path of U.S. interest rates under
new Federal Reserve leadership,

the continuation of strong, non-
inflationary growth and whether
geopolitical events continue to have
littleimpact on market outcomes.
The electoral calendar is busy, with
important electionsinItaly, the U.S.
and elsewhere. However, it appears
that the persistent low volatility, high
correlation markets of the post-2008
eraaredrawing to a close, providing a
favourable market backdrop for most
hedge fund strategies.

KEY DEVELOPMENTS

Following the expansion of the
Department’sinvestment universe
in 2016 with the introduction of the
Emerging Opportunities mandate,
our priorities in 2017 included the
continued development of our talent,
processes and performance. The
Department made several new hires
in the hedge funds and operations
teams, while anew training regime
was introduced to provide career
development opportunities for
recent UAE National graduates.

25

ADIA 2017 Review Business Review



INVESTMENT ACTIVITIES

Real Estate
& Infrastructure

The Real Estate & Infrastructure Department
1s responsible for building a globally diversified
portfolio of real estate and infrastructure assets,
each with their own dedicated teams.

The Department is staffed with a broad mix of experienced
professionals and has a mission to provide ADIA with the diversification
benefits of real estate andinfrastructure investing by establishing and
maintaining a portfolio to achieve attractive total returns over thelong
term. Identifying, pricing and managing risk is paramount inits
investment approach.

Inreal estate, the Department executesits business plan through a
collaborative approach thatincludes joint ventures with experienced
local partners as well as third-party fund managers, whose
performanceis monitored by ADIA's in-house team. It employs a
flexible strategy focusing on global relative value and market
cyclicality that allows for investing across a variety of real estate asset
types andalso at various entry points in the capital structure.

InInfrastructure, the core focusis on assets with strong market-
leading positions and relatively stable cash flows, including utilities,
transportinfrastructure and energy infrastructure. The primary
strategy is to acquire direct minority equity stakes alongside proven
financial and strategic partners, with an emphasis on developed
markets but also anincreasing focus on emerging markets. An ability
toinvest via externally managed funds, the listed market as well as
mezzanine debt, complements the strategy. The Infrastructure team
does not seek to control or operate the assets in whichitinvests.

REVIEW OF THE YEAR

Despite a backdrop of continued
geopolitical concerns, the
synchronised upturnin global
economic growth during 2017 was
generally supportive of real estate
fundamentals. Capital remained readily
available, asset prices were driven to
record highs by the continued demand
forincome and property yields reached
recordlowsinmost developed
markets. Yet, commensurately low
government bond yields supported the
thesis thatreal estate as an asset class
is not overvalued when assessed using
itslong-term spread to risk-freerates.

However, transaction volumes
continued to trend down during the
year, as investors becameincreasingly
selective and the supply of available
assets diminished.

During 2017, investment conditions
inthe U.S. continued to move into
thelatter stages of what has been an
extended cycle. E-commerce growth
continued to place the retail sector
under significant stress and provide
a catalyst forincreased focus onthe
logistics sector.

In Europe, property market
fundamentals continued toimprove
andinvestor interest broadened to
less mainstream markets, including
Portugal and Central and Eastern
Europe. Risks associated with Britain's
exit from the European Union provided
some headwinds for the occupational
market in the U.K. but these were
offset by continued solid economic
growth and low unemployment.

In Asia-Pacific,investor sentiment

in gateway markets remained robust,
underpinned by improving leasing
demand, attractive yield spreads and



GLOBAL COMMERCIAL REAL ESTATE TRANSACTION VOLUME
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supportive government policies. In
China, ongoing concerns about home
affordability resulted in a series of
government measures toreinin prices,
particularly in Tier 1cities, while tighter
capital controls on outbound
investments helped to further drive
domestic demand for quality real
estate products.

Meanwhile, international infrastructure
marketsin 2017 were characterised by
the continued expansion of investor
interest, as demonstrated by the
emergence of new mega funds and
successfulraisings by existing funds.

Accordingly, competition for assets
continued to strengthen, asset

prices climbed and returns slowed,
particularly in core markets. Thisled to
arecycling of infrastructure assets by
traditionally long-only pension funds,
who took advantage of attractive
valuations. Theindustry closely
followed developmentsinthe U.S,,
where government plans for a major
infrastructure investment plan
continued to circulate, while investor
interestin emerging markets
continued to grow, particularly in India.

