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Perspective of a Beneficiary Mppe metics

Should I pay additional contributions into
my pension fund retirement account?

Yes, if the pension fund ...

* is trustworthy and adheres to checks and balances

* is transparent and discloses information publicly

« offers an attractive risk-return-profile for my investments

and if ...

* tax-benefits are attractive
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Good Pension Fund Governance ppe metrics

« Basically, good governance can be seen as etiquette

« Good governance mitigates the principal-agent problem
— beneficiary (principal) has less information and power of control
— pension fund (agent) acts on behalf of the beneficiaries

« Seek confidence of beneficiaries by considering
1. Organizational structure
2. Information
3. Risk management
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1: Organizational Structure Mppe metrics

Establish checks and balances by separating
— Decision (e.g. board of trustees)
— Implementation (e.g. portfolio manager)
— Control (e.g. investment controller)

Establish well-balanced committees with low turn-over

Avoid conflict of interest and establish a culture of loyalty

Avoid principal-agent problems within organization
(e.g. asymmetric information between portfolio mgr. and board)
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1: Organizational Structure (Cont.) |ppc metrics

 Demand same results from internal and external managers
— measure with same yardstick
— take action if internal mandates underperform
— be aware that there is no corporate liability for internal managers

 Call for bids when engaging managers and keep records for
all mandates

 Choose the most efficient structure to lower costs

Most Swiss pension funds already act accordingly.
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2: Information [ppe metrics

« Publish relevant information on a website
— organizational charts, plan rules and annual reports
— investment strategy and achieved performance

— key figures to assess the financial situation of the plan and
figures that can be compared with other pension plans

Most Swiss pension funds publish data publicly.
However, figures lack transparency and comparability.

« We propose to introduce the risk carrying funding ratio
— indicates the burden on risk bearers (transparency)
— comparisons between pension funds can be drawn
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2: Computing the Risk Carrying Funding Ratio Mppe metics|

1st step: Compute assets of active members

Liabilities to retirees
(actuarial valuation)

i - Liabilities to retirees
(fair value)

r

total plan assets i reappraisal ]

plan assets
active members

2nd step: Compute funding of vested benefits

plan assets
active members

risk carrying funding ratio =

vested benefits
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2: Current Situation in Switzerland [ppc metrics

Comparison of funding ratios based on annual statement 2011
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Calculations: PPCmetrics; source: www.deckungsgrad.ch; as at: 06.11.2012

Data from 236 Swiss pension funds with total assets of CHF 440 bn
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2: Risk carrying funding ratio Mppe meirics

« Improves information about financial situation of pension
fund and allows comparisons

« Serves as a measure regarding burden on risk bearers
(e.g. How safe are my assets, if a partial liquidation combined
with a reduction of the actuarial interest rate takes place?)

« But, risk carrying funding ratio does not indicate burden sharing
— between risk bearers (active members, employer, tax payer)
— over time (old, young or future members)

Should I pay in? Depends on risk carrying funding ratio.
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3: Risk management

| ppc¢ metrics

* Investment strategy has to be based on ALM (art. 50 LPP 2)

and implementation is mainly a question of organization

Most pension funds adhere to that principle.
However, does the pension funds investment risk suit
my risk preference and do I get an adequate return?

« Good governance requires risk-return to be in adequate relation

 Risk-return of pension plan are just one side of coin

Portfolio returns

Last 10 years p.a.

‘ BVG 25 ‘ BVG 40

3.8%

4.0%

Last 5 years p.a.

1.7%

0.2%

expected returnp.a. *

21%

2.7%

* based on an equity risk premium of 4.0%
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3: What is leftover for active members? [ppc metrics

« Other side of coin is how returns are (can be) distributed

Balance sheetin milions of CHF Plan A | Plan B
Vested benefits 30 70
Liabilities to retirees 70 30
Actuarial interest rate / mortality table 3.5%/PT 1.5%/GT
Total plan assets 100 100
Return distribution
Investment return 4.0% 4.00 4.00
/. required return retirees and 0.2 mgmt costs 3.00 0.65
Residual active members 1.00 3.35
in % of vested benefits 3.3% 4.8%

Residual active members (in %) other return scenarios
Investment return 3.0% 0.0% 3.4%
Expected return 2.1% (BVG 25) -3.0% 2.1%
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3: Distribution of Returns [ppc metrics

Should I pay in? Plan A: Most probably not. Plan B: Maybe.

« Improve transparency by informing beneficiaries about
— current return distribution
— forecasted return distribution based on certain scenarios

« If risk-return relation for beneficiaries is not adequate, good
governance requires a pension fund to

— inform transparently
— take all possible and necessary steps to improve the situation
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Concluding Remarks Mppe metrics

* Most Swiss pension funds adhere to best governance
standards regarding organization and general information

 Room for improvement lies in the quality of information
— financial situation of the pension fund
— current and forecasted return distribution for beneficiaries

« To foster transparency and comparability we propose to
introduce the risk carrying funding ratio

« Timely and comprehensive information is basis for seeking
confidence of beneficiaries

© PPCmetrics AG 13




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /DEU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


