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Introduction

Performance ven Schweizer Pensionskassen auf Basis der Glebal-Custedy-
Daten der Credit Suisse per 30. Juni 2010

UBS PK-Barometer: Jahresrendite 20 If nestans
Jan 17, 2011 at 9:09 140
PW. in Kapitalanlagen 128
130
Die Schweizer Pensionskassen haben 2010 emne Jahres] 125
konnen und damit den BVG-Mindestzinssatz leicht ubf 120
CHEF-Obligationen und Immobilien sind hauptsachlichf 118
Gesamfjahresresultat. Nach einem schwachen Novemlf 110
nochmals eme leicht positive Rendite von +0.26% erw] o5

... and how can performance
measurement be improved?

Kumulierte Performance seit 2006

In % .
a0 2.75% cait 1.1.2008 / 2% ceit 1.1.2008
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0% A .
5 M\ ol Der Credit Suisse Schweizer Pensionskassen Index (blaue Linie), der zu Beginn des Of a pe n S I O n fu n d

\Y/ Jahres 2000 mit 100 Punkten gestartet wurde, erleidet im 2, CQuartal 2010 einan
(‘\ kréftigen Démpfer. Im Berichtsquartal bisste der Index 2,98 Punkte resp, 2.40% auf
% ‘ 121,58 Punkte ein. Zum negativen Resultat haben der Mai -0.73% und der Juni
1000 Lo b L 1 Loi L =] " Famri= L 1
s Abbildung 3: Erzislte Renditen aller bericksichti inrich in Prozent ceit 1.01.2010 .
&7
o ‘ . . . =4.0% |oo% bt
Dz2005 Jun2006 Dez006 2007 3.5%4% g“
— umer300Mio. —— 300Mio. bis 1 Mrd 335%
-
Quelle: U35 2.5%3%
Die Performance aller Pensionskad| *+2°* A
haben die grossen Pensionskassen 1.5%0%
Vorsorgeemrichtungen. Thre kumy
+8.7% und ist somit hher als die 1.5 Swi
Pensionskassen (+6.0%). 0.5%1% wisscanto
. Pensionskassen-
0%0.5% .
. Monitor
o per 31.12.2010
| | |
0% 5% 10% 15% 20% 25% 30% 35% R
emark:
Berechnet von Complemanta ImvesmenConfrallng AG Performance also involves risk but
Die nach der Struktur des Vermagens [Asset Allocation) Das Marktumfeld hat im vierten Quartal nur unwesentlich going forward we fOCUS on returns
errechnete Performance ergibt fur die erfassten Kassen im zu einer besseren Renditeentwicklung bei den erfassten "
Zeiaum 1. Januar 2010 bis 31. Dezember 2010 eine Vorsorgesinrichiungen gefubr. Die 2010 erzielte Rendite H H
e o 2% Normaqeme ] Discussion can (and should) be
Zwischen den &ffentlich- und den privatrechtlichen Kassen H H
losen s kaine Unterchiece arlanren , broadened to include risk as well.
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ause for analysis and researc 1/4

Service efforts and accomplishments
reporting

)T § ‘nments

talendar

Home GASE Store

formance often just seen as
the investment return

About SEA Reporting GASB project — Suggested criteria

Concepts Statements

Criteria for Effoctive

porting
SEA Reporting Project Comutnnication

Reporting Initiatives In this section:
"The special report presents a set of suggested criteria for use in developing external

EEptebbdiiontacts reparts of SEA performance information. The purpose of the SEA reporting project is General Infarmation

Glossary to encourage the external reporting of SEA performance information, to provice Sune
etk g e : : S
nonautharitative guidance for the communication of SEA performance information, and
to assess how successful the guidance has been in assisting state and local GCase Studief pension Markets in Focus: July 2010, Issue 7 - © OECD 2010
government organizations to effectively communicate the results of their operations. Research R4

This report describes & set of suggested criteria thet stete and local governments can  Suggestad @ Figure 1: Pension funds' nominal net investment return in selected OECD countries, 2008-2009
usze in prepating an etfective report on SEA performance information.

