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Since 1990, The Spaulding Group, Inc.,
an employee-owned business, has had an
increasing presence in the money manage-
ment industry.

The Spaulding Group, Inc. is the fastest-
growing verification firm, serving clients
around the globe, with assets ranging from
less than $100 million to more than $1 tril-
lion. We provide an array of other perfor-
mance measurement services and products,
including consulting, publishing (The Journal
of Performance Measurement®), research,
and training. We also host the Performance
Measurement Forum, the Asset Owners’
Round Table, and the Annual PMAR™
Conferences.

We are actively involved as members of the
CFA Institute and other industry groups. The
Spaulding Group has also led the charge
for the industry in the handling of error
correction, attribution guidelines/ standards,
and Investment Performance Measurement
Analyst Certification (since handed over to
the CFA Institute and now called the CIPM
program).

Several of our senior staff regularly speak
at and/or chairs industry conferences. Our
founder and CEO, David Spaulding, is a
frequent author and source of information
to various industry publications. Our firm
continues to make huge contributions to our
industry, in terms of valuable content, inno-
vative ideas, and volunteer activities.

Our clients appreciate our industry focus and
understanding of their business, their needs,
and the opportunities to make them more
efficient and competitive.

http://www.SpauldingGrp.com

More on the SEC’s new marketing rules

If you are registered with the U.S. Securities & Exchange Commission, you’re
no doubt aware of the new marketing rules that go into effect in just a few
months.

At our recent North American Performance Measurement,
Attribution & Risk (PMAR) conference, there was quite a
bit of discussion around this topic. While I think the rules are
generally quite good, there is some language that is causing
some concern and confusion. [ have it on “good authority”
that we cannot expect the SEC to issue FAQs (Frequently
Asked Questions) anytime soon, meaning firms need to either interpret the
rules themselves or seek the assistance of their compliance team and/or outside
counsel.

I want to comment briefly on three questions that were raised at the conference,
and share my thoughts with you.!

Portability of Performance

An item that is raising a lot of concerns is the question as to what happens to
the track record of a manager a firm acquired, should their investment decision
makers depart.

One interpretation is that you will no longer be able to show it.

For example, Firm A acquires Firm B, that is a global equity small cap manager.
Firm B has a 15-year track record. The acquisition meets the GIPS® rules (i.e.,
substantially all the decision makers come along, they have records to support
performance, and they continue to manage at Firm A as they did at Firm B).

Firm A immediately showcases Firm B’s track record. The team from Firm
B remains at Firm A for five years. Then, the portfolio manager and her
performance analyst depart.

Some believe that after this occurs, Firm A can no longer report the performance
of Firm B prior to its acquisition. That is, they can’t show the 15 year history
prior to the acquisition, just the 5 years since. but can only show the performance
since the acquisition.

I believe that under most circumstances, Firm A can show the record. What do
I mean “most circumstances”? Well, if the team from Firm B remains at Firm A
for at least one year. If they “jumped ship” shortly after the acquisition (e.g., in
the first six months), then I believe they wouldn’t be able to.

That is my view. Many take a more conservative view. We will have to wait
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for something substantial from the SEC, but this is what I believe, based on
conversations I have had.

Do I have to go to 10 years?

The new SEC rules essentially endorse the idea of composites. Prior to these
rules, it wasn’t difficult for a manager to showcase their past performance using
representative portfolios, model performance, back-tested performance, a subset
of accounts in the strategy, and other forms of hypothetical performance.

But, the new rules make this quite difficult, so full composites are going to be
the way to go.

Let’s say Firm X wants to comply with the GIPS standards, and they have
a Global Bond strategy that they’ve managed for 12 years. Historically, the
firm has used a “rep portfolio” to market this product, but now must create
a composite. Because of the large number of portfolios and challenges with
historical records, they have opted to only go back five years.?

The new marketing rules require firms to show 1-, 5-, and 10-year annualized
returns.

Must the firm go back to 10 years, even though for GIPS purposes they only
need five?

I believe they will be required to go back. This will, for many firms, be difficult
to achieve. Hopefully, I am wrong.

Attribution: net and gross? What about risk?

Firms must show net