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New Guidance Satements(continued)

Inthe November issue, we mentioned that there arefive new guidance statements
availablefor public comment (see (http://www.cfainstitute.org/standards/pps/
gips_status.html). And, we touched on two of these: verification and leverage &
derivatives. Now, we' Il touch briefly ontheremaining three.

Draft Guidance Satement —SMA/Wrap Fees

First, abrief explanation: SMA = Separately Managed Account. Thisistheterm
that thewrap feeindustry apparently prefersover theterm, wrapfee. Therewill no
doubt be some confusion, however, asnot all separately managed accountsare
wrap fees. Never theless, this guidance addresses those accountswhere thefees
arebundled, and where these fees can include any combination of management,
transaction, custody, and other adminigrativefees. Also, inthisprogram, themanager
typically doesnot have adirect relationship with the client —rather, the program
sponsor handlesthis. One such type of feeiscalled an“ All-In-One” fee, which
some European countrieshave. Thisguidance doesn’t apply to those but rather to
wrap fee programs.

Roughly two years ago, the AIMR-PPS® Implementation Committee offered
guidanceonwrap fees. It wasmet with arather painful responsefromtheindustry
(over 60 responseswerereceived). TheMMI (Money Management Ingtitute), which
isamembership group of wrap fee ponsorsand managers, led the criticism of what
was offered. The general sentiment seemed to be that what was proposed was
neither achievablenor redidtic.

Thesad truthisthat many programsdo not providetheir managerswiththe details
of the underlying accounts, thus making the ability for these managersto havethe
requisitedetailsfor compliancewith theAIMR-PPS and/or GIPS® difficult, if not
impossible. One attraction of these programsto managersisthe volume of assets
that they can bring to the manager, without the extensive administrative overhead.
Thefeesthey receive may belower than what they would typically charge, but this
isoffset by thereduced costs. If the sponsor doesn'’t providethedetail s, the manger
might “ shadow” theaccounts. However, thisnow introducesasignificant cost, making
thejudtification for their participation inthe program questionable.

Upon reading the outpouring of critical comments, the committeedecided torevisit
thistopic. We spent closeto two yearsreworking the document.

Now, you might ask, “so why didn’t the AIMR-PPS I mplementation Committee




onceagain sendit out for comment?’ Good question. Thereare at least threereasonsfor this. First, we' removing towards
convergencewith the GIPS standards. Therefore, we want to reduce the differences between theAIMR-PPS, whichisa
country version of GIPSand GIPSitsalf. Second, if we had submitted it on our own, wewould still requirethe approval of
the Investment Performance Council (IPC), so thereisreasonto start off with their defacto backing, through therel ease of
thisdocument. And finally, North Americaisno longer the only place where such programsare offered. We understand that
Japan and the UK arenow offering wrap fee programs, sothisisapotentia globa issue. Thus, making it part of GIPS makes
alot of sense.

Thisguidancerelaxes someof the previousrequirements. Oneoptionisto view the sponsor astheclient. Thiswould alow
thefirmto have asingleaccount, which would represent the entirety of accountswithinthe stylefor that sponsor. Thefirm
could rely upon the sponsor’ sstated return for the manager. Thefirm needstoinsurethat what’s provided meet therules of
the presentation standards however. Also, you might want to insure that your compliance officer iscomfortablethat thiswill
meet the requirements of the SEC.

Onepotentially controversial aspect of thisguidanceisthealowancefor firmsto have non-compliant information pre-
January 2006. The AIMR-PPS originally required compliance as-of 1 July 1995, thisisapretty significant shift. The
committee basically realized that having the detail shasbeen virtually impossiblefor many firmswho want to includetheir
wrap feeaccountswithin their firmdefinition. It also statesthat effective January 2006, firmshaveto havethedetails.

Theredlity isthat many firmsmay opt in the end to exclude thewrap fee accountsfrom their firm definition, sincethey’re
permitted to present theingtitutiona returns (which areoftenwhat isused to initially promotetheir performanceto potentia
wrap fee program sponsors) as supplementa information, they aren’t losing that much by taking thisaction.

If thisguidance appliesto you, make sureyou review it. We' re hopeful that thiswill be much morewarmly received by the
industry. You only have afew more daysto comment on this, however, asthe public comment period ends 31 December
2004.

Draft Guidance Statement —Record K egping
Whilethe U.S. Securities & Exchange Commission hasbeen generally pretty good about laying out what amanager is
required to keep to support their stated returns, thisisn't true everywhere. So, the |PC’s I nterpretations Subcommittee

developed thisguidanceto assist firmsin deciding what records are needed.

Although we' re often tempted to believe what iswritten down, we have all cometo realizethat it’snot alwaysaccurate. A
manager should be ableto substantiate what they report. But what do they need?

Onemight think that their computer records are satisfactory. But, theserecordsare, in essence, self-devel oped. Wewould
want to seerecordsfrom independent, third parties. For example, brokerage and/or custodial statements. These can behard
copy or eectronic. Other recordsmay also berequired, such as portfolio lists, transaction report, outstanding trade reports,
corporate action reports, income reports, accrued incomereports, tax reclaim reports, and feeinformation.

