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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

FEBRUARY 2010
GIPS 2010 UPDATE
The final version of the revised Global Investment
Performance Standards (GIPS®) has been released; go to
http://www.gipsstandards.org/standards/current/2010_
edition_gips.html to obtain a copy.
Space won’t permit a very detailed review here, but I’ll
touch on some of the key changes. In addition, we will host
a webinar on Thursday, March 18 at 11:00 EST. We charge a nominal fee to participate;
verification clients and Performance Measurement Forum members can join in at no cost.
Early adoption encouraged?
It is funny how something appearing so simple as early adoption would engender confusion.
Harken back five years ago and recall that early adoption was encouraged…no strings
attached. But it's not so simple this time.
First, is it even encouraged? If you open your 2005 version you’ll find in black-and-white
that it was; but nowhere in the new version will you find such a statement. But, I have it
on “good authority” that it is, in fact, encouraged.
During the GIPS Executive Committee’s final review meeting in January I asked about
this topic, and Jonathan Boersma indicated that a firm couldn’t remove any item from the
2005 edition without being fully compliant; otherwise, they wouldn't be compliant with
either version. Firms can adopt new requirements in advance, though, as they wish.
An example of something that you can't drop would be the after-tax rules that are going
away in January 2011; if you're currently using these rules, you need to continue to do so
until you either fully adopt the 2010 edition or by January 2011.
I would think that wording changes must also be delayed until you're fully compliant; for
example, the compliance statement itself is changing but you can't make the change until
you're fully compliant; at least that's my interpretation.
Heightened awareness of verification
Previously firms were encouraged to indicate they had been verified; now it’s going to be
mandatory. You will either indicate that your firm has been verified (and therefore for
what period(s)) or whether you haven't been.
And because verification itself is often confusing, firms that have undergone verification
will be required to explain what it is; you must include the following statement:

http://www.SpauldingGrp.com

“Verification assesses whether (1) the firm has complied with all the composite construction
requirements of the GIPS standards on a firm-wide basis and (2) the firm’s policies and
procedures are designed to calculate and present performance in compliance with the
GIPS standards. Verification does not ensure the accuracy of any specific composite
presentation.”
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– Mark R. David
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– Jordan Alexiev and
David Turkington

Equity Style Analysis:
Beyond Performance
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Examinations are getting additional attention, too. I have commented at length about the
topic of examinations in my blog,1 and so won't repeat myself here other than to say that
I disagree with this heightened visibility.
Calculation changes
There are several changes being made on the calculation front.
Firms must disclose if model or actual fees are used for net-of-fee returns. In addition,
firms must disclose if the net-of-fee returns are net of any performance-based fees. The
standards don't provide a definition of what “model” means. This is unfortunate as it can
lead to confusion and perhaps abuse. It's my understanding that firms have two choices
when it comes to calculating net-of-fee returns: actual or highest fee (and highest is
intended to be highest actual, though many firms simply use highest from the fee
schedule). If the EC means something else by “model,” they should alert us.
Real estate closed-end fund composites must now in addition to showing time-weighted
returns, also show since-inception internal rates of return, using quarterly cash flows at a
minimum. Until now, private equity has been the only asset class for which SI-IRR was
mandated. In addition, these composites must include the host of statistics (e.g., since
inception paid-in-capital, cumulative committed capital) which has been part of the
private equity requirements since 2006.
Private equity's SI-IRR must now be calculated using daily treatment of cash flows,
where in the past, monthly was permitted.
You may wonder why private equity has to treat cash flows on a daily basis while real
estate can do this quarterly. It's my understanding that the real estate market simply isn't
ready for daily, so perhaps we can expect this to change with GIPS 2015?
Compliant firms must report three-year annualized ex-post standard deviation of the
composite and benchmark for all annual periods going forward. If the firm doesn't feel
standard deviation is appropriate for their composite, they must still report it and (a)
explain why and (b) provide a three-year ex-post statistic for the risk measure they feel
is appropriate.
Fair value
A somewhat major (though probably not for many firms) change is the switch from
“market” to “fair” valuation. The disclosure draft had a proposed hierarchy to be used,
which has become a recommendation:
a. Investments must be valued using objective, observable, unadjusted quoted
market prices for identical investments in active markets on the measurement
date, if available. If not available, then investments should be valued using:
b. Objective, observable quoted prices for similar investments in active markets.
If not available or appropriate, then investments should be valued using:
c. Quoted prices for identical or similar investments in markets that are not active
(markets in which there are few transactions for the investment, the prices are not
current, or price quotations vary substantially over time and/or between market
makers). If not available or appropriate, then investments should be valued based on:

