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What really matters and how can
performance analytics support TPA
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Agenda

Total Portfolio Approach

o Introduction to TPA
= Governance - Implementation - Navigation

o How TPA works
= The asset allocation process
= The feedback loop

o Open discussion:

Is your organization using TPA - in which shape and form?

Does it lead to specific requests on performance reports?

Do you provide feedback to the TPA process and CIO?

What would you consider a suitable method to analyze the added value of TPA?
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Why change from SAA to TPA?

SAA TPA
offers discipline, stability, offers discipline, pivots,
and clarity collaboration, and agility \

g faster crises, higher j

illiquidity, and
greater complexity




What is TPA?

Reference Portfolio

es the mission and risk budget

Governance philosophy

Factors

guide risk assessment and decisions,
rather than asset classes

ClO

executes dynamically across entire fund




TPA at a glance

Structured around three key pillars

i
Governance

Mission & Reference Portfolio;
Clarity on purpose, risk and return

Risk budget & rules; Volatility,
liquidity, pacing, drawdown

Roles and responsibilities; who
decides on what, escalation paths

Collaboration & accountability
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Implementation

Defining the Reference Portfolio
Weighting factor exposures

Optimize relative to the reference
portfolio

Integrate liquid book

Translate into asset allocations

\. e -/
Navigation

Compare Reference Portfolio vs Asset
Allocation Decisions vs Actual Portfolio

Track actual factor exposures and use
of risk budgets

Oversight pack; where are we and
where do we want to go.

Still on track or changes needed?
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Governance structure: Clear Roles, Fast Decisions

Clarity and accountability enable agility

Direction - Board / Investment Execution - CIO / TPA Steering Delivery - Investments, Risk &
Committee Committee Performance, Operations Teams
Leads implementation across total portfolio Execute and monitor decisions
Maintain feedback loops

Defines mission & risk appetite
Aligns strategies and risk usage
Provide transparency and control

Sets total-fund risk budget
Delegates authority to CIO Ensures cross-functional coordination
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How TPA Works in Practice

Liquid book
shock absorber
source of optionality

Factors exposure

awareness
alignment
accountability

Private markets

long-term growth engine

« Every decision builds the mission

« Integration of risk, liquidity, and
factors keeps the portfolio aligned




TPA investment process

The full cycle

Definition of strategic
objectives and investment
horizons

Adjust factor exposures by
changing asset allocation

Long term; change actual
physical allocation  Short
term; Long/short strategies,
use of derivative overlays

Definition of risk measures Formulation
reflecting the strategic of risk budget
objectives

—

Sensitivity analysis Optimization and portfolio
and stress testing construction

AN o:r-c Y

Modeling of assets
(and liabilities)

Decide on relevant factors
Map assets to factors

Evaluation of current status

Strategic objectives in reach
and within risk budget?
Current factor exposures



Implementation

Factor definitions

Asset 2

Factor 1

Factor 2

Factor 3

o There Is a variety of factor definitions available;

= Macro factors vs. beta approach vs. more
sophisticated (value momentum, thematic etc.)

= Qualitative vs quantitative approach to setting factors

o Within each approach lots to choose from in addition
= Long vs short positions, illiquidity, sustainability

o Decide on strategic factor weights
= Translate to asset weights/ asset allocation

o No one size fits all!




Implementation
Allocating risk budgets

o How do you allocate the risk budget?
= Risk is the scarce resource here, not capital.

= Every decision (strategic or active) competes for the
same risk budget.

= Every asset also take up a certain amount of liquid
asset budget available

= |nvesting in one asset forgoes investing in another

o Cost of capital in terms of for instance risk budget use
and tracking error

o Added value in terms of alpha or other risk metrics
(e.g. sustainability, diversification)

o Create a matrix of costs and gains on different metrics.