The outlook for infrastructure asset
valuationsin 2018 is less certain than
inrecent years and will be shaped by
political and policy considerations.
Tightening monetary policy may push
up discount rates and impact asset
valuations, although anticipated
government spending, particularly in
major markets, may help to offset these
factors and underpin further growth.

KEY DEVELOPMENTS

As theinvestment cycle matured, the
Real Estate team's pace of acquisitions
moderated during 2017, however the
team continued to take advantage of
strong capital market conditions in
some areas to selectively sell assets.
Significant milestones were also
achievedin the development portfolio.
Construction was largely completed on
the Waterline Square residential
project in the Upper West Side of
Manhattan, with condominiums
offered for salein the third quarter.

In Europe, the Mall of Switzerland was
successfully openedin November.

In Asia, the One Museum Place office
tower in Shanghaiand the Paya Lebar

Quarter mixed-use developmentin
Singapore made good progress and
were on track for completion by early
2018 and mid-2019 respectively.

InInfrastructure, the team remained
activein pursuing new investment
opportunities, including the targeting
of investment platforms as an
alternative to auctions, where prices
continued toincreasein certain
sectors and geographies. This
approach proved successful, with
examplesincluding two investments
inIndia: a deal to become the first
investor in the government-backed
National Investment & Infrastructure
Fund (NIIF) and the purchase of a
minority stakein aroads platform,
Cube Highways.

The team was also active in evaluating
investment opportunities from within
its existing portfolio, including regular
interactions with our globalinvestment
platforms to evaluate add-on
opportunities. From an organisational
perspective, the team conducted a
review of its divisional structure and
has commenced a project to analyse
its optimal long-term portfolio
allocations, which will report in 2018.
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INVESTMENT ACTIVITIES

Private Equities

The Private Equities Department is
responsible for investing 1n private equity and
credit products globally, typically alongside
external partners, and through externally
managed primary and secondary funds.

The Department beganinvesting in the late 1980s to seek risk-
adjusted returns that exceed long-term public market returns and to
diversify ADIA's portfolio.

The Department is committed to maintaining its ability to invest
across all private equity and private credit products and geographies.
Investment teams are organised into three geographicregions
(Americas, EMEA & Asia-Pacific) and are supported within the

Department by the Risk & Research, Finance and Operations functions.

REVIEW OF THE YEAR

The global private equity market
remained buoyantin 2017, with
valuations reaching new highs amid
stronginvestor demand for new funds.

Important themes continued to

define the market, including increased
competition for co-investments among
large Limited Partners (LPs), a growing
number of longer-life, lower return
opportunities, and growthin Chinese
and Indian private equity markets.

Despite late-cycle warning signs,
including highleverage and dry powder
levels across segments of theindustry,
many LPs sought toincrease private
asset allocations as ameans to offset
low returnsin other asset classes. A
number of the largest global private
equity managers responded by bringing
forward their fundraising windows and
closedrecord-sized funds to capitalise
ondemand.

Average entry multiples reachedrecord
highs onboth sides of the Atlantic, with
valuations driven by the availability of
debt, pressure to deploy capital, and
competition with strategicbuyers.

The total value of private equity
transactionsin 2017 continued the
downward trend seen over the past
three years, with capital deployment
remaining significantly below the peak
observedin 2007.Indeed, slight declines
wererecordedin allmajor geographies
apart from Asia, which experienced
strong growth towards the end of

the year.

The picture was very different for
fundraising. Industry fundraising during
2017 surpassed therecords setin 2007
and 2008. As a consequence, the level of
dry powder is expected toreachrecord



highs globally, withitsratio to
investment volume reaching the highest
level since the financial crisis.

2017 also saw significant levels of exit
activity by private equity investors as
net cash-flows to LPs rebounded from
thelullin 2016 that followed an
exceptionally strong 2014 and 2015.

Against this backdrop, the Private
Equities Department posted another
year of strong performancein 2017,led
by strong earnings growthin portfolio
assets and arobust exit environment.

Looking ahead to 2018 and beyond,
current valuationlevels andincreasing
competition for deal-flow amongst
market participants suggests that the
industry might enter a period of lower
returns thanthose experiencedin
recent years.