Govarmesanial Recouning Srandares osee
In the past, the GASH issued resesrch reports that emphasized current practice in W 2009 2008
. SEM repotting and, to some degree, howe governments could begin experimenting with B
reporting SEA performance information based on examples from current practices Ireland nd.
This special report takes a normative approach—describing what governments can do United States (1) ———
to produce effective reports on SEA performance. That is, the sixteen suggested [ Weighted average ]
criteria described in Chapter B provide guidance that is intended to result in external Rustrala
T P reports on SEA performance information that communicates relevart, relisble N J
[» . S . plﬂnS 16‘3(1 20 O 9 information akbout the results of government programs and services to slected Belgium il n.d.
officials, citizens, and other uzers " Hungary B,
performance parade e Netheriands :
= use only. To order Finland — n.d.
Strong stock, bond returns plus a weak dollar e 323?53’.&!3332’5 Portcf.lal 3
drive returns clients or customers, use the e J
Reprints toal or the Reprints & Luxembourg i
By Drew Carter Permissions link at the fop or Poland
Source: Pensions & Investments bottom of any article, respectively. Austria -
Date: January 25, 2010 Switzerland — d
= View reprint options
U.S. pension funds, aided by strong equity and bond returns and ™ Order areprint article now e i“fr:zzi - :]
a declining dollar, returned 19.6% in 2009, outperforming their Spain —
peers in the world's seven largest markets. Iptaly —
i -
Strong equity markets lifted pension fund returns worldwide into double digits, a major about-face stovak R:/;In:xbi:; = n.d:
from 2008 when real returns sank as low as -27%. U.S. plans lost an average 25.2% in 2008. Greece 1o
n.d.
) N ; . Czech Republic 9
Pension fund returns in the UK. rose 14.5% in 2009, in part because of a falling pound boosting Germany g™
international investment returns. U.K. plan returns sank 13.1% in 2008. Korea 1
Turkey L‘
Currency mavements went the other way in commodities-rich countries like Australia and Canada T T T ' i T
in 2009. Aussie investors returned an average 14%, after the Australian dollar soared against most -40 -30 -20 -10 0 10 20 30
major currencies. The real return in 2008, which included a 5% bump in inflation, was -27%.
Canadian pension funds were up 13.8% last year, after losing 14.7% in 2008
Pension fund returns in the Netherlands, Switzerland and Japan rose 13.2%, 10.8% and 9.5% in ;‘.;)Ef::2;%%agléljrg2r?s:5:;tazg :ti;:aat: d'gfeE'gth::ﬁ‘rf:;: STV AR,
2009, respectively. Dutch funds were up from a -16.6% return in 2008, when Swiss funds returned . .
-13.3% and Japan, -21.2%.
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Cause for analysis and research (2/4)

Performance measurement
Is not unique for
Investment management

The NHS Performance Framework:
Implementation guidance

- mi,
ik )
-
| 2 iy
A

Developing Performance
L Framework

a manager’s guide to

performance management
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Cause for analysis and research (3/4)

Performance measurement

Is not something static
It Is evolving over time

Relevant drivers for

performance » Regula:j :?‘:I:;N of the
measurement
» Business objectives —, |Change of objective?
Regulatory

\ 4

New requirements®?
—_7 q Identification of relevant

dependencies and consequences
on performance measurement?

requirements

» Organization —, |Changed organization?
> ?

Investment strategy —, |Changed strategy » on process / method ?
> _/ >
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Cause for analysis and research (4/4)

Summary of questions:

= What is the performance of a pension fund®?

» What is the governance around performance?

= What are the drivers for determining the
performance processes®?

Performance
measurement —
Areas for analysis

Processes ! Methods & measures

AN
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Conceptual discussion on performance processes
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Starting point and objective — processes

... but is there not a bit
more around it?

We normally think of a
"standard" performance
measurement process

Increase transparency,

promote best practices

and with this improve
or even build up
performance
management!

