
UNDERSTANDING WHY WE DO WHAT WE DO

Earlier this month, I posted about the subject “Understanding the why” in my blog.1 I
mentioned how in reading a David Baldacci book (sorry, listening to a David Baldacci
book) I learned why folks in the UK drive on the left, rather than the right-hand side of
the road. 

I used this as a pick-up point to discuss why so many U.S. firms that claim compliance
with the Global Investment Performance Standards (GIPS®) have performance
examinations done, while firms elsewhere (e.g., Europe) do not (it stems from the
practice of large CPA firms unwilling-ness to conduct “Level I” verifications under
the AIMR-PPS®, thus their clients not having Level Is done; this changed with GIPS,
where these same firms will now do Performance Examinations (which are equivalent
to Level IIs)).

This past weekend the Roman Catholic church introduced a new version of the Mass
in English. The basis behind this is apparently due to the criticism of the original
translation, which occurred as part of Vatican II (i.e., the translation could have arguably
been better). And so, we know the “why,” but this doesn't necessarily make the changes
any easier. The admonition “do it because I said so!” doesn't cut it with children, or
many adults for that matter. We often want to know “why.”

1 http://investmentperformanceguy.blogspot.com/2011/11/understanding-why.html
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I guess in the end one might ask “does it matter?” In some things, perhaps not. But in
trying to understand why most firms use time-weighting, why standard deviation “rules”
when it comes to risk, and why certain changes were made to the GIPS Standards do
affect us, and we should take into consideration “the why.” We may discover that the basis
for a rule (or change to a rule) is unfounded, or at least something we take exception to. 

WHO'S THE CLIENT? 

I want to pick up on another topic I addressed earlier this month in my blog: that is, who
the client is, for GIPS purposes.2 This is a topic which has been discussed at various times,
but for which there is little written. The following graphic should prove helpful in our 
discussion.

We'll take each type of client separately.

Institutions. Here we speak of pension funds, endowments, foundations, etc. It is typical
for a manager to establish a direct relationship with these institutions (although gaining
access to them may be through an investment consultant). These accounts are managed
separately, and have separate accounts established, usually at a custodian, that the manager
has access to. When the manager makes a purchase, the institution owns the securities or
asset. Thus, from a GIPS perspective, these are clients and prospective clients, that call for
the firm to make every reasonable effort to get them the appropriate composite compliant
presentation(s). 

2 http://investmentperformanceguy.blogspot.com/2011/11/whos-client-revisited.html.
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High Net Worth Individuals. Many managers will serve the need of high net worth (or
ultra high net worth) individuals. And as with institutional clients, separate accounts are
established directly with each client, the manager makes purchases specifically for these
clients, and the clients own the underlying assets. Therefore, these individuals are, from a
GIPS perspective, clients and prospective clients.

Mutual Funds: In the case of a mutual fund, the manager makes purchases for the fund,
not the individual shareholders. Some countries have rules established as to what the
prospective clients are to be given (e.g., fund prospectuses) and how returns can be shown
to them. The mutual fund is the client or prospective client; not the individual shareholders.
Therefore, for GIPS purposes the firm is not obligated to provide these individuals with
GIPS presentations. 

Wrap Fee (SMA) Accounts. This is a bit of an “odd ball” situation. The GIPS guidance
statement3 permits firms to treat the wrap fee sponsor as the client or the individuals who
invest in it. Given that it is typical for the manager to make their “sales pitch” to the
sponsor, not the individuals who will invest, treating the sponsor as the client (prospective
client) makes a lot of sense. But again, you have some flexibility here.

Hedge Funds, Limited Partnerships. Is there really any difference between a limited
partnership, such as a hedge fund or private equity fund, or a mutual fund? In both cases,
the individual investors are purchasing shares in the fund or partnership, and don't own the
underlying assets; these belong to the partnership. The manager does not make individual
investments. Conse-quently, the hedge funds or partnerships are the clients or prospective
clients.

Note that when high net worth individuals or institutions invest in partnerships or mutual
funds, they no longer are the “client” or “prospective client” for GIPS purposes.

