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Since 1990, The Spaulding Group
has had an increasing presence
in the money management
industry. Unlike most consulting
firms that support a variety of
industries, our focus is on the
money management industry.
Our involvement with the industry
isn’t limited to consulting. We’re
actively involved as members of
the CFA Institute (formerly AIMR),
the New York Society of Security
Analysts (NYSSA), and other
industry groups. Our president
and founder regularly speaks at
and/or chairs industry conferences
and is a frequent author and
source of information to various
industry publications.
Our clients appreciate our
industry focus. We understand
their business, their needs, and
the opportunities to make them
more efficient and competitive.
For additional information about
The Spaulding Group and our
services, please visit our web site
or contact Chris Spaulding at
CSpaulding@SpauldingGrp.com

http://www.SpauldingGrp.com
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CUMULATIVE VS. ANNUALIZED
A client recently asked me to contrast cumulative and annualized returns. Many of us
take these terms for granted, and assume their meaning and usefulness is clear, but
perhaps this isn’t always the case.
Cumulative reflects the return across the full period. If I invested $1,000 five years ago
and today my portfolio is worth $2,000, then I’ve had a 100% return, yes?1 So that’s
my cumulative return. However, what does this 100% convey to you? Does it sound like
a good return? My suspicion is that as the length of the time period grows, its value
diminishes. For example, what if I had a 100% cumulative return for a ten or twenty year
period?
Annualized returns are essentially averages; granted, they’re averages that take into
consideration compounding, but they are still averages. And so, for my 100% cumulative
return the five year annualized return is 14.87 percent, for a 10 year period it’s 7.18% and
it’s 3.53% for 20 years.
An analogy might help as well. Let’s use basketball for an example. Harvey Jones scored
3,000 points in his NBA career.2 Is that a lot? Well, if he played for only a year and played
70 games, that would mean an average of 43 points a game, which would be quite an
amazing feat; however if he played for ten years, 70 games a year, his average per game
would drop to about four points a game, which would not be very good.
And so, while cumulative values (returns, points per game, etc.) have meaning, wouldn’t
you agree that averages have more meaning and value?

MADOFF & THE BEARDSTOWN LADIES
Someone recently contrasted Bernie Madoff’s acts with the Beardstown Ladies.3 Both
reported extraordinary returns. However, in the latter’s case this wasn’t done intentionally;
rather, it was merely a problem with data entry. To my knowledge no one ever accused
these ladies of fraud or intentional wrongdoing. Bernie, however, is another matter.

AFTER AFTER-TAX IS NO MORE
As you may know the proposed changes to GIPS include the removal of the after-tax
components. I believe this is being done chiefly because they are country-specific.4
And because GIPS is a global standard there is a preference for no country-specific
components. And, because a global set of after-tax standards might not be possible, the
decision was apparently made to remove them.

1 Assuming no external cash flows.
2 Names are fictitious; NBA = National Basketball Association.
3 The Beardstown Ladies were an investment club whose amazingly high reported returns brought them much fame.
However, it was later learned that due to data entry errors their performance was hardly anything to be excited about. See,
for example, http://en.wikipedia.org/wiki/Beardstown_Ladies for more details.
4 There are two, one set for Italy and one for the U.S.
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To me after-tax is something like the line from the 1989 movie Field of Dreams, “build
it and they will come.” Except, they didn’t. After the rules were put forward very few
adopted them. And why not? Probably a variety of reasons, such as:
•

minimal software was available that supported them: because the after-tax
rules are both an accounting and a performance issue, one must combine
features and data from both, which can be a challenge.

•

not a lot of interest from clients: the rules, of course, only apply to accounts
that actually pay taxes, and since so many firms have only non-taxable
accounts they wouldn’t have a need for such reporting. And of those who do
have taxable clients, many weren’t being asked for after-tax results.

•

limited number of tax aware managers: while many tax aware managers wish
to report after-tax returns, most managers don’t take taxes into consideration,
or at least don’t necessarily hold themselves out as being “tax aware.” And
while one might argue that the reporting still has value, regardless of what the
manager’s intent might be, there has to be pressure for them to take it on.

•

difficulty in understanding the rules: the after-tax rules are complex and many
wouldn’t spend the time and energy to fully understand how they work. While
Lee Price, Doug Rogers, and John Simpson are acknowledged experts on
after-tax, there aren’t many who come close to their level of expertise. Even
some verifiers avoid dealing with after-tax because of its complexity.

•

disagreement with the rules: as with many of the GIPS rules, there were many
who didn’t agree with what was being required and so avoided adopting them.

UPCOMING ARTICLES
Determining the Optimal
Mutual Fund Style
Classification Methodology
– David M. Blanchett, CFA and
Craig Israelson, Ph.D.