1 www.InvestmentPerformanceGuy.blogspot.com
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d. Market-based inputs, other than quoted prices, that are observable for the
investments. If not available or appropriate, then base on:

PERFORMANCEJOBS.COM
Visit PerformanceJobs.com and
you’ll see that we have several
jobs posted. We’re very excited
with the initial interest this 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.
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e. Subjective unobservable inputs for the investment where markets are not active
at the measurement date. Unobservable inputs should only be used to measure fair
value to the extent that observable inputs and prices are not available or appropriate.
Unobservable inputs reflect the firm’s own assumptions about the assumptions that
market participants would use in pricing the investments and should be developed
based on the best information available under the circumstances.
Although this hierarchy isn’t mandated, the firm must disclose if a composite’s valuation
hierarchy materially differs from it. In addition, the firm must “disclose the use of
subjective unobservable inputs” to value portfolio investments if the “investments valued
using subjective unobservable inputs are material to the composite.”
Disclosures
There are a few new disclosures as well as changes to existing disclosures.
Today, if applicable, firms report the treatment of withholding taxes; this is now only
necessary if it’s “material.” Firms must disclose and describe any known material differences
in exchange rates or valuation sources used among the composite’s portfolios, and between
the composite and the benchmark. In addition to disclosing the presence, use, and extent of
leverage and derivatives, firms must do the same now with short positions (if material). All of
these items use the term “material,” which the firm will be expected to define (something for
your policies & procedures!).
Firms must disclose the benchmark's description.
Slight wording changes: today firms disclose that a list and description of composites is
available upon request; this has been changed to be that a list of composite descriptions is
available upon request. Also, today you disclose that information regarding your calculation
and reporting is available; this has been expanded: you will now be required to indicate
that policies for valuing portfolios, calculating performance, and preparing compliant
presentations are available.
For custom benchmarks, firms will be required to disclose their components, weights, and
rebalancing process.
Please take the time to review the document yourself; we suggest that you go through the
“red-lined” version to better see what has changed. Also, please join us next month for the
webinar. John Simpson and I will also conduct seminars on the changes in the coming months.
I, for example, will be speaking at First Rate’s Performance Conference next month. If possible, we’ll alert you of other events.

IF IT LOOKS LIKE A DUCK, WALKS LIKE A DUCK,
AND QUACKS LIKE A DUCK…
I just got off the phone with a client who is investing in a new vehicle that sure acts and
looks like a private equity closed end product, save for it not being private equity. And so,
what rules do they follow? Unfortunately, they have to show time-weighted returns. Yes,
they can always show since-inception IRR (SI-IRR) as supplemental information, but why
don't the same rules apply here as they do for private equity? To me, this makes no sense.
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Upcoming classes:
CIPM™ Principles Exam
Preparation Class
• March 15-16, 2010
New Brunswick, NJ
• September 13-14, 2010
Los Angeles, CA

CIPM™ Expert Exam
Preparation Class
• March 17-19, 2010
New Brunswick, NJ
• September 15-17, 2010
Los Angeles, CA
The CIPM certification is a major
professional milestone and, as such,
demands a high level of commitment
from you when you prepare to take the
exam. Our live, interactive sessions
deliver the practical knowledge
necessary for you to successfully master
this subject matter. Our classes cover
the following topics which are included
in the CIPM exam:
• Code of Ethics and Standards of
Professional Conduct
• Essentials of the GIPS Standards
• Fundamentals of Calculating and
Analyzing Returns
• Attribution
• Risk
• Rates of Return
The two-day CIPM Principles and threeday CIPM Expert preparation classes
provide you with a solid foundation for
your formal study for the CIPM exam.
It will also help you identify any areas
in your performance background that
might need reinforcement. The earlier
you commit yourself, the greater your
probability of success.