KEY DEVELOPMENTS

The Department continued to work
more closely withits core managersin
2017 tofurther its strategic objectives
of increasing control over its capital
and building sustainable competitive
advantages. The Department's activities
during 2017 focused on private equity,
private credit fund and principal
investments and on concentrating its
commitments with General Partners
(GPs) that have consistently supported
its strategy.

2017 also saw the Department complete
areorganisation to better support

its objectives, moving from product-
focused toregional teams, with an
emphasis on building expertisein five
key industry sectors: Financial Services,
Healthcare, Industrials, Technology and
Consumer. During the year,anew Head
of Asia-Pacific was appointed in addition
to sector heads for Financial Services,

Healthcare and Industrials. Recruitment
processes were initiated for the
Technology and Consumer sectors.

The Department participatedina
number of key transactions during

the year. Itinvested alongside one of

its core partnersinacomplex corporate
carve-out of Alight Solutions from
Aonplc, creating aleading technology-
enabled benefits provider,and
participatedin aninvestmentin contract
research organisation, Pharmaceutical
Product Development LLC. Both
investments drew on the Department's
sector expertise and were consistent
with an approach of seeking principal
investmentsin market-leading
businesses alongside strong and
high-quality partners. Laterinthe year,
the purchase of a significant minority
stakein KKR India Financial Services,
anIndian alternative credit provider,
increased the Department’s exposure to

one of the world's fastest growing and
dynamicmarkets, and benefited from
the combination of the Department's
Asia-Pacificregional expertise andits
Financials sector practice.

In 2018, the Department will continue
to deploy capitalinline withits strategy
of increasing its sector-led principal
investment activity. Consistent withits
view of a high valuation environment,
the Department will persistin evaluating
structured equity opportunities,
defensive industries andless correlated
investments across the private asset
spectrum, with aparticular focus on
identifying relative value across
geographies and capital structures.

It willalso continue to work closely
withits core financial and industrial
partners toidentify theinvestments
offering the best risk-adjusted returns
in evolving market conditions.

ANNUAL PE AND VC FUNDRAISING
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Selection of
External Managers

In addition to our internal investment teams, we recognise that
external managers often bring desired skills or experience that allow
ADIA to successfully capture “alpha™, or returns that beat the
market, as well as managing its exposure to “beta” strategies that

In total, around 55% of ADIA's assets
are managed externally in areas
including equities, fixed income,
money markets, alternative
investment, real estate and
infrastructure, and private equities. We
engage managers across the risk
spectrum, fromindex-replicating to
actively managed mandates, and
typically tailor each investment to our
specific needs and internal guidelines.

ADIA's alpha-seeking managers
operateinawide variety of
geographies and asset classes and
employ a comprehensive array of
strategies to meet their objectives.
Our goalis to ensure that we employ
only those managersin whom we
have the highest level of conviction
operating across structurally
attractive geographies and asset
classes, who combine to produce
thelevels of alpha we demand from
active management.

ADIA also uses external managers

to complementits internal capabilities
in the management of our index-
replicating — or beta —investments
across the various asset classes

and geographies.

track the overall market.

In recognition of theimportant role
they play, we devote time and effort
to the process of recruiting and
monitoring external managers.

Our investment methodology follows
three key stages, from defining a
universe of potential managersin

any given asset class and strategy,

to developing a short list and finally
identifying candidates for inclusion

in our portfolio. We analyse managers
on the basis of ADIA's “Four Ps
Framework"” — Philosophy, Process,
People and Performance — allowing us
to build a well-rounded understanding
of their backgrounds and potential to
deliver sustainable strong
performance against their mandates.

The sequencing of due diligence
activity varies by asset class, but
alwaysincludes quantitative factors
and qualitative views, informed by
gathering and analysing relevant data,
face-to-face meetings with managers
and the expertise of our internal
investment and due diligence teams.

ADIA has developed robust systems
and processes over many years that
require our externalmanagers to

remain compliant with our agreed
investment and operating parameters.
Once appointed, teamsin each
department continuously monitor

our managers, analysing portfolio
performance, positions, risk exposures
andinvestment styles, and hold regular
follow-up meetings with them, both
remotely and on-site at their offices.

In this way, we set clear expectations
of the conduct of each external
manager and are able to put their
performance in the context of differing
market conditions. The investment
teams are supported by the Internal
Audit Department, Evaluation &
Follow-Up Division, Operations
Department, Investment Services
Department, Legal Division and
Accounts Department, in coordination
with ADIA's custodian banks.