You can probably glean from this summary that the criteria for the individual or institution
being a “client” for GIPS purposes being:

• purchases of securities or assets are made specifically for the individual or institution

• the individual or institution owns the underlying assets

• the individual or institution has a separate account established, often at a custodian,
where the assets are held.

Please let me know your thoughts on these characterizations. I happen to think clarity is
needed, and I hope that I have provided some (and also hope that my views are generally
accepted on this subject).

3 http://www.gipsstandards.org/standards/guidance/develop/pdf/gs_wrap_fee_clean.pdf.
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ANNOUNCING

The Journal of Performance Measurement’s
16TH ANNIVERSARY OFFER

We are celebrating The Journal of Performance Measurement’s start of 16 years of publishing
with a great offer for new subscribers and those who have let their subscription lapse

The Journal of Performance Measurement® (JPM) is the publication for the best articles on investment
performance and risk measurement. JPM is where new ideas are put forward, topics debated, and insights
shared. No other publication has served as the resource for so many great articles that are constantly and
continuously referenced by performance measurement professionals, worldwide. The Journal continues to be
the source for timely articles and innovative thinking. It is recognized as the “bible of investment performance
measurement,” and no wonder! Its articles are subject to a rigorous double blind peer review process, by
recognized performance and risk experts, that ensures that every article meets the demanding and exacting
standards of our publication. We top off each year with the awarding of the Dietz Award, which recognizes
select authors for their extraordinary contributions to this publication, and the industry at large.

If you are new to The Journal or have let your subscription lapse, we invite you to subscribe. And to make the
decision easier, we are offering a deep discount from our normal rates. Begin your subscription by December
31, 2011 and we will knock 50% off the normal subscription rates. For U.S. subscribers that means a savings
of $163; and for non-U.S., a savings of $175. To make the savings even greater, we will allow you to add a
second year, at this same savings rate! BONUS! If you elect to add the second year, we will throw in a free
gift! Choose from one of the books in The Spaulding Series, and we will include it in your order. Just let us
know which you'd like! Choose one of the following:

•  The Handbook of Investment Performance (2nd edition)
by David Spaulding, CIPM
List price $75.00

•  Classics in Investment Performance
edited by David Spaulding, CIPM and Jim Tzitzouris, Ph.D.
List price $115.00

•  Readings in Fixed Income Attribution
edited by David Spaulding, CIPM and Stephen Campisi, CFA
List price $95.00

•  Pension Funds: Measuring Investment Performance
by Peter Dietz
List price $50.00

Subscribe today by calling us at: 732-873-5700
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THE SPAULDING GROUP’S 2011 INVESTMENT PERFORMANCE MEASUREMENT CALENDAR OF EVENTS

DATE EVENT LOCATION

December 1-2, 2011 Performance Measurement Forum Orlando, FL (USA)

December 6-7, 2011 Fundamentals of Performance Measurement Training New Brunswick, NJ (USA)

December 8-9, 2011 Performance Measurement Attribution Training New Brunswick, NJ (USA)

February 7-8, 2012 Fundamentals of Performance Measurement Training Los Angeles, CA (USA)

February 9-10, 2012 Performance Measurement Attribution Training Los Angeles, CA (USA)

March 13-14, 2012 Fundamentals of Performance Measurement Training Boston, MA (USA)

March 15-16, 2012 Performance Measurement Attribution Training Boston, MA (USA)

March 19-20, 2012 CIPM Principles Prep Class Chicago, IL (USA)

March 21-23, 2012 CIPM Expert Prep Class Chicago, IL (USA)

For additional information on any of our 2011 events, please contact Christopher Spaulding at 732-873-5700

Save the Date!

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.

PERFORMANCEJOBS.COM



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
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:

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.

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.

We were quite pleased when so many firms asked us to continue to provide in-house training.
This saves our clients the cost of transporting their staff to our training location and limits
their time away from the office. With the discounted 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).

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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December 8-9, 2011 – New Brunswick, NJ
February 9-10, 2012 – Los Angeles, CA

March 15-16, 2012 – Boston, MA  

December 6-7, 2011 – New Brunswick, NJ
February 7-8, 2012 – Los Angeles, CA

March 13-14, 2012 – Boston, MA 