Be aware answer implement

Awareness
= Questions

= Solutions
= Implementation
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Conceptual setup of a performance framework

Performance
management

Performance
Information

Performance governance

Performance Performance
measurement reporting
\ Produced by: Dr. Stefan J. llimer

CREDIT SUISSE Dato: 18th Apri 2011 Slide 12



Derived questions to address (1/95)

= What are the overall objectives
of the organization?

= How are the overall objectives

Performance is one of the transferred into performance
words which definition is very targets?

flexible as everyone places the » What are the perspectives
concept that suits best, and from which the performance
letting the context take care of should be measured from®?

the definition. = What are the relevant decision
Nevertheless in general terms makers®?

performance can be seen as the = What are the relevant activities
result of activities (e.g. of an and decisions leading to the
organization) over a given period performance?

of time. = How is risk addressed®?

|
nua
oo mm
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Derived questions to address (2/5)

*» Who is measuring the

performance?
) = What type of performance is
Performance measurement is measured?
the process of quantifying the * What methods are used?
efficiency and effectiveness of

* How are fees integrated?

= Are valuation principles defined
and consistently applied?

past action.

More concrete performance
measurement is the process of
measuring how well
organizations are  managed
against their targets and the
value they generate for their
stakeholders.

» |s the underlying data integer?

= Are relevant and appropriate
benchmarks defined?

= How Is risk measured and
analyzed?

|
saa
oo mm
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Derived questions to address (3/5)

= Are the performance related

processes defined and

documented?
Performance measurement = Are the relevant processes
and reporting process is a reviewed on a regular basis?
recurring and rolling process to = How are conflicts of interest
identify, generate, collect, addressed and overcome?
calculate, enhance, analyze, =|s an error handling and
collate and present relevant and correction process defined?
reliable performance = Are the relevant processes
information such as case transparent and appropriate for
specific indicators, measures or the intended wuse of the
analytics as well as the performance information?
respective disclosures. * How are risks communicated?

|
nua
oo mm
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Derived questions to address

Performance management is
ensuring that predefined targets
are met or exceeded in an
efficient and effective manner
including activities such as
performance monitoring,
performance appraisal or
performance review.

W

CREDIT SUISSE

(4/5)

= Are performance monitoring,
appraisal or review processes
defined and documented?

= Are the drivers for and the
processes litself reviewed on a
regular basis?

= Are these functions
independently carried out?

" |s a performance escalation
process defined and
implemented?

= Are corrective measures and

respective processes defined
and lived?

|
oo mm
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Derived questions to address (5/9)

= |s there a performance culture
within the organization?

What are the relevant

Performance measurement, committees responsible for the
reporting and management are performance?

embedded in the overall Are responsibilities defined and
performance governance and clearly assigned?

framework defining the = Are principles defined for
respective principles, objectives, reporting, reviewing and
structure, setup, process, tools, escalating performance®?
guidelines, addressees, = Are there any conflicts of
responsibilities, rules and interest re performance?
regulations. Is an internal control and

monitoring system defined?

|
nua
oo mm
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Characteristics of sustainable performing organizations

Be aware ask answer implement

Best practice in
performance management
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But ... why Is a performance framework important?

to motivate

to set priorities

to help with determining

corrective measures to ensure value added

services

Be aware ask answer implement

to identify poor performance
at an early stage

Value added of
performance oriented
organizations

to increase employee
to learn from past and client satisfaction

performance
to improve future
performance and other ...
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But ... a performance framework is not easy to implement

Principles are simple, Right people and skill set as well as
but details can be hard adequate budget, ...
Whole framework needs Regular and transparent communication
to be work on implementation status, ...

Needs right environment
to develop and to evolve

Performance theory is by far not Improvise and regular research on
complete newest developments, ...
Implementing a sustainable performance Strong leadership and honest
framework is a long-term activity expectation management, ...

- o MM
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Conceptual discussion on performance methods &
measures
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Starting point and objective — methods and measures

... but is there not a bit
more around it?