The use of external managers

also ensures that ADIA retains
up-to-date knowledge andis kept
abreast of developments across
theinvestmentindustry. While we
have a clear focus oninvestment
performance, our preferenceis to
have long-term relationships with
our externalmanagers.



MANAGER SELECTION PROCESS

MANAGER

UNIVERSE

We use various means to identify along list of potential managers.
Theseinclude:

— Our knowledge and experience of the industry
—Manager reputation
— Databases

We refine the broader manager universe into a smaller short-list of

potential candidates based on an analysis of:

— Performance and attribution

DUEDILIGENCE

— Style and portfolio
—Investment philosophy and process
— Organisation and team structure

/MANAGER

SELECTION Managers are selected after a thorough process that includes:

INVESTMENT
COMMITTEE
APPROVAL

No Yes

ENGAGE

NEW MANAGER

— On-siteinvestment and operational due diligence

— Interaction with existing structure

—In-house due diligence

— Modelimpact (desired allocations)

—Instinct and experience

— Negotiation of draft investment and commercial terms

— Finalisation of terms (commercial and investment)
— Legal contract
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Investment Support

ADIA’s abiliry to fulfil its mission and deliver sustainable
long-term returns is underpinned by a network of professional
teams across the organisation. These teams, which have been

developed over many years to support ADIA’s specific needs, ensure
that the business continues to operate efficiently and effectively
at all levels to support ADIA’s investment goals.

ACCOUNTS
DEPARTMENT

The mission of Accountsis to
contribute to the safeguarding and
long-term growth of ADIA's assets.
Accounts fulfils its mission by
maintaining financial integrity and
control, and providing financial
planning and insights.

The Department has two main
functional areas: Accounting, and
Financial Planning and Analysis.

The Accounting teamis responsible for:

—Investment accounting and
related controls.

—ADIA's financial accounting
processes, the corporate general
ledger and related controls.

—Preparing ADIA's financial results,
including the audited annual financial
statementsin accordance with
International Financial Reporting
Standards (IFRS).

—Liaising with ADIA's external auditors
and supporting ADIA's investment
departments, the Audit Committee
and other key committees.

Financial Planning and Analysis
isresponsible for:

—Supporting ADIA's financial
strategies by providing insights
to committees and departments
on the financial contribution of
activities andinitiatives.

—Providing transparency on financial
trends and key performance
indicators through management
reports and analyses.

—Budget management, forecasting
and cost benefit analyses.

CENTRAL DEALING
DEPARTMENT

The mission of Central Dealing

is to facilitate and manage the
implementation of ADIA's investment
decisions. It achieves this through the
trading and execution of securities,
including: global equities, fixed income,
foreign exchange, money market

and derivatives, and by managing
transitions on behalf of ADIA's
internalinvestment departments.

Central Dealing seeks to add value
by providing:

—Skilfultrading and execution, and
management of transitions, to
ensure performanceis not diluted
during the implementation of
investment decisions.

—Advice to ADIA's investment teams
on markets, securities, transitions
and trading.

The Department'’s experienced teams
make use of technically advanced
electronic trading systems and
processes, which are employed

within a centralised, transparent and
consistently applied compliance and
risk framework. Its approach ensures
that Central Dealing is able to execute
its activities professionally, with due
care and minimal operational risk,
thereby maintaining ADIA's reputation
as arespected and trusted counterpart.

HUMAN RESOURCES
DEPARTMENT

The mission of Human Resources is to
enable ADIA's investment success by
building and sustaining organisational
capabilities and individual talent.



The Departmentis divided into
anumber of key sections:

—Human Resources Business Partners

(HRBPs) serve as the primary HR
contact for ADIA's leadership and
departments. The HRBPs lead the
integration and delivery of allHR
processes and programmes. This
includes providing guidance and
support to departmental leadership
to ensure structures, processes and
management practices remain
aligned to ADIA's mission and
strategy. Additionally, the HRBPs
provide continuous feedback from
departments to Human Resources
for consideration as HR policies and
processes are reviewed and refined.

—The Recruitment teamis responsible
for supporting departmentsin
identifying and hiring top talent from
the UAE and around the world. The
UAE National Recruitment team
supports this effort by identifying,
supporting, and recruiting young
UAE Nationals with the potential
tobe strong performers and build
successful,long-term careers
at ADIA.

