
“OPINION IS NOT KNOWLEDGE”

The above quote comes from the Introduction to Michel 
de Montaigne’s The Complete Essays, translated by M.A. 
Screech. Montaigne was a 16th century philosopher, who I was 
introduced to in a recent audio course I took. Another quote 
from the Introduction is “Pride is the sin of sins: intellectually 
it leads to Man’s arrogantly taking mere opinion for knowledge 
[sic].” These are the views of sceptics, who deny the ability of 
us to know virtually anything. 

A counter to this is Epicureanism, which “holds that the senses give Man access  
to infallible certainty.” The book’s introduction also includes a snippet from a poem  
by Lucretius, which I’ll paraphrase:

We are persuaded that no opposing reasons, however sharp or compelling, 
however probable or verisimilitudinous, however firm or strong could ever 
dislodge me from my judgement.

Ours is an industry where we occasionally come upon someone who makes statements  
of fact, when they’re really statements of opinion. For many, distinguishing the 
difference can be difficult, especially when these opinions are expressed in very strong 
ways, with hubris intending to leave little doubt in what’s spoken or written. But is it 
hubris or the reflection of infallible certainty?

Readers and conference attendees should be on guard for such things, as they may be 
mislead. As you no doubt know, there are many ways to do the many things which 
we’re called upon to accomplish, in measuring returns, attribution, and risk. Each has 
advantages and disadvantages, differences which are worth understanding, benefits  
worth appreciating.

Personally, I try to distinguish between mere opinion and those beliefs which I have 
exceptional confidence in being correct (but arguably these are still opinions, too).

AUTOMATING OUR VERIFICATION PRACTICE

On a few occasions we’ve been approached by software 
vendors who suggest we consider using their tools to  
help automate our GIPS® verification process. While the 
concept seems to have value on the surface, we believe  
it is something that is neither beneficial nor practical. 

GIPS verification is about process: a compliant firm’s process to achieve and maintain 
compliance. We use a fairly rigorous series of tests as part of our own somewhat 
regimented and scripted review.

Since 1990, The Spaulding Group 
has had an increasing presence 
in the money management 
industry. Unlike most consult-
ing 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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Mark Elliott

The Associative Property  
of Attribution Linking
–  Yindeng Jiang, CFA 

Joseph Sáenz, Ph.D.

New Look at Multi-Period 
Attribution: Solving 
Rebalancing Issue
–  Dmitry Cherkasov, CFA, CIPM

Visualization, R, ggplot2, 
and Applied Finance in 
Performance Measurement
– Rodolfo Vanzini 

Contribution Fundamentals
–  David Spaulding, DPS, CIPM

This doesn’t mean we don’t use automation: we do, though it’s generally limited 
to Excel, for ad hoc testing and analysis. Portfolio accounting and performance 
measurement systems are able to provide us with the reports we require, from which 
we’re able to conduct our tests.

Some folks in the industry might be persuaded that an automated approach is more 
sophisticated; we believe it isn’t. It removes the personal attention that we believe is 
needed. 

Fortunately, none of our clients have questioned this, at least not to any great extent. 
If their prior verifier required files to be sent, they may wonder if we do, too. When 
we explain our approach, which is fairly well spelled out in our proposals, they seem 
content. 

My background, as well as John Simpson’s, is software development, something we 
each did for a very long time. And so, one might expect that we would want to be able 
to automate, at least to some extent, the verification process. We both agree that it really 
doesn’t play an important role. We love automation and champion its use, but only 
where it makes sense.

THE SPAULDING GROUP HAS REACHED A MILESTONE:  
25 YEARS SERVING THE INVESTMENT INDUSTRY!

We are very pleased to announce that our firm is now 25 
years old. Reaching the quarter-century mark is quite exciting 
for us. I prepared a brief letter, which we’re including with 
this issue, that addresses this achievement in some detail. 

July 25 is the anniversary of our firm’s incorporation, so 
we’re “25 on the 25th!” A nice coincidence.

There are too many people to thank for our success, and I’d no doubt leave many names 
off, so will simply say “thank you.” We are truly blessed to have the opportunity to work 
in such an exciting part of the investment industry. 

A few of our colleagues were kind enough to share their thoughts with us regarding this 
milestone:

“The Spaulding Group has made enormous contributions to the performance industry 
over the last quarter century. The Spaulding Group brought practitioners together through 
their many outstanding conferences and forums, while helping to advance the field 
and promote best practices through the Journal of Performance Measurement. In short, 
the Spaulding Group has been instrumental in forging the community of performance 
professionals that we enjoy today.”      

Jose Menchero, PhD, CFA



“I’ve had the privilege of associating with The Spaulding Group since 2003.  I look to 
them as a constant in the changing world of investment performance.  Not only are they 
professional and knowledgeable innovators in our industry, they are also fun...adding 
enjoyment to the intense field of performance analysis, attribution and risk.”

