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Summary 

Purpose 
We may know how much value was added – or subtracted – relative to benchmark for a given portfolio, such as the 
Basic Claims, Rate Stabilization Reserve (RSR), or Employee Future Benefits (EFB) portfolio, but it is also important 
to understand the sources of this value added – also called “alpha” () or “active return”. In other words, 
performance attribution is also important. 

MPI engages in active management, with a goal to outperform the passive alternative (i.e., exceed benchmark 
returns). To effectively assess the performance of MPI’s active management strategy, it is important to understand 
the sources of the value added (or lost) at the total portfolio level for Basic, RSR, and EFB portfolios. Together with 
measures of active risk (also called tracking error), performance attribution will help inform stakeholders’ 
assessments of MPI’s skill in adding value and distinguishing between skill (e.g., selecting good external managers) 
as opposed to luck or chance. 

Performance attribution reporting is available below the total portfolio (e.g., at the manager level), but MPI does 
not appear to have attribution readily available at the total portfolio level for the Basic, RSR, or EFB portfolio.  

This report presents a simplified approach to portfolio-level attribution reporting to demonstrate its importance in 
assessing MPI’s portfolio management. 

This report also recommends that MPI adopt and implement regular total portfolio-level performance attribution 
reporting to meet the needs of its stakeholders, which include the Public Utilities Board and interveners. 

Performance attribution answers a simple question about the total value added over a given period of time: 

How much of the value added was attributed to each factor below? 
• Asset allocation: Over(under)weighting equities, cash, and other asset classes 
• Security/sector selection: Over(under)weighting stocks (e.g., Royal Bank) or 

sectors (e.g., banks) in an equity portfolio, or bonds in a fixed income portfolio 
• Other factors (e.g., foreign currencies) 
• Interactions – also called joint effects – among some or all of these factors 

 

The Closing Submissions of the Consumers’ Association of Canada (Manitoba) in the 2025 GRA described how 
performance attribution might inform stakeholders’ views or assessments, as summarized below. 

“Portfolio-level … attribution … will tell us whether or not MPI is successfully adding value to beat the 
benchmark” as well as “the costs of MPI’s approach to rebalancing”. 

i.e., Attribution provides key background information that may inform prudent questions and information requests 
in future General Rate Applications (GRAs) on such important topics as the active management strategies that 
MPI pursues and the asset mix rebalancing policies that MPI adopts. 

This paper uses a simple “building block” approach to illustrate how attribution works, generally, and then applies 
this simple approach to MPI’s performance over the past four years. 

Appendix 1 has the curriculum vitae of this paper’s author. 
Appendix 2 has a simplified example of performance attribution. 
Appendix 3 has MPI’s return and asset allocation data, which has been used in this paper. 
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Caveats 
The simplified example in Appendix 2 makes three key points: 

1. attribution needs to address the combined effect of multiple periods over which weights vary and 
returns compound; 

2. the most robust attribution models address these aspects of attribution without residuals; and 
3. modern portfolio theory requires that return analysis be conjoined with risk analysis. 

On the first two points, we note that the simple “building block” approach used in this paper serves to illustrate key 
concepts and that more robust approaches exist and should be considered by MPI. On the third point related to 
risk, a discussion of risk and Information Ratios (alpha/tracking error) is beyond the scope of this introductory 
paper, whose focus is exclusively on the alpha (numerator) part of the return/risk equation. This paper, then, does 
not address tracking error (the denominator).  

Statement of Independence 
This report has been prepared for the sole purpose of assisting the Public Utilities Board in assessing Manitoba 
Public Insurance’s 2026 General Rate Application. I understand and confirm that my duty as an independent expert 
is to provide evidence which: 

• is fair, objective and non-partisan; and 
• is related only to matters that are within my areas of expertise. 

I confirm that this duty is owed to the Public Utilities Board and not to the Consumers’ Coalition, the Coalition of 
Manitoba Motorcycle Groups, the member organizations of either Intervener Coalition, or their legal counsel at 
Public Interest Law Centre and DFS Kaneski UnRuh LLP. 
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The Big (but Simplified) Picture 

Performance Attribution 101 
Before reading this paper in detail, the reader might benefit from first reviewing Appendix 2, which briefly describes 
how performance attribution works using a simple 1-period, 2-asset class example. 

