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Outline

* There has recently been an increase in allocations to illiquid assets,
particularly in a low interest rate environment.

« llliquid assets cannot be easily sold or converted into cash without a
substantial loss in value and investors demand a higher return for bearing
these additional risks.

* In the following, the challenges arising from the valuations of illiquid assets
and the implications for investors are discussed.

« In addition, modern approaches in performance analysis of illiquid assets
are shown.

* Finally, issues relating to the investment and fee structures of illiquid assets
will be addressed.
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* What explains the significant difference in performances of listed and
unlisted assets in 20227?
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Val u atl on Issues [PPCruerics
Absence of Market Prices implies Model Valuation

Market

=

« Inthe absence of market prices, the valuations of illiquid assets are based
on models.

Source: Shutterstock
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Models depend on Inputs

llliquid assets: Liquid assets:
Mark-to-model Mark-to-market

Multiples /

Comparables

« Valuations based on models are usually highly dependent on input variables
and prone to discretionary influence.
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Case 1: Model Valuations vs. Total Returns

PPCmetrics Swiss Immo Tool - Swiss real estate investment foundations

Change in discount rate vs. total return 3 years (01.01.2019 — 31.12.2021)*
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 Reductions indiscount rates led to higher returns historically due to the
upward revaluations of the underlying properties.

*Due to the availability of the annual reports, the period from 01.01.2019 to 31.12.2021 is analysed.
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Valuation Issues
Case 2: Return Smoothing and Stale Pricing (1)
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PPCmetrics Peer Group Comparison - Absolute Returns over Time (in CHF)

2020 (Covid-19)
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The volatility of listed equity mandates is significantly higher compared to

private equity mandates, whereas the annual return (median) for 2020 is

closely similar.
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Case 2: Return Smoothing and Stale Pricing (2)

Risk/Return Graph - PPCmetrics Peer Groups Average in CHF
Time series 01.01.2013 - 31.12.2022