101 Ways to Measure
Performance
– Philippe Cogneau, and
Georges Hübner

Risk Attribution
– Philippe Grégoire, Ph.D.

Refining the Sharpe Ratio
– Craig L. Israelsen, Ph.D.,
Brigham Young University

On Turning Three: Reflections
on the CIPM® Program
– Philip Lawton, CFA, CIPM,
CFA Institute

In spite of this, given the amount of work that went into these rules and given that there
are firms who have adopted them, what’s the harm in keeping them? Can there not be
exceptions to the “no country specific rules” when it makes sense? But let’s assume that
the rules are dropped, what is a firm to do who wishes to continue to report after-tax
results? So far there has been no suggestion regarding what the future will hold, but I can
think of at least two options:
1.

Firms will continue to be permitted to show after-tax returns but must be prepared
to explain how they’re arrived at. Such an explanation would likely be found in their
policy on calculations and reporting. Firms would not be forced to abide by any
specific rules but would be permitted to use the currently permitted rules, the prior
AIMR-PPS® rules, or an approach they feel is appropriate.

2.

Firms may show after-tax results as supplemental information. Again, there wouldn’t
be any rules regarding how this is to be done, but whatever method is employed
would have to be documented.

Performance Analytics Systems
– In House or Vendor Package
– Kyle Ringrose, CFA,
Wilson HTM Investment Group

A Global Investment Attribution
Analysis Based on a Symmetrical
Arithmetic Attribution Model
– Yuri Shestopaloff, Ph.D.,
SegmentSoft Inc.

A Comparison of Plan Sponsor
Attribution Methodologies:
Multi-Level Brinson Attribution
vs. Macro Attribution
– John D. Simpson, CIPM,
The Spaulding Group, Inc.

We will have to wait for guidance on this, though I suspect that either of these ideas may
be permitted. We know that there is a market for after-tax reporting, at least in the United
States and Italy, and so it would be a shame to see a complete prohibition.
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PARDON OUR BREVITY

ATTENTION:
To help aid those looking for
employment PerformanceJobs.com
is waiving its listing fee from
now until July 31, 2009. If your
firm has any jobs it would like to
post on PerformanceJobs.com
please contact us today!

This issue is a bit shorter than normal because we decided to pull our lead topic (which ran
to over two pages) after internal discussion as well as input from two of our colleagues
who reviewed it for us. We felt that it needed some reworking and didn't have the time to
devote to it right now. So, we're a bit briefer than normal but promise to have more to say
next month.

KEEP THOSE CARDS & LETTERS COMING
PERFORMANCEJOBS.COM
WEBSITE
We’re pleased to announce that
our new website is now available
for PerformanceJobs.com. Take a
visit and you’ll also see that we
already have jobs posted. We’re
very excited with the initial interest
this new venture has caused and
look forward to it becoming the
major resource for individuals
seeking employment as well as
firms looking to hire. If you know
of someone who is looking for a
career in investment performance,
please direct them to our site and
encourage them to submit their
resume today.

PERFORMANCE
JOBS.COM

We appreciate the occasional e-mail we get regarding our newsletter. Occasionally, we
hear positive feedback while at other times, we hear opposition to what we suggest. That’s
fine. We can take it. And more important, we encourage the dialogue. We see this
newsletter as one way to communicate ideas and want to hear your thoughts.

Verified, but are you really compliant?
Red flags that you may have an unqualified verifier
• Every year they bring in new staff to do your verification, who are often junior-level,
and, you get to train them!
• You have to answer the same questions year after year.
• You’re aware of problems that the verifier doesn’t find.
• Your verifier avoids answering your questions or providing guidance.
• While it’s nice to get their verification report saying everything is fine, you are
concerned that you may not actually be compliant.

If you’re going to make the investment to have your claim of compliance with the Global
Investment Performance Standards (GIPS®) verified, doesn’t it make sense to select a
verifier who will do a quality job and provide you with added assurance that you truly are
compliant?
The Spaulding Group is the industry leader in investment performance measurement products and
services. We take your firm’s claim of compliance very seriously, and we do not offer “rubber stamp”
verifications. Our verifiers were chosen to conduct training for the CFA Institute on the GIPS standards and are heavily involved with the standards. We are available for our clients year-round to
answer questions and provide support. And if you want to become compliant, we can help you move
toward compliance with confidence.
With The Spaulding Group you get
• Senior level professionals conducting your verification.
• Verifications that are conducted on-site.
• Verifications that are done by people, not computers.
• Increased confidence that your firm is truly compliant, not “rubber stamped”.
• A firm that’s been doing verifications since 1992.
• A firm with a global reputation for excellence.
Whether you are considering a change in verifiers, looking to be verified for the first time, or wanting to become compliant, The Spaulding Group can help. You can be confident that we will provide
superior service at a competitive price. For a no obligation quote, please contact Christopher
Spaulding at 732-873-5700 or email him at CSpaulding@SpauldingGrp.com
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THE SPAULDING GROUP'S 2009 INVESTMENT PERFORMANCE MEASUREMENT CALENDAR OF EVENTS
DATE