Comparison two investment options

Risk budget cost
Alpha

ILliquidity cost
Tracking error
Sustainability

Cost of implementing

Reputational risk

I|'|I"I"
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Implementation

Liquidity factor analysis

o Analyzing what is the cost of investing in
private markets in comparison to the more

Liquid book liquid opportunities

25%
20% o What is the excess return required for cash to

- et e peeien e

10% = Measure this expected excess return in
5% :

N regular TPA steering framework

Year1 Year2 Year3 VYear4 Year5 Year6 Year7 Year8 Year9 Year10

95% interval mm75% mm50% = Median

o Compare behavior of proxy portfolio with
actual portfolio

= [lliquidity factor




Implementation

3D optimization

.29,5%

E/
5'..9%
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30%

orRT-C

FINANCE

Maximize

Assets

Private asset 1

W Private asset 2
Private asset 3

W Private asset 4
Less liguid asset 1

B Liguid asset 1

B Liguid asset 2

Explores risks/opportunities under a
highly ambitious but orderly net-zero

scenario
Net-Zero Financial Crisis

Explores disruptive reaction from
financial markets under an a highly
ambitious net-zero scenario

8t 1.6°C

Delayed Net-Zero

Explores disruption from a delayed
transition with a step-up in policy
action from 2030

High Warming

81 1.9°C

Explores severe physical risks under
current policies

Explares falling short of meeting
emissions targets and high exposure to
physical risks




Navigation

Monitor risk

Monitor risk and return of the reference
portfolio and actual portfolio.

Total risk budget used adequately?
Did TPA decisions add value to total fund?

What is currently the best way to achieve
the desired factor exposure?

Compare expected and realized alpha
relative to reference portfolio per strategy

Monitor factor exposures

Monitor factor exposures compared to long
term strategy

Are there reasons to adjust the factor
exposures?

Liquidity analysis
Compare expected alpha with cost of liquidity
Are we aligned with liquidity constraints



TPA Challenges

TPA builds on the SAA foundation

Technological Readiness
Legacy tools are unsuitable. Systems

Governance Maturity
with total visibility are necessary.

* Trust over control
Data Integration

Different systems, reporting cycles,

* Boards set the rules and teams

make the moves
and a focus on the whole field.

e Culture & collaboration

» Success depends on shared
Change Management

objectives and aligned
New reflexes, new rhythms. From

incentives. fixed weights to flexible thinking.




Conclusion

Goal

not to predict the future, but
to be ready for any future

Not one-size-fits-all Governance

tailored to governance Balance between discipline
maturity, culture, and context and flexibility

Oversight

Total portfolio view to
provide useful feedback loop




Discussion
Total Portfolio Approach

o ls your organization using TPA
= |n which shape and form?
= Does it match the presented framework?
= |f not now, any plans to move to TPA?

o Does TPA (or traditional SAA) lead to specific requests on performance reports?
= Do you provide total fund attribution?
= How to provide useful feedback to the TPA (SAA) process to board and/or ClO?
= Which decisions are the main drivers of the fund performance?

o What would you consider a suitable method to analyze the added value of TPA?




Contact me

Elske van de Burgt
Managing Director — Investment Performance

N g @+31 0624822544

@ elske.vandeburgt@Ortec-Finance.com

Rotterdam Amsterdam London

@ Pfaffikon Toronto Melbourne
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Disclaimer

Ortec Finance would like to emphasize that Ortec Finance is a software provider of technology and IT solutions for risk and return
management for institutions and private investors. Please note that this information has been prepared with care using the best
available data. This information may contain information provided by third parties or derived from third party data and/or data that
may have been categorized or otherwise reported based upon client direction. For this information of third party providers, the
following additional terms and conditions regarding the use of their data apply:

https://www.ortecfinance.com/en/legal/disclaimer.

Ortec Finance and any of its third party providers assume no responsibility for the accuracy, timeliness, or completeness of any such
information. Ortec Finance and any of its third party providers accept no liability for the consequences of investment decisions made
in relation on this information. All our services and activities are governed by our general terms and conditions which may be
consulted on https://www.ortecfinance.com/ and shall be forwarded free of charge upon request.

Any analysis provided herein is derived from your use of Ortec Finance's software and does not constitute advice as to the value of
securities or the advisability of investing in, purchasing, or selling securities. All results and analyses in connection with Ortec Finance's
software are based on the inputs provided by you, the client. Ortec Finance is not registered as an investment adviser under the US
Investment Advisers Act of 1940, an equivalent act in another country and every successive act or regulation. For the avoidance of
doubt, in case terms like “client(s)” and “advisor(s)” are used in communications of Ortec Finance, then these terms are always referred
to client(s) of Ortec Finance’s contract client and its advisor(s).
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