Private
~~~~~ Equities
S 10 ———
o =~ -
S -
2
% Unlisted o Ezeftl_Es_ta_te_G_l_obal
o 5 A€-——-""T"T° " T T ITT==~_
I T e T
é Real Estate CH Listed
w
Debt™
0 yAY
Traded
T T T T
0 5 10 15

Risk (volatility) (%) p.a.

© PPCmetrics AG

 Return smoothing and stale pricing leads to allegedly lower volatility and
therefore an underestimation of risks.
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Valuation Issues
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Case 3: Lagged Valuations and Correlations (1)

PPCmetrics Peer Group Comparison -

Absolute Returns over Time (in CHF) 2022 (Interest rate increase)

60 - m Best/median/worst result Time series 01.01.2022 - 31.12.2022
Mid 50% PPCmetrics PG Equities Listed Mid 50% PPCmetrics PG Private Equity
8 Worst Median Equities Listed $3 Worst Median Private Equity
40 -
20 \
2
0 —_——— —_—_=u = = . . . > Private Equity
-20 — = _ ———— s : Equities listed
40 - — J
| | | | | | | | | | | | |
— AN N AN N
N N N AN N
[&] = [ Q. [&]
o} o = ) o}
o = - %) o
© PPCmetrics AG

While the interest rate increase in 2022 has been reflected in listed equities
Immediately, prices of private equity corrected with a lag.
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Valuation Issues
Case 3: Lagged Valuations and Correlations (2)
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PPCmetrics Peer Group Comparison —Absolute Return in CHF
Common period 01.01.2013 - 31.03.2023
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real estate.

Prices of unlisted real estate usually react with a delay compared to listed
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Valuation Issues

Case 3: Lagged Valuations and Correlations (3)
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Correlations of Peer Group Average Returns

Time series: 01.01.2013 - 31.12.2022
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'™ ™ Correlations within Asset Class

(1) PPCmetrics PG Equities listed 1.00
(2) PPCmetrics PG Private Equity 0.22 1.00
(3) PPCmetrics PG Bonds Foreign Currency 0.43 0.05 1.00
(4) PPCmetrics PG Private Debt 0.36 I 0.09 1.00
(5) PPCmetrics PG Real Estate CH listed 0.41 0.09 0.46 0.12 1.00
(6) PPCmetrics PG Real Estate CH unlisted 0.03 0.13 0.00 0.00 0.35 1.00
(7) PPCmetrics PG Real Estate Global listed - 0.10 0.60 0.20 0.53 0.10 1.00
(8) PPCmetrics PG Real Estate Global unlisted 0.28 0.34 0.26 0.23 0.36 0.14 0.37 1.00
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» Due to lagged valuations, the correlations between listed and unlisted illiquid
iInvestments are artificially lower, both within the same asset class and with

other asset classes.
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Performance Analysis
Case 4: High Dispersion of Returns (1)
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PPCmetrics Peer Group Comparison - Absolute Returns in CHF
Time series 01.01.2022 - 31.12.2022
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 The dispersion of the returns in the private equity peer group is large

compared to the listed equities peer group.
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Performance Analysis ' PPCmgtrtcs
Case 4: High Dispersion of Returns (2)

PPCmetrics Peer Group Comparison - Risk/Return Graph (in CHF)
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» Due to high dispersion of returns, the assessment of private equity indices
(benchmarks) based on average returns should be carried out with caution.
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Case 5: Performance Measurement (1)

 Who is the best asset manager?

Cashflows
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« According to traditional measures, either manager 2 or 3 are to be preferred.

Asset Manager 1 -14.0% -10.8% 0.85
AssetManager2  153% 1:_2’_2_2._3_0/3 I
Asset Manager 3 | 3( 19.8% | 19.7% L 1.44
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Performance Analysis
Case 5: Performance Measurement (2)
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« How meaningful are traditional performance measures?

Absolute measures

40 mph

Is asset manager 2’s
IRR of 22.3% good?

Source: pixabay.com

Are risks and environment
taken into account?
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Asset manager 1 invested during the

financial crisis of 2007-2009.

Asset manager 3 has taken out a loan
to leverage the investment.

Are the peers considered?

How good is asset manager 2
compared to peers?

© PPCmetrics AG
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Performance Analysis
Case 5: Performance Measurement (3)
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» Considering the market environment and risks, manager 1 is to be preferred.
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Commitments, Target Allocation and Liquidity

« With illiquid investments, the investor makes commitments that are drawn
down and repaid by the asset manager over time.

« Therefore, the following two central questions arise:

— How can the target allocation be achieved, maintained and, if necessary, reduced
again?

— How high should the optimal liquidity level be so that capital calls can be serviced
and the costs due to liquidity are as low as possible?

 The amount and timing of the cash flows are not known in advance and
must be estimated.

« Contributions are generally more accurately predictable and occur in the
early years of the fund.

« Distributions are dependent on many factors (including the performance of
the manager and the market environment) and are therefore more difficult to
estimate.
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Case 6: Cash Flow Planning

« The target allocation and optimal liquidity level can be achieved via
expectations of asset managers, historical patterns, statistical simulation
methods and qualitative assessments of cash flows.

Simulation net investments (NAV)
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* Investment and liquidity planning should consider the implementation and
assumptions about future cash flows.
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Case 7: Costs and Fee Structures

» Fee structures of illiquid investments are often complex, less transparent
and higher than liquid investments.

« The fees typically include a fixed management fee, a performance fee
(carried interest rate) and a hurdle above which the performance fee applies.

PPCmetrics Market Screen Performance fees vary by product and by type of
Private Equity Mandates investment (e.g. primary funds vs. co-investments)
25%
Ve A \ :‘:2 %
20% Total: 5 ;
50% apply
o 1 a hurdle

rate of 8%

10%

Yes
E— 84.8%
Total: 28
@ carried interest rate of invested primary funds (participation rate) @ carried interest rate of invested secondary funds (participation rate) Is there a catch-up clause with regard to the performance fee?
carried interest rate of co-investments (participation rate) carried interest rate of direct investments (participation rate)
@ Hurdle rate (in %)

» Complex fee structures make it challenging to compare providers.

» In addition, fees are not known in advance due to the performance fee.
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Takeaways

« llliquid assets have a higher degree of complexity compared to traditional
assets.

 llliquidity and model valuations can lead to a smoothing of returns and
therefore an underestimation of risks.

« Market development, risks and costs should be considered in
performance analysis.

* In order to achieve the target allocation and optimal liquidity, it is
advisable to consider the form of investment and the expected cash
flows.

 |tisrecommended to understand the investment and fee structure and
review costs for market conformity.
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About PPCmetrics

PPCmetrics AG is a leading consulting firm whose services include investment controlling and investment consulting, selection of financial service providers (asset manager selection) including public procurements for such selection, asset
liability management (ALM), definition of investment strategies, asset allocation, portfolio analyses, drafting of investment regulations, consulting on sustainable investments, legal consulting (BVG/LPP, financial market legislation, pension
fund governance) and actuarial consulting as well as activities as pension actuary.

Our clients in Switzerland and abroad include institutional investors such as insurance companies, as well as renowned professional investors such as pension funds, employee benefits foundations, public social insurances and pension
funds and other public-law entities, large companies, foundations, associations (in particular non-profit organisations) or ultra-high-net-worth individuals (UHNWI) and their consultants (e.g. family offices).

Legal Notice

PPCmetrics AG advises its clients upon their own initiative and carries out its analyses according to the processes it has developed. It does not make any investment decisions on behalf or for the clients and expressly does not make any
investment recommendation. As well-informed investors it is in the clients’ responsibility and at their discretion how they decide and act based on the advice offered by PPCmetrics AG. PPCmetrics AG assumes that the clients possess the
necessary knowledge and sufficient experience in the financial field to make their investment decisions and assess the associated risks. PPCmetrics AG does not perform an assessment of appropriateness or of suitability pursuant to the
FinSA. Based on the clients’ specifications, PPCmetrics AG assumes that the investments are compatible with their investment objectives, in particular their risk capacity as well as the asset allocation and the time horizon of the investments.
PPCmetrics AG is not involved in the development, management or recommendation of financial instruments. It does not participate in the distribution of financial instruments, does not accept any compensation from third parties in
connection with the provision of its services and is compensated exclusively by its clients according to a fee agreement. The partners of PPCmetrics AG are registered as investment advisors in the advisor register of BX Swiss AG
(www.regservices.ch). PPCmetrics AG is affiliated to the financial ombudsman FINOS, Talstrasse 20, 8001 Zurich (www.finos.ch). Furthermore, PPCmetrics AG is accredited by the OPSC as a pension actuary. Please consult

www.ppcmetrics.ch/de/uber-uns/requlierung/ for further information and notes.
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