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To properly evaluate the value
added in an actively managed
portfolio we use a benchmark
portfolio for reference.

The benchmark is most often a
publicly available index within
the same investment universe as
the portfolio.

Our point of departure is, that by
choosing an active manager ra-
ther than a passive exposure to
the benchmark, the investor has
chosen and expects the manager
to make active decisions.

By comparing the portfolio hold-
ings, returns and risk s with the
passive benchmark we are able
to analyze and illustrate a num-
ber of interesting points:

1)Where has the manager made
different choices than the bench-
mark?

2) To what extent has these
choices contributed to the re-
turns?

3) Are there particular areas
where the manager's results
differ significantly from the mar-
ket - either positively or nega-
tively?

4) Has the investor been reward-
ed for the active risks?

5) Where does the portfolio risk
differ from that of the market?

6) Has the active management
been beneficial for the investor?

ABOUT THE PORTFOLIO

The Portfolio

The portfolio is an equally weighted portfolio of 50 emerg-
ing market equities selected through a proprietary quanti-
tative filtering model. The portfolio is rebalanced on a
monthly basis according to the rankings of stocks in the
model.

The returns on the strategy is back-tested over a seven year
time frame from January 2006 to December 2012.

All returns are calculated in USD, the base currency of the
Portfolio.

Returns are stated after deduction of transaction costs and
management fees.

The annual total expense ratio is estimated to 3 percent.

The Benchmark
The benchmark used is MSCI Emerging Markets, which is

broadly based market value weighted index of emerging
market equities, comprising of approximately 900 stocks.

The benchmark is rebalanced on a quarterly basis.

The benchmark accordingly provides a good indication of
the return and risks an investor should expect from a pas-
sive exposure to emerging market equities.
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PERFORMANCE REVIEW— BACKTESTING

Overall development

The portfolio strategy returned 264 percent from January 2006 to the end of 2012. The return of the
benchmark was 78 percent.

Price development

400

364
300 r/ Wr\f/
250 /f‘w‘\\ -,/_[AU '
200 178

/v [/

50

?

{
N

June-02

September-02
June-03

September-03
June-04

September-04
June-05

March-02
September-05
June-06

September-06
June-07

March-03
March-04
December-04
March-05
March-06
March-07
September-07
March-08
June-08
September-08
December-08

December-01

December-02

December-03
December-05
December-06
December-07

s Portfolic s Benchmark

Chart 1 Price Development, 01.01.2006=100

Both the portfolio and the benchmark experienced periods of strong growth (January 2006-October

2007 and March 2009-April 2011), and periods of turbulence and negative returns (June 2008-March
2009 and April 2011-December 2011).




ANNUAL PERFORMANCE

The portfolio outperformed the benchmark in every single calendar year (estimated annual trading
costs and management fees of 3 percent are deducted from portfolio returns).

Annual Returns
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Chart 2 Annual Returns, 2006-2012

The strongest outperformance was in 2007 where the portfolio had an excess return of 25.63 per-
cent. 2008 was the most negative year, where the portfolio lost 48.17 percent as a result of the
evolving financial crisis and the flight to quality. The quality stocks in the portfolio did however fare
better than the benchmark, which dropped by another 5 percent ending the year down by a little
more than 53 percent. The portfolio had one more negative year in 2011, where the sovereign crisis
in Greece and the threat of further escalation into the rest of the Euro-zone again caused investors
to shift out of emerging market risk. Again returns were negative (15.89 percent) but still better
than the benchmark return of -18.31 percent.

Overall the portfolio had an average annual return of 20.29 percent, which was 11.73 percent better
than the benchmark.

More than 10 percent excess return was achieved in 2006, 2007, 2010 and 2012.
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VOLATILITY

Investing in emerging market equities is a volatile experi- The Standard Deviation of

ence. Not least through periods of global financial crises the return is a statistical

and increasing risk aversion as we have experienced . .
measure for the historical

since late 2007. The chart below shows the annual stand- latility in th t

ard deviations of the monthly returns for the portfolio volatility In the return se-

and the benchmark. ries. The standard deviation

I s considered a reasonable
measure of total portfolio
risk.
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