Thisguidance should bevery helpful for GIPS compliant firmsto develop Policies& Proceduresfor record keeping, aswell
astoinsurethey have everything they require.

Thisdocument, too, isopen to public comment for only afew moredays. 31 December 2004.

Draft Guidance Statement —Error Correction
Thisdocument, likethe Record K eeping guidance, ishelpful for firmsto develop policiesand procedures. Theearlier

1 SeeAIMR Performance Presentation Standard Handbook, Second Edition (1997), page 4.



work done by the Performance M easurement Forum? and
publishedin The Journal of Performance Measurement®2
wastheinitid basisfor thisdocument. Thearticleaddressed
both portfolio- and composite-level return information,
whiletheguidanceislimited to composites.

Thekey god isfor firmsto develop policiesand procedures
for defining whenthey will

a. goback and adjust returns
b. notify recipientsof reportswith corrected returns

when they discover problemswith previoudly calculated
and/or reportedfigures.

And, akey aspect of thisistheissue of materiality. How
material must achange beto go through this exercise?
We recognized that materiality can vary, from asset class
to asset class. Therefore, somethought isrequired.

Pleasetakethetimeto review thisdocument and see how
it can help you devel op your P& Ponit. You haveuntil 28
February 2005 to comment.

PerformanceAttribution Survey

We have recently completed our second survey on
performance attribution. Theresults have been compiled
and thereport will shortly be at the printers. Next month,
wewill hold two luncheonsto present theresults (London
- 18 January; NYC - 21 January). We thank our
cosponsors (Russell/Mellon Analytical Services,
StatPro, Eagle Investment Systems, ORTEC,
Financial Models, WilshireAnalytics, and Fir st Rate
I nvestment Systems) for their support.

Inour nextissue, we'll touch on some of thekey findings.
If you’ dlikeacopy of thereport, please contact SueKndller
(SKnéller@Spaul dingGrp.com) for information.

2 The Performance Measurement Forum is a membership
group, organized by The Spaulding Group, which meets twice a
year in North Americaand twiceayear in Europe. For information,
contact Patrick Fowler. (PFowler@Spaul dingGrp.com).

3 See “Adjustments to Prior Period Returns,” by David
Spaulding and Stefan IlImer, Summer 2003, pages 11-18.
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Internet Spam

| don’t know about you, but my volume of spam hasgrownto
apoint of being completely unbearable. | wasgetting 150-200
such messages on a daily basis. These messages, many
suggesting that aparticular physical aspect of my body needed
adjustmentsand othersimplying that sncel’ m now over 50, |
need adrug to aidd mewith aparticular activity, werejust too
much for metohandle.

| tried multipletimesto get my | SP (Internet Service Provider)
to enhancetheir screening facility, but to noend.

Brian Rom of Investment Technologies turned me onto
ChoiceMall by Digiportd (http:/mww.digiportd.conv). It keys
off of awhitelist, whichisalist of email addressesyou’ve
indicated you' rewilling to accept messagesfrom. Thislist can
be simply your e-mail directory, which can befairly easily
transferred to the software.

S0, you ask, what if someonee-mailsyouthat isnot onthelist?
Wl themessagei s stopped and the sender isasked to respond
toabrief inquiry, whichisthentransmitted to youfor gpproval,
theideabeing that spam generatorswon’t be ableto respond
to sucharequest, and will thereforefail.

| installed atest versionjust aweek ago. Roughly ahalf dozen
e-mallshave comeinthat needed meto blessbefore actually
hitting my inbox. But, the spamisgone! Completely!

If you' re experiencing any degree of spam that you feel is
uncomfortable, perhapsyou’ |l want to consider thissoftware.

On behalf of my associates, we wish you a Merry
Christmas, Happy Holidays, and awonder ful New Year!



UPCOMING TRAINING DATES 13
INTRODUCTION TO PERFORMANCE MEASUREMENT

LOCATION DATES
Chicago, IL January 11 -12, 2005
NewYork City, NY January 24 - 25, 2005
Sydney, AU February 24 - 25, 2005
Boston, MA March 8 - 9, 2005
San Francisco, CA April 19 - 20, 2005

Receive 15 CPE Credits for attending this Two-day class!

PERFORMANCE MEASUREMENT ATTRIBUTION

LOCATION DATES
Chicago, IL January 13- 14, 2005
New York City, NY January 26 - 27, 2005
Boston, MA March 10-11, 2005
San Francisco, CA April 21 - 22, 2005

Receive 11 CPE Credits for attending this One and a Half day class!

These programs may qualify for CFA Institute Professional Development Program credit. If you are an

CFAI member, please refer to the CFAI Web site to determine whether this program meets the criteria

for CFAI PDP credit, to calculate credit hours, and to verify documentation requirements.
(www.cfainstitute.org/pdprogram)
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