               Tricia Bailey, CIPM 
Waddell & Reed, Inc 

“We have been working with the Spaulding Group for over 5 years now and we are 
impressed by the professionalism and enthusiasm they approach all matters related to 
performance. The Spaulding Group provides a combination of extensive experience with 
deep knowledge and research in the field and is a unique source of information and 
advice. We are sure we will be working with the Spaulding Group for a long time in the 
future. Happy 25 Years Anniversary! I wish the next 25 years to be full of even more 
success!”        
               Nikolaos Spyridakis 

Portfolio/Performance Analyst 
Rogge Global Partners 

“The Spaulding Group has helped to raise the visibility of investment performance 
measurement as a profession. Through publishing the Journal of Performance 
Measurement as well as organizing conferences and industry forums, they have been 
instrumental in helping the community to develop and share best practices.” 

                            Frances Barney, CFA 
Head of Global Risk Solutions Consulting – Americas 
BNY Mellon

CASH FLOW TREATMENT

I recently did a three-part blog series on cash flow timing, 
and thought I’d carry that topic here, as not everyone reads 
my blog, and this newsletter allows me the opportunity to 
go a bit deeper than the blog does.

This topic is one I’ve addressed in the past. Mary Cait 
McCarthy, CFA, FRM of Credit Suisse did a presentation at both PMAR Europe and the 
EMEA Performance Measurement Forum meeting in June, specifically addressing the 
impact of “first day issues on performance measurement and attribution.” This was the 
catalyst for this most recent round of comments.
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In Mary Cait’s presentation, she used a scenario where end-of-day pricing is employed, 
so that’s what we’ll begin with, here. I’ll use her examples, as I believe they’re quite 
helpful.

We’ll assume, as she did, a daily return environment, and will use Modified Dietz as our 
formula:

My denominator shows the superfluous weighting of the cash flow, only to (a) point 
out that the factor is present and (b) that it’s weighted by zero, since it’s an end-of-day 
treatment.

We have three cases to contend with (please refer to Table 1).  

Case 1

Since the beginning value is zero, 
we can quickly see that our return 
will be problematic, because we’ll 
be dividing by zero, which isn’t 
permitted (it’s classified as being 
“undefined”). This holds whether 
we’re calculating the return of the 
portfolio or the security, since the 
portfolio only consists of this single 
security. 

What’s our solution? I’ll “cut to the 
quick” and suggest that we should 
default to treating inflows as start-
of-day events. We will use following 
formula:

Again, we use a superfluous multiplier in the denominator (“1”), to signify that the flows 
are being treated as start-of-day events. 

Case 2

Here we have two securities: one that is present the full time and a second that’s added 
during the day; it’s added, presumably, because of a cash flow, which could, in reality be 
cash, which was used to purchase the security, or a free-receive of the security, itself. 

R
V V C
V CEOD
E B

B

=
– –

+ x
Σ
Σ0

Case 1 VB VE C
Security A 0 100,500 100,000
Por	olio 0 100,500 100,000

Case 2 VB VE C
Security A 100,000 100,500 0
Security B 0 49,500 50,000
Por	olio 100,000 150,000 50,000

Case 3 VB VE C
Security A 100,000 48,500 -50,000
Security B 0 54,500 50,000
Security C 50,000 51,500 0
Por	olio 150,000 154,500 0

Table 1
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Let’s briefly contrast the portfolio’s return if we treat the flow as a start- or end-of-day 
event:

This is an example where it really doesn’t matter whether the flow is being treated as 
a start- or end-of-day event, since the appreciation in Security A of 500 is offset by the 
drop in value of Security B by 500, so there is no change in the portfolio’s value.

Security A’s return is fairly easy to calculate; here, we could use the same Modified 
Dietz formula stated above, or this alternative one:

I didn’t make a distinction on cash flow treatment, since there is no flow for Security A. 
Security B is a different matter, however.

As with Case 1, because Security B’s starting value is zero, we can see that end-of-day 
treatment won’t work, and so again employ start-of-day:

Mary Cait, in her presentation, touched on contribution, and how that might work. 
Clearly, in this case it wouldn’t work if we were using end-of-day cash flow treatment, 
as B’s return would be undefined, and therefore couldn’t calculate contribution. 
But because we’re using start-of-day treatment for our inflows, we can. Here’s our 
contribution formula:

Security contribution is simply the sum of the individual security weights times the 
individual security returns. These weights are typically derived by using the beginning 
values. This is a problem when the beginning value is zero. If we use the formula, out 
of the box, so to speak, our results would be a problem, as Security A would have a 
weight of 100% and security B of 0.00 percent. We therefore need a “transaction-based” 
approach to contribution. This simply means we take into consideration any flows that 
occur. 
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Because we’re using the start-of-day approach for cash flows, the weight of our flows 
will be 100% (1.00), and so are simply added to our starting value; thus, we get an 
adjusted starting value. If we wanted to, we could adjust our formula’s notation slightly, 
to indicate this convention:

Note that I “superscripted” the “B” with a “T,” to indicate that it’s a transaction-based 
value; there are countless ways to do this.