We normally think of a
"standard" performance

Increase transparency,
promote best practices
and with this improve

method and measure

or even build up
performance
management!

v -7’
D
4
where Be aware ask answer implement
7;= the return for period 7 in which there are no external cash flows
V£ = the ending value of the portfolio for period 1
I’!a: the beginning value of the portfolio for period 7
Awareness
= Questions
= Solutions

= Implementation
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Topics for discussion

Performance
management

Performance

Performance
information

Performance governance

Performance Performance
measurement reporting

What is the How do we measure
performance? performance?

® |pvestment return = TWR

= Surplus return = MWR/IRR

" Meet liabilities ® Combination

|| [ |

Remark: Performance also involves risk but going forward we focus on returns.
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Introductory example: What is the performance®

Assets Liabilities
Liabiliti
Assets labilities
Surplus
Assets Liabilities
_ Total liabilities
Total capital _
Equity

(1/3)

- Total capital = Total liabilities + Equity

AN
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Introductory example: What is the performance® (2/3)

Assets 31.12.2009 Liabilities Profit 2010 Loss
Liabilities = 90 A liabilities = 4
Assets = 100 A assets = 10 _
Surplus = 10 A surplus/profit = 6
Assets 31.12.2010 Liabilities
Liabilities = 94
Assets = 110
Surplus = 16

A total capital = A total liabilities + A equity
10=4+6

Remark: No cash flows during reporting period.
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Introductory example: What is the performance®

Profit 2010 Loss

A liabilities = 4
A surplus/profit = 6

A assets = 10

Return on total capital = 10.0%
Return on total liabilities = 4.4%
Return on equity = 60.0%
Investment return = 10.0%
Liabilities return = 4.4%
Surplus return = 60.0%

Accounting view

Investment
management view

?/!

Remark: No cash flows during reporting period and
here invested capital equals initial capital.

CREDIT SUISSE\

)

(3/3)

Return on total capital =
Return contribution on total liabilities
+ Return contribution on equity

10.0% =4.0% + 6.0%

¥

Return contribution on equity =
Return on total capital —
Return contribution on total liabilities

6.0% =10.0% - 4.0%

Return contributions are additive — but not returns!

Produced by: Dr. Stefan J. llimer
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How do we measure performance®? (1/7)

Topics and questions to address:

= Accounting view and / or investment management view
=> e.g. measures according to accounting standards versus measures used to
evaluate investment management activities

= Consistent valuation principles and hierarchy over time as well as
applied for both assets and liabilities
=> e.g. discount factor for liabilities versus fair value of the investments

" Length of the reporting period

=> e.g. 12 months view versus long-term view and short-term versus long-term
analytics

" Profit & Loss versus return figures
=> e.g. absolute versus relative analysis

= Consideration of risk
=> e.g. absolute and / or relative risk figures and risk adjusted measures
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How do we measure performance?

Topics and questions to address:

Comparison against benchmarks
=> e.g. market indices and liability oriented benchmarks

Consideration of changes in the invested capital

(2/7)

=> e.g. handling of internal and external cash flows causing changes in the

capital invested

TWR and / or MWR

=> e.g. portfolio manager view versus client / company view
Decomposition of the performance

=> e.g. contributions to return or risk according to decisions, activities, etc.

AN
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How do we measure performance®? (3/7)

ing Vi d/or
st menageren
. vestment management View Return = Profit / Invested capital

Assets 31.12.2009 31.03.2010 30.06.2010 30.09.2010 31.12.2010

Assets 100.0 100.5 101.0 105.4 110.0
Liabilities 90.0 91.0 92.0 93.0 94.0
Equity 10.0 9.5 9.0 12.4 16.0

Return on equity (accounting view) = 54.6%
= (16.0 - 10.0) / {[(10.0 + 9.5)/2 + (9.5 + 9.0)/2 + (9.0 + 12.4)/2 + (12.4 + 16.0)/2] / 4} = 6.0 / 11.0

normally #

Return on equity (investment management view) = 60.0%
= (16.0 - 10.0) / 10.0 = 6.0 / 10.0

Remark: No cash flows during reporting period. There is no industry standard for calculating the invested capital from an accounting point of view.