Below, we use the simplified assumptions from Appendix 2 to visualize performance attribution as consisting of 
several “building blocks”. We start by using simple data from the example to build the “blocks” that quantify the 
asset allocation, security selection, and other effects that explain performance differences between a total 
portfolio and its benchmark (i.e., value added or alpha). 

Simple Data: 1 Period, 2 Asset Classes 
The simplified assumptions from the 1-period, 2-asset class example in Appendix 2 are repeated below. 

Sector 
Portfolio 
Weight 

Benchmark  
Weight 

Portfolio  
Return 

Benchmark 
Return 

Asset 
Allocation 

Stock 
Selection Interaction 

Total 
Active 

(wA) (wB) (rA) (rB) (AA) (SS) 

Equities 90% 70% 5.00% 3.00% 0.60%1 1.40%2 0.40%3 2.40% 

Cash 10% 30% 1.00% 1.00% -0.20% 0.00% 0.00% -0.20% 

Total 100% 100% 4.60%4 2.40%5 0.40% 1.40% 0.40% 2.20% 

 

Portfolio Returns 
The actual return of the 
total portfolio is a 
composite of the asset 
class returns.  
 
The contribution from 
equities, shown here, is 
the product of the 
actual weight (90%) 
and actual return (5%) 
or 4.5%. This total 
return (not alpha) is 
represented as an area, 
where weights are the 
“lengths” on the 
horizontal (X) axis and 
returns are “widths” on 
the vertical (Y) axis. 

 

 
1 Asset allocation from Equities = 0.60% = (90% - 70%) x 3% 
2 Security selection from Equities = 1.40% = (5% - 3%) x 70% 
3Interaction effect from Equities = 0.40% = (90% - 70%) x (5% - 3%) 
4 Total portfolio actual return = 4.60% = (90% x 5%) + (10% x 1%) 
5 Total portfolio benchmark return = 2.40% = (70% x 3%) + (30% x 1%) 
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Benchmark Returns 
Similarly, the return of the benchmark portfolio is the product of lengths and widths (weights x returns), using 
benchmark characteristics rather than the actual or portfolio ones discussed on the prior page.  

The brown box (B) shows the 
contribution from equities in 
benchmark return 
calculations (i.e., the 
contribution is 2.1% = 70% 
benchmark weight x 3% 
benchmark return). 

 
 

 

Similarly, we could analyze the contribution from cash – the second asset class – then add the combined effects 
across both asset classes. 

Value Added 
The image below shows that the difference between the box (P) and smaller brown box (B) represents the value 
added from equities (but not cash).  

The yellow, blue, and 
shaded boxes make up 
the difference (value 
added) and we can 
assign labels to these 
“building blocks” that 
represent the different 
attribution effects that 
“explain” the value 
added across the 
portfolio.  
 
This is shown in more 
detail on the next page. 
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Asset Allocation, Security Selection, and Other Attribution Effects 
The various attributions or effects are illustrated below for the equities asset class. A similar illustration could be 
made for the cash asset class, but it has been omitted here. 

For the equities asset class (excluding cash): 

140 bps was added from security selection; 
   60 bps was added from asset allocation; 
   40 bps came from the interaction of these two effects; and 
240 bps in total was contributed from equities. 

 

 

 

On the following pages we apply this simple approach to MPI’s performance over the past four years. 
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MPI’s Results (2022 – 2025) 

Value Added 
The table below shows the value added (lost), also called alpha (), for the Basic Claims, RSR, and EFB portfolios 
as the difference between the actual return and benchmark return.  

• Green bars show value added and red bars show value lost. 
• The size of the bars reflects the size of the value added or lost. 

 

 

Some Observations 
In Fiscal 2025, shown in yellow, the value added (lost) was: 

-0.29% for Basic; 
+0.89% for RSR; and  
+3.57% for EFB. 
 

Longer term (4Y annualized), the value added (lost) was: 
+0.98% for Basic; 
+0.12% for RSR; and  
+1.17% for EFB. 