—The Talent team ensures that ADIA
has the people and skills needed to
meet its goals. It achieves this by
identifying talent needs, providing
resources and processes for
individual development, and

measuring and improving
performance. The UAE National
Development team supports this
effort by nurturing and supporting
the development and growth of
our UAE Nationals from early
career through becoming
investment professionals and

the leaders of ADIA.

—The Rewards team ensures that
employees' pay and rewards are
closely aligned with their performance
contribution and are competitive
with our global peers.

—The Facilities & Procurement and
Employee Services teams enable
aproductive and secure working
environment and deliver support and
services toimprove the efficiency
and productivity of ADIA employees.

—The HR Administration and
HR Operations functions are
responsible for the execution and
communication of ADIA's core HR
operational processes, procedures,
and policies.

These areas, along with anumber of
other functionsin Human Resources,
combine to enable the Department
to offer anintegrated service,
promoting efficiency throughout
the organisation and supporting
ADIA's ambitious recruitment and
talent management goals.

INFORMATION
TECHNOLOGY
DEPARTMENT

Information Technology is responsible for
sourcing, developing, and supporting
ADIA's technology platforms.

This covers a wide range of technology
fromlarge vendor-based systems to
smaller in-house developments. The
Department has a customer-focused
approach with an emphasis on
providing technology solutions
aligned to business strategy.

Service delivery and support
professionals ensure that the
Department provides service to
internal partners, whileits business
analysts, project managers, and
software engineers areresponsible
for developing new functionality to
support ADIA's operations.

The Departmentis also responsible
for ensuring a secure working
environment through advanced
cybersecurity techniques and
strategic disaster recovery planning.
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INTERNAL AUDIT
DEPARTMENT

Internal Audit's missionis to add value
to ADIA by evaluating andimproving
the effectiveness of internal controls,
governance and risk management
processes, through the provision of
independent assurance and advisory
activities by qualified staff in line with
ADIA's cultural values.

The Department reports both to
the Audit Committee and to the
Managing Director.

Internal Audit is primarily areview
function that:

—Independently evaluates ADIA's
internal control systems to ensure
they adequately safeguard ADIA’s
assets, activities and interests,
andreviews themregularly to
ensure they are both efficient
and effective.

—Provides an additional layer of
security to ensure all transactions
are undertakenin accordance with
ADIA's policies and procedures.

The Department's work conforms
with the International Standards
for the Professional Practice of
Internal Auditing.

MANAGING
DIRECTOR'’S OFFICE

Evaluation & Follow-Up Division
Evaluation & Follow-Up advises and
supports the Managing Director,
the Investment Committee, and
other committees that support
ADIA's governance framework.

The Division provides independent
analyses and recommendations on
allinvestment and asset allocation
proposals generated by ADIA's
investment departments and the
Strategy & Planning Department

prior to their presentation to the
Investment Committee. It also
evaluates and prepares periodic
reports oninvestment departments’
performance, strategies, risk profile,
structureandresources,and on ADIA's
overallinvestment performance
including theimpact of its asset
allocation decisions.

Evaluation & Follow-Up's role also
involves reviewing and providing
recommendations on ADIA-wide
strategic, organisational and
governance matters.

Legal Division

Legalis responsible for identifying
and evaluating all legal, regulatory,
and tax-relatedissues and associated
risks, and for advising ADIA and its
senior management on such matters.




Investment Services provides
operational risk management,

risk reporting, data management,
performance analytics, and guidelines
monitoring to enable and strengthen
ADIA's investment process.

The Departmentis divided into four
main areas of focus:

—Operational Risk Management
embeds operational excellence
andresilience through the
implementation and coordination
of the ADIA-wide Operational Risk
Framework. The team's activities
include performing operational due
diligence on external entities,
counterparty risk assessments,
internalrisk reviews, policy
development and business
continuity management.

—DataManagement manages data as
astrategic asset for ADIA enabling
accurate and timely data across
the organisation. The team also
leads the development and
implementation of the ADIA-wide
Data Governance Framework.

—Performance Analytics & Risk
Reporting maintains ADIA's
performance methodology
and standards. The team's core
responsibility is toindependently
report on performance, risk and
investment guidelines both on
the total portfolio and individual
asset classes.

