Your Investment Manager - Important Questions to Ask

As your insurance company or government risk pool reviews the investment portfolio with your investment manager,
asking key questions can help your staff, Board and Investment Committee better understand the overall process.

For many of the reports and charts that investment managers provide during the quarterly reporting process, these
guestions will be important to ask as they can drive more effective decision-making.

Credit Duration

Questions to Ask:

e Are you combining credit and
interest rate risk within a given
credit rating?

e Ifso, why is this the case?

£ g
//\ J e Have you considered the risks

inherent with that strategy and
are we being compensated for
taking that risk? How?
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Questions to Ask:

e Given that our Moody’s default
factor is x.xx% for our portfolio,
do you think we are being com-
pensated for the portfolio credit
risk we are taking? Why?

¢ Why has our Moody’s expected
default factor increased (or de-
creased) over time?
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Book Yield Trend
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Risk Allocation
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Questions to Ask:

e Why did our book yield trend in
the manner shown on the chart?

e How do you expect this chart
would look like if we projected it
over the next few years? (assum-
ing no change in rates and/or rates
moving up/down by x basis points)

e |f the expected trend in book
yield is insufficient, how can we
prudently ‘bend the curve’ to a
better than projected result?

Questions to Ask:

e Why does the risk asset portfolio
have this mix?

e Does this current allocation
match still meet our initial ex-
pected long-run return for this
risk asset portfolio?

e Ina ‘worst case’ scenario, how
will our surplus be would this
impact relevant ratios?
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Credit Rating Detail

) Questions to Ask:

e Why was there an increase in
certain credit rating categories?

e Was this due to a purposeful
- strategy on your part? Or were
upgrades/downgrades by the
é rating agencies a primary rea-
. son? To what extent?

e Specifically, what securities are
on your credit ‘watch’ list and
why?

%

e Why should we continue to hold
or sell these securities?
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Duration Profile

e Questions to Ask:

e What is your strategy for taking
interest rate risk?

ow

e Arevyou trying to over/under-
weight duration versus the
benchmark? Why?

¢ How would movements in the
yield curve effect our portfolio?
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Credit Exposure

2 Cusip  AssetType Tssuer Par | Market Valve v Bookvak @® Duration  Maturity Qu estions to Ask:
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Questions to Ask:

e Please explain why our unreal-
ized gain/loss is unusually high
for certain credit ratings.

e Given our company’s policy to
limit realized losses (if applicable),
how much flexibility do you have
in managing the portfolio?

e |s our flexibility sufficient or
should we consider loosen-
ing any restrictions for realized
losses? Why?
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Implied Portfolio Liquidity

Questions to Ask:

o e Are we taking on too much or
o too little liquidity risk?
20 e Do you think our portfolio is

17 ' sufficiently liquid?
00N ey . A . — °
— ﬁﬁ pr— — Are there any allowable .
asset classes we should consider

where we can be compensated
for taking on liquidity risk?
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Potential Impairment Report (OTTI)

OTTI (Watch List <= 90%) [ Questions to Ask:
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921796LA VMF 2001-A B2 ABS 1,108,424 1,260,386 929,145 73.7% -331,241 266 8.00 BBB
come?
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% of Portfolio @ BV 5.73%
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