We expect the sum of our contribution effects to total our return. We derive them 
separately (please refer to Table 2).

As predicted, the sum of our contribution effects equals our portfolio’s return. This 
wouldn’t have occurred had we treated all flows as end-of-day events.

Case 3

In this case we have three securities and two subportfolio flows; this time there are no 
external flows to contend with. 

Security A experiences an outflow of 50,000. I normally suggest that outflows be treated 
as end-of-day events. If we do that with this security we get the following return:

The problem with this logic is that the flow was needed in order to provide the necessary 
funds to purchase Security B. If we wait until the end of the day for these funds, how can 
we make this purchase? This seems intuitive, enough, but let’s continue with the rest of 
our math.

Security B’s return is based on start-of-date logic, and it yields 3.00 percent. And 
Security C experiences no flows, so it’s return is quite simple derive and is 1.00 percent. 

Table 3 shows these results, plus our adjusted beginning values to capture the effect of 
the flows. 
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Case 2 VB VE C VB
T Weights Returns Contribu
on

Security A 100,000 100,500 0 100,000 66.67% 0.50% 0.33%
Security B 0 49,500 50,000 50,000 33.33% -1.00% -0.33%
Por�olio 100,000 150,000 50,000 150,000 100.00% 0.00%

Table 2

Case 3 VB VE C VB
T Weights Returns Contribu
on

Security A 100,000 48,500 -50,000 100,000 50.00% -1.50% -0.75%
Security B 0 54,500 50,000 50,000 25.00% 9.00% 2.25%
Security C 50,000 51,500 0 50,000 25.00% 3.00% 0.75%
Por�olio 150,000 154,500 0 200,000 100.00% 3.00% 2.25%

Table 3
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We immediately see a problem with our adjusted beginning values, as their sum exceeds 
what we actually started with; this is because of the treatment of A’s cash flow as an 
end-of-day event. In addition, we see that the sum of our contribution effects doesn’t 
match our total return. 

Let’s therefore do two things: we’ll change our return formula for A to start-of-day 
treatment and adjust its beginning value to reflect this shift, too. Table 4 shows our 
results. We see that the sum of our adjusted beginning values now matches the actual 
beginning value. In addition, we see that our returns sum to the portfolio’s.

What can we conclude?

I thank Mary Cait McCarthy for crafting these examples, as they touch on some common 
experiences firms have; they allow us to provide some guidance in the handling of flows 
at both the portfolio and sub-portfolio levels. 

For quite some time I’ve championed the notion of treating in-flows as start-of-day 
events, and outflows as end-of-day. I’ll confess that for sub-portfolio treatment I’ve 
waffled a bit, even suggesting that perhaps the reverse should hold. One of my blog 
readers asked specifically about the case where there are offsetting flows at the sub-
portfolio level: he saw that we would be double-counting if we used my standard 
approach, which I confessed would be the case. 

Should all sub-portfolio flows be treated as start-of-day events? I’m not quite willing to 
make such a commitment, as I’d like to try this out a bit more. But, it’s at least food for 
thought.

Your thoughts, too, are invited on this topic. Thanks!

PUZZLE TIME

May/June Puzzle

Suppose you have 20 quarts of oil in one 
container and 20 quarts of vinegar in another. 
You transfer five quarts from the oil container 
into the vinegar container, and mix these 
contents up as best as you can. You then take 
five quarts of that mixture and transfer them to 
the oil container.

The question: is there more oil in the vinegar 
or more vinegar in the oil?

Case 3 VB VE C VB
T Weights Returns Contribu�on

Security A 100,000 48,500 -50,000 50,000 33.33% -3.00% -1.00%
Security B 0 54,500 50,000 50,000 33.33% 9.00% 3.00%
Security C 50,000 51,500 0 50,000 33.33% 3.00% 1.00%
Por�olio 150,000 154,500 0 150,000 100.00% 3.00% 3.00%

Table 4



KEEP THOSE CARDS 
& LETTERS COMING

We appreciate the emails we 
receive regarding our newsletter. 
Mostly, 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.
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As I mentioned last month, this puzzle comes from The Puzzler’s Dilemma. I’ll quote 
from its explanation of the answer:

“This puzzle is a bit of a fooler. It is tempting to believe that because the liquid 
originally taken from the oil container was pure oil, whereas the amount transferred back 
is a combination, that there is more oil in the vinegar than vinegar in the oil. A little 
algebra would set us straight...