 

Over the 4-year period, there was a trend: starting from high value added in all portfolios in 2022, this was followed 
by two years of lower value added (generally) – including underperformance in all portfolios in 2024. This 
“troughing” trend reversed in 2025 with positive value added in all three portfolios.  

On the following pages we make some observations about this past performance based on the factors that explain 
it (attribution). 
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Attribution and More Observations 
The table below shows the attribution of MPI’s value added, which consists of three effects: security selection 
(SS); asset allocation (AA); and Joint or interaction. These three effects generate a sub-total that approximates the 
total value added each period, given the simple approach that has been applied. An adjustment – called a residual 
in Appendix 2 – is needed for the measurement error arising from the use of this simplified approach. A more 
robust approach that should be used in practice would eliminate the need for any adjustment. Also, by simply 
increasing the frequency of observations to monthly (from annual), the size of this adjustment would fall. 

 
The value added from the prior page is shown below as a reference. 
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Over time, the contribution from asset allocation (AA) and security selection (SS) differed across the three 
portfolios, and these contributions varied over time. In general, security selection “explained” more of the value 
added than asset allocation over the 4-year period. 
 
The attribution for 2022 – on the prior page – is repeated below as a reference. 
 

 

For example, in 2022: 
~ 90% of the estimated 322 bps of value added in Basic came from security selection. 
~ 4% came from asset allocation. 
~ 6% was a joint effect. 
 

Note the small difference – the adjustment – between the value added that was reported (322 bps) and the 
estimate that was derived by using the simple “additive building block approach” (324 bps). This difference is small 
(1% of the 322 bps value added). 
 
Note that the RSR and EFB portfolios showed larger contributions from asset allocation, compared to Basic, in 
2022. (Larger adjustments were also needed to have the value added from the use of a simple “arithmetic building 
block” attribution approach match the total (unattributed) value added reported by MPI.) 
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Diving Deeper into the Basic Claims Portfolio (2022) 
The table below shows how the building blocks were formed to make up the 324 bps estimate of the value added in 
2022 for Basic, which is close to the reported value added of 322 bps. 

 

Security Selection Effect: +292 bps (~ 90% of Total) 
From a security selection perspective, the non-marketable bonds contributed the most value (179 bps) to Basic’s 
total value added, reflecting the product of its low weight (20%) but large outperformance (almost 9% above 
benchmark). 

i.e., +179 bps contribution = 20% benchmark weight x 8.93% alpha 
 

The security selection contribution from government bonds (106 bps) was also significant. 
i.e., +106 bps contribution = 60% benchmark weight x 1.76% alpha 

 
Other asset classes contributed little from a security selection perspective, given their low benchmark weights and 
low outperformance. 

Asset Allocation Effect: +14 bps (~ 4% of Total) 
From an asset allocation perspective, the large underweight (almost 11%) to government bonds contributed the 
most value (52 bps) to Basic’s total value added, given the relatively poor performance of this asset class (-4.9% 
benchmark return). 

i.e., +52 bps contribution = 10.60% underweight x -4.90% benchmark return 
 
Other asset classes largely offset the above value added, reflecting the product of poor benchmark returns in 
these asset classes and the overweights to them. 
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Appendix 1. Valter Viola’s Curriculum Vitae 
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Appendix 2. Simplified Example of Performance Attribution 
The following example is a condensed and paraphrased version from Wikipedia6. Our paper uses the 
assumptions in this 2-asset class example (equities and cash) to illustrate the “building blocks” in 
performance attribution. 

Performance attribution is a set of techniques to explain why performance differed from the benchmark, known as 
the active return. The active return is the performance from the fact that the portfolio is actively managed. 

Different kinds of attribution provide different ways of explaining active return. 

This method compares the total return of the actual holdings with the benchmark and decomposes the difference 
into a selection effect and an allocation effect. 

Simple example 

Consider a portfolio whose benchmark consists of 30% cash and 70% equities. The table provides weights and 
returns for this example. 