EVENT

LOCATION

May 12-13, 2009

Introduction to Performance Measurement Training

Chicago, IL (USA)

May 14-15, 2009

Performance Measurement Attribution Training

Chicago, IL (USA)

May 20-21, 2009

PMAR VII Conference

Philadelphia, PA (USA)

June 11-12, 2009

Performance Measurement Forum

Stockholm, Sweden

August 24-25, 2009

CIPM – Principles Level Preparatory Training

New Brunswick, NJ (USA)

August 26-28, 2009

CIPM – Expert Level Preparatory Training

New Brunswick, NJ (USA)

September 15-16, 2009

Introduction to Performance Measurement Training

Boston, MA (USA)

September 17-18, 2009

Performance Measurement Attribution Training

Boston, MA (USA)

October 20-21, 2009

Introduction to Performance Measurement Training

San Francisco, CA (USA)

October 22-23, 2009

Performance Measurement Attribution Training

San Francisco, CA (USA)

November 12-13, 2009

Performance Measurement Forum

Rome, Italy

November 18, 2009

Trends in Attribution Symposium (TIA III)

Philadelphia, PA (USA)

December 3-4, 2009

Performance Measurement forum

Orlando, FL (USA)

December 8-9, 2009

Introduction to Performance Measurement Training

New Brunswick, NJ (USA)

December 9-10, 2009

Performance Measurement Attribution Training

New Brunswick, NJ (USA)

For additional information on any of our 2009 events, please contact
Christopher Spaulding at 732-873-5700

Save The Date!
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TRAINING…
Gain the Critical
Knowledge Needed
for Performance
Measurement

INTRODUCTION TO PERFORMANCE MEASUREMENT
A unique introduction to Performance Measurement specially designed for
those individuals who require a solid grounding in all aspects of performance
measurement. The Spaulding Group, Inc. invites you to attend Introduction
to Performance Measurement on these dates:
May 12-13, 2009 – Chicago, IL

October 20-21, 2009 – San Francisco, CA

September 15-16, 2009 – Boston, MA

December 7-8, 2009 – New Brunswick, NJ

15 CPE & 12 PD Credits upon course completion
The Spaulding Group is registered with CFA Institute as an Approved Provider of professional
development programs. This program is eligible for 12 PD credit hours as granted by CFA Institute.

and Performance

PERFORMANCE MEASUREMENT ATTRIBUTION

Attribution

Two full days devoted to this increasingly important topic. The Spaulding Group,
Inc. invites you to attend Performance Measurement Attribution on these dates:

TO REGISTER:

May 14-15, 2009 – Chicago, IL

October 22-23, 2009 – San Francisco, CA

September 17-18, 2009 – Boston, MA

December 9-10, 2009 – New Brunswick, NJ

Phone: 1-732-873-5700

15 CPE & 12 PD Credits upon course completion

Fax: 1-732-873-3997

The Spaulding Group is registered with CFA Institute as an Approved Provider of professional
development programs. This program is eligible for 12 PD credit hours as granted by CFA Institute.

E-mail: info@SpauldingGrp.com
IN-HOUSE TRAINING
The Spaulding Group has offered in-house training to our clients since 1995. Beginning in
1998, we formalized our training, first with our Introduction to Performance Measurement
class and later with our Performance Measurement Attribution class. We now also offer
training for the CIPM program. To date, over 2,000 individuals have participated in our
training programs, with numbers increasing monthly.
The Spaulding Group, Inc. is
registered with the National
Association of State Boards
of Accountancy (NASBA)
as a sponsor of continuing
professional education on
the National Registry of CPE
Sponsors. State boards of
accountancy have final
authority on the acceptance
of individual courses for CPE
credit. Complaints regarding
registered sponsors may be
addressed to the National
Registry of CPE Sponsors,
150 Fourth Avenue North, Suite
700, Nashville, TN 37219-2417.
www.nasba.org

We were quite pleased when so many firms asked us to continue to provide in-house training.
This saves our clients the cost transporting their staff to our training location and limits their
time away from the office. And, because we discount the tuition for in-house training, it saves
them even more! We can teach the same class we conduct to the general market, or we can
develop a class that's suited specifically to meet your needs.
The two-day introductory class is based on David Spaulding’s book, Measuring Investment
Performance (McGraw-Hill, 1997). The attribution class draws from David’s second
book Investment Performance Attribution (McGraw-Hill, 2003). The two-day Advanced
Performance Measurement Class combines elements from both classes and expands on them.