“The key step is to approach the problem via discrete units rather than amorphous 
blobs...suppose you have a pile of 20 white discs and a pile of 20 black discs...You 
take five of the white discs and place them in the black pile, which you give a thorough 
mixing. You then return five of the discs from the mixture ... into the original white pile. 
Do you have more black in the white or white in the black?”

Ponder this point a minute. 

Now, consider if you take just one white disc? If you return the white disc to the white 
pile, both piles will have 100% of their respective color; if you return a black disc, then 
each will have one of the opposite color.

If you take five white and return five black, each will have five of the opposite color and 
15 of its color; if you return three white and two black, then each will have two.

“In terms of the original puzzle, the amount of oil in the vinegar is therefore the same as 
the amount of vinegar in the oil.”

I’ll include Hans Braker’s response, as I think it’s a good one:

“The May/June puzzle is really a golden oldie. I usually do this puzzle with red wine and 
white wine, to avoid discussions of oil floating on vinegar.

“The fun of the puzzle is that you do not need to do any calculations or need to specify 
any quantity, as long as both containers hold the same volume at the start and the end. 
Just look at the initial situation and the final situation. 
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“Initially, both containers hold the same volume. At the end, both again contain the same 
volume.

Logically, if x percent of the vinegar container now holds oil, then that x percent of 
‘disap-peared’ vinegar must be in the oil container. So the oil also contains x% of 
vinegar. So there is exactly as much oil in the vinegar as there is vinegar in the oil.

“The ‘mix as best as you can’ is actually a senseless but confusing action!

“For people who do not get this explanation instantly, I use an analogy: suppose in one 
room are 100 people with a yellow shirt and in another room are 100 people with a blue 
shirt. If you let a number of people walk from the ‘yellow room’ into the ‘blue room,’ 
let them mix, and take the same number of people back into the ‘yellow room’ (so both 
rooms again contain 100 people), then it becomes obvious to everyone: any blue shirt 
now in the ‘yellow room’ must match a yellow shirt in the ‘blue room.’”

July Puzzle

You buy 100 lbs. of potatoes, and are told they 
are 99% water. After leaving them outside, you 
discover that they are now 98% water.

How much do they now weigh?1

1    Source: The Puzzler’s Dilemma, by Derrick Niederman.

THE SPAULDING GROUP’S 2015 
INVESTMENT PERFORMANCE MEASUREMENT CALENDAR OF EVENTS

DATE EVENT LOCATION 

August 24-25 CIPM Principles Prep Class Chicago, IL (USA)

August 26-28 CIPM Expert Prep Class Chicago, IL (USA)

September 16 Portfolio Risk San Diego, CA (USA)

October 15-16 APAC Performance Measurement Forum Singapore

October 20-21 Fundamentals of Performance Measurement Los Angeles, CA (USA)

October 22-23 Performance Measurement Attribution Los Angeles, CA (USA)

November 5-6 Performance Measurement Forum Prague, Czech Republic

November 18 Asset Owner Roundtable Meeting Phoenix, AZ (USA)

November 19-20 Performance Measurement Forum Phoenix, AZ (USA)

Nov. 30 – Dec. 4 Virtual PMAR – An online conference event

December 8-9 Fundamentals of Performance Measurement New Brunswick, NJ (USA)

December 10-11 Performance Measurement Attribution New Brunswick, NJ (USA)

For additional information on any of our 2015 events, please contact Christopher Spaulding at 732-873-5700

Steve Shefras USA (via UK)

Mark David USA

Tom Stapleton UK

Hans Braker Netherlands

Neil Riddles USA

Malcolm Smith UK

Jed Schneider USA

Tricia Bailey USA



TRAINING…

Gain the Critical 

Knowledge Needed

for Performance 

Measurement

and Performance 

Attribution

TO REGISTER:

Phone: 1-732-873-5700

Fax: 1-732-873-3997

E-mail: info@SpauldingGrp.com

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

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 Fundamentals of
Performance Measurement on these dates:

15 CPE & 12 PD Credits upon course completion
CFA Institute has approved this program, offered by The Spaulding Group, for 
12 CE credit hours. If you are a CFA Institute member, CE credit for your 
participation in this program will be automatically recorded in your CE tracking tool.

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:

15 CPE & 12 PD Credits upon course completion
CFA Institute has approved this program, offered by The Spaulding Group, for 
12 CE credit hours. If you are a CFA Institute member, CE credit for your 
participation in this program will be automatically recorded in your CE tracking tool.

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, close to 3,000 individuals have participated in our training programs, 
with numbers increasing monthly.

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.
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October 20-21, 2015 – Los Angeles, CA
December 8-9, 2015 – New Brunswick, NJ

October 22-23, 2015 – Los Angeles, CA
December 10-11, 2015 – New Brunswick, NJ