Sign up today!
E-mail: info@SpauldingGrp.com
Phone: 732-873-5700
Fax: 732-873-3997

Some of the details:
• closed-end partnership
• clients commit a certain amount of capital
• manager controls cash flows
• limited life
• invests in publicly traded securities.
I, as well as others, tried to get this newest version of GIPS to be broadened in its
sensitivity to such scenarios and mandate SI-IRR, but alas the GIPS EC chose not to do
this. And while I'm pleased that they've expanded the SI-IRR requirement to cover closed
end real estate deals, why did they elect to still require them to show time-weighted
returns?
The lack of consistency is, to me, problematic and confusing. And often yields incorrect
returns and extra work. I understand why (as noted above) real estate funds get to treat cash
flows quarterly while private equity will be required to treat them on a daily basis, but why
the other difference (i.e., the requirement for TWRR for real estate)? And why not simply
have a generic product defined for which SI-IRR is the required method? Hopefully the
next version of GIPS will address this in a more complete and consistent manner.
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THE SPAULDING GROUP'S 2010 INVESTMENT PERFORMANCE MEASUREMENT CALENDAR OF EVENTS
DATE

EVENT

LOCATION

March 15-16, 2010

CIPM™ Principles Exam Preparation Class

New Brunswick, NJ (USA)

March 17-19, 2010

CIPM™ Expert Exam Preparation Class

New Brunswick, NJ (USA)

March 22-23, 2010

Fundamentals of Performance Measurement Training

Boston, MA (USA)

March 24-25, 2010

Performance Measurement Attribution Training

Boston, MA (USA)

April 20-21, 2010

Fundamentals of Performance Measurement Training

Chicago, IL (USA)

April 22-23, 2010

Performance Measurement Attribution Training

Chicago, IL (USA)

May 17-18, 2010

Fundamentals of Performance Measurement Training

New York, NY (USA)

September 13-14, 2010

CIPM™ Principles Exam Preparation Class

Los Angeles, CA (USA)

September 15-17, 2010

CIPM™ Expert Exam Preparation Class

Los Angeles, CA (USA)

September 27-28, 2010

Fundamentals of Performance Measurement Training

Boston, MA (USA)

September 29-30, 2010

Performance Measurement Attribution Training

Boston, MA (USA)

October 19-20, 2010

Fundamentals of Performance Measurement Training

San Francisco, CA (USA)

October 21-22, 2010

Performance Measurement Attribution Training

San Francisco, CA (USA)

November 16-17, 2010

Fundamentals of Performance Measurement Training

Chicago, IL (USA)

November 18-19, 2010

Performance Measurement Attribution Training

Chicago, IL (USA)

December 7-8, 2010

Fundamentals of Performance Measurement Training

New Brunswick, NJ (USA)

December 9-10, 2010

Performance Measurement Attribution Training

New Brunswick, NJ (USA)

For additional information on any of our 2010 events, please contact Christopher Spaulding at 732-873-5700

Save
the
Dates!
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TRAINING…
Gain the Critical
Knowledge Needed
for Performance
Measurement
and Performance
Attribution
TO REGISTER:
Phone: 1-732-873-5700

FUNDAMENTALS OF 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:
March 22-23, 2010 – Boston, MA
April 20-21, 2010 – Chicago, IL
May 17-18, 2010 – New York, NY
September 27-28, 2010 – Boston, MA

October 19-20, 2010 – San Francisco, CA
November 16-17, 2010 – Chicago, IL
December 7-8, 2010 – 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.

PERFORMANCE MEASUREMENT ATTRIBUTION
Two full days devoted to this increasingly important topic. The Spaulding Group,
Inc. invites you to attend Performance Measurement Attribution on these dates:
March 24-25, 2010 – Boston, MA
April 22-23, 2010 – Chicago, IL
September 29-30, 2010 – Boston, MA

October 21-22, 2010 – San Francisco, CA
November 18-19, 2010 – Chicago, IL
December 9-10, 2010 – New Brunswick, NJ

Fax: 1-732-873-3997

15 CPE & 12 PD Credits upon course completion

E-mail: info@SpauldingGrp.com

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.

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.
UPDATED CIPM Principles and Expert Flash cards are now available on our web store.
Please visit www.SpgShop.com today to order your set.
Our performance experts have created a study aid which can't be beat: flash cards! These handy
cards will help you and your associates prepare for the upcoming CIPM Principles Exam.
Unlike a computer-based study aid, you can take them anywhere to help you test your knowledge.
Benefits of Flash Cards:
• Work at your own pace
• Immediate feedback
• Strengthen and reinforce core CIPM principles
These cards are a must have for anyone preparing to take the CIPM
Exams.