Sector 
Portfolio 
Weight 

Benchmark  
Weight 

Portfolio  
Return 

Benchmark 
Return 

Asset 
Allocation 

Stock 
Selection 

Interaction 
Total 

Active 

Equities 90% 70% 5.00% 3.00% 0.60% 1.40% 0.40% 2.40% 

Cash 10% 30% 1.00% 1.00% -0.20% 0.00% 0.00% -0.20% 

Total 100% 100% 4.60% 2.40% 0.40% 1.40% 0.40% 2.20% 

 
The portfolio performance was 4.60%, compared with a benchmark of 2.40%. The portfolio outperformed by 220 
basis points. The task of attribution is to explain decisions the manager took to generate this 220 basis points. 

Under the most common paradigm for attribution, there are two decisions that produce added value: 
1. Asset Allocation: the manager might choose to allocate 90% into equities (10% for cash), on the belief 

equities will produce a higher return. 
2. Stock Selection: the manager may hold securities that will give a higher return than the benchmark. In 

the example, securities selected by the manager produced 5%, when the benchmark was only 3%. 

 Attribution dissects the value added into: 
• Asset allocation is the value added by under-weighting cash [(10% − 30%) × (1% benchmark return for 

cash)], and over-weighting equities [(90% − 70%) × (3% benchmark return for equities)]. The total value 
added by asset allocation was 0.40%. 

• Stock selection is the value added within each sector.  Superior selection added 1.40% [(5% − 3%) × 70%]. 
• Interaction captures the value added not attributable solely to asset allocation and stock selection. It is 

positive when outperformance is overweighted and underperformance is underweighted. In this case, 
there was 0.40% of value added from overweight equities, and equities outperformed its benchmark [(90% 
− 70%) × (5% portfolio return for equities − 3% benchmark return for equities)]. 

 
6 Source: 
https://en.wikipedia.org/wiki/Performance_attribution#:~:text=The%20attribution%20analysis%20dissects%20the,benchmar
k%20return%20for%20equities)%5D. The author acknowledges the risks associated with relying on open-source resources 
such as Wikipedia. This Appendix is presented as an illustrative tool, and its contents have been reviewed, condensed and 
paraphrased by the Author. The Author presents this Appendix as reliable, credible, and consistent with his duty owed to the 
Public Utilities Board as an independent expert. The source material is cited to maintain transparency.  

https://en.wikipedia.org/wiki/Performance_attribution#:~:text=The%20attribution%20analysis%20dissects%20the,benchmark%20return%20for%20equities)%5D
https://en.wikipedia.org/wiki/Performance_attribution#:~:text=The%20attribution%20analysis%20dissects%20the,benchmark%20return%20for%20equities)%5D
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The three attribution terms (asset allocation, stock selection, and interaction) sum to the active return. 

Some other versions of attribution omit the interaction effect.  

Attribution needs to address the combined effect of multiple periods over which weights vary and 
returns compound.7 

More structured processes normally need to be addressed for the analysis to be relevant. 

Such sophisticated processes might include ones that nest sectors within asset classes. 

They might also include analysis of the effects of country and/or currency decisions. 

The most robust attribution models address these aspects of attribution without residuals. 

Modern portfolio theory requires that return analysis be conjoined with risk analysis. 

 

  

 
7 As noted in the main paper, the “periodicity” (e.g., annual vs monthly) and “compounding” effects over time create the need 
for “adjustments” so that the value added from this simple “arithmetic building block” attribution approach matches the total 
(unattributed) value added reported by MPI. 
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Appendix 3. MPI’s Return and Asset Allocation Data (2022 - 2025) 
The data used to illustrate the performance attribution in this paper is summarized below. The top table shows the 
alpha () for Fiscal 2025 (2025) from Part XII - INV Appendix 13. The bigger table enclosed in a dashed box shows 
the performance over the past 4 years from CC (MPI) 1-80 Appendix 1 Exhibit #7.  

Basic Claims Portfolio: F2025 = -0.29% = 8.04% - 8.33% 
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RSR Portfolio: F2025 = +0.89% = 9.42% - 8.54% 
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EFB Portfolio: F2025 = +3.57% = 12.81% - 9.24% 

 

 