W
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How do we measure performance?

TWR and / or MWR

and its decomposition

Comprehensive performance measurement

TWR

TWR
Benchmark effect

TWR
+ Management effects

MWR
MWR +
Benchmark effect

TWR Timing
Benchmark effect Benchmark effect

MWR
Timing effect

MWR
Management effects

TWR N Timing
Management effects = Management effects

(4/7)

... and is there one measure
for all situations?

Who is responsible for
what decision?

Internal and external cash flows
Fees

Rebalancing

Internal and external benchmark

* |nvestment guidelines

Risk profile

Investment target

AN
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How do we measure performance®? (5/7)

TWR and / or MWR
and its decomposition

Assets 31.12.2009 31.03.2010 30.06.2010 30.09.2010 31.12.2010

Assets 100.0 100.5 121.0 126.3 131.8
Liabilities 90.0 91.0 107.0 108.2 109.3
Equity 10.0 9.5 14.0 18.1 22.5
Cash flow assets 20.0
Cash flow liabilities 15.0
Cash flow equity 5.0

Return on equity (accounting view) = 51.5%
= (22.5-10.0 - 5.0) / {[(10.0 + 9.5)/2 + (9.5 + 14.0)/2 + (14.0 + 18.1)/2 + (18.1 + 22.5)/2] / 4} = 7.5/ 14.5

Return on equity (investment management view) depends on the handling of

cash flows — see next slide.

W
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How do we measure performance?

TWR and / or MWR
and its decomposition

Return on total capital (MWR)

= Return on total capital (TWR) + Timing effect total capital

Return on total liabilities (MWR)

= Return on total liabilities (TWR) + Timing effect total liabilities

Return on equity (MWR)

= Return on equity (TWR) + Timing effect equity

Return on total capital (MWR)

Return on total liabilities (MWR)

Return on equity (MWR)

P&L on total capital (MWR)
P&L on total liabilities (MWR)
P&L on equity (MWR)

10.73% = 10.00% + 0.73%
4.44% =4.44% + 0.00%
60.96% = 60.00% + 0.96%

11.8 =100+ 1.8
4.3 =4.0+0.3
7.5 =6.0+1.5

Remark: MWR is calculated using the IRR as the true MWR.

(6/7)

W
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How do we measure performance®? (7/7)

TWR and / or MWR
and its decomposition

Return on total capital (MWR)
= Return contribution on total liabilities (MWR)
+ Return contribution on equity (MWR)

10.73% =3.94% + 6.79%  (or for P&L: 11.8 = 4.3 + 7.5)

Return contribution on equity (MWR)
= Return on total capital (MWR)
— Return contribution on total liabilities (MWR)

6.79 % = 10.73% —3.94% (or for P&L: 7.5 =11.8 - 4.3)

Remark: For the calculation of the return contribution (MWR) see "Decomposing the Money-Weighted Rate of Return — an Update", Stefan J. llimer,
2009, Journal of Performance Measurement.

W
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Conclusion and suggestions
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Conclusion and suggestions

= Performance measurement is not only
relevant for investment management.

= Performance measurement is much more
complex as it seems to be in the first place.

= Comprehensive approach on performance
helps to get around the mysteries of

performance measurement. ... and fgr sure additional
. analysis and research

Is needed!

Evolve performance measurement into
performance management embedded
In a performance framework !
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Disclaimer

This document was produced by Credit Suisse AG (hereafter "CS") with the greatest of care and to the best
of its knowledge and belief. However, CS provides no guarantee with regard to its content and
completeness and does not accept any liability for losses which might arise from making use of this
information. This document is provided for information purposes only and is for the exclusive use of the
recipient. It does not constitute an offer or a recommendation to buy or sell financial instruments or banking
services.

It is expressly not intended for persons who, due to their nationality or place of residence, are not permitted
access to such information under local law.
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