Guidance Statement on Use of Leverage and Derivatives

Response to Investment Performance Council (IPC) and CFA Institute
Comment Requested

1. Do you agree with the principles established in the Guidance Statement?

In general, yes. It is appropriate for risk information to be provided to clients and prospective clients,
particularly on composites where relatively high risk strategies are used, such as significant levels of
derivatives and leverage.

2. Are there any other elements involved in the use of leverage and derivatives that are not included?
No.
3. Do you agree with the guiding principles provided to firms employing leverage and/or derivatives?

No. | consider the requirements excessive and impractical to implement. For example, it is not feasible to
show minimum, average and maximum risk measures for each period shown on the composite presentation
(calendar and annualised periods), particularly if the manager abides by the “strongly recommended”
advice to show individual asset exposures for multi-asset composites which may include multiple equity
markets, bonds and different types of derivatives.

I suggest that the average risk measure be presented only, and, unless tracking error or VaR are used
(preferably the former), only for single asset composites, for the following reasons:

(a) this does not add significantly to the information already presented and therefore should not crowd the
presentation;

(b) as you note in the Guidance Statement, tracking error is easy to calculate and managers are more likely
to have processes or systems already in place to do so than for exposure or VaR calculations;

(c) the burden created by the calculation of asset weighted exposure for multi-asset portfolios would be too
great and detracts from the laudable sentiment of wishing to provide more risk information to clients;

(d) it would encourage managers to provide risk, in addition to performance, data across their composites,
in accordance with existing recommendations in the standards. In fact, | would suggest this become a
requirement for all composites, not just those which use leverage and derivatives, as other types of
portfolios, such as high alpha, can be just as “risky” as those employing these instruments;

(e) I would question the validity and usefulness of the asset weighted exposure calculation.

4. Do you agree with the proposed Effective Date?
Yes, given the above changes.
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Performance Measurement Services Manager
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