—Guidelines Monitoring & Regulatory
Filing performs daily monitoring and
providesinternal transparency on
ADIA's guidelines and regulatory
limits. The team also makes arange
of regulatory filings.

Operationsisresponsible for
protecting ADIA's assets and
minimising exposure to operational,
reputational and other risks.
Working alongside their internal

and external partners to support the
investment process and helpimprove
performance, the team develops and
maintains a controlled environment
while at the same time designing
andre-engineering new and more
efficient capabilities. Operations

continuously developsits straight-
through processing capability to
maximise efficiency without
compromising operationalrisk,
while remaining compliant with
allregulations and guidelines.

Operations oversees the following
key functions: Trade Support
(settlement, capture and cash),
Asset Servicing, Securities
Lending, Change Management,

Performance Measurement, Custodian

Management and Operations Risk.
The Department seeks to generate
incremental revenue through
efficient portfolio cash management,
tax reclaims, securities lending,
class actionrecoveries and
securities litigation.

Operations supports ADIA's global
investment mandates by maintaining
strong technical knowledge of

global financial markets and staying
up-to-date withrelevant market
andregulatory developments.
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Risk Management

In keeping with our prudent culture, identifying and managing risk
plays a central role in every stage of ADIA’s strategic and

ADIA's risk management
framework is holisticin nature,
having been designed to
comprehensively identify

and analyse all types of

risks across asset classes

and ensure that any potential
issues are managed efficiently
and effectively.

day-to-day decision making.

The Managing Director has ultimate
responsibility for ADIA's risk
management, with assistance and
advice from several committees and
departments, including the Investment
Services Department, Strategy &
Planning Department, Evaluation

& Follow-Up Division, Internal Audit
Department, and Legal Division.

GOVERNANCE

The Risk Management Committee
(RMC) oversees the effective
implementation of ADIA's risk
management framework and ensuring
that allrisks are addressed by relevant
departmentsin atimely manner. It
seeks to facilitate a proactive dialogue
between all senior risk executivesin
order to help protect ADIA from
unexpected loss of capital or calls for
liquidity, failure of key operational
processes, or reputational damage.
Other key objectives of the RMC
include ensuring alignment of
departmentalrisk activities with
ADIA's risk appetite and overall risk
framework, and serving as a conduit
for the escalation of risk issues arising
from within or across departments.

RISK MANAGEMENT

At ADIA, we believe that managing risk
isa coreresponsibility of allemployees.
Risk managementis embeddedin all of
ADIA'sinvestment and related
activities, from asset allocation to
investmentsinindividual asset classes
and ultimately to trade execution.

The Investment Services Department
and the Strategy & Planning
Department, working closely with
investment teams, are responsible for
protecting ADIA's assets and adding
value to theinvestment process
through performance analysis and
corerisk management responsibilities.
These entail leading the disciplined
execution of the risk management
framework and promoting a culture
of risk awareness.

The Departments'risk analysesinclude:

—Continuously assessing all sources of
risk onboth an absolute and arelative
basis, including through proprietary
portfolio modelling.



—Developing a comprehensive risk
assessment across allrisk types,
including “top-down" aggregate
portfolio risk, “bottom-up”
investment risk by asset class,
country and counterparty risk,
operationalrisk, operational due
diligence, business continuity, and
compliancerisk.

—ldentifying, monitoring and
escalating risk mitigation strategies
to address emerging and ongoing
risk issues on a timely basis.

In addition, and to ensure connectivity
across ADIA, each of ADIA's
investment departments hasits own
risk framework. By cascading down
from the ADIA-wide framework, these
combine a unity of purpose with the
necessary flexibility to capturerisks
that are unique or specificto each
asset class. The Virtual Risk team —
anetwork of risk managers within
investment departments and other
key functions —is anintegral part of
thelink between the ADIA-wide and
the departmental risk management
frameworks.

RISK CULTURE

ADIA's risk management framework
isunderpinned by the emphasis we
place on education to support the
continuous development of a culture
of risk awareness across ADIA.

At ADIA, we expect our people to
demonstrate the highest standards
of ethics, integrity and professional
competence. ADIA's employees must
adhere to a Code of Conduct that sets
the standards of behaviour that are
expected of themin order to preserve
ADIA's integrity and reputation and
enableit to fulfilits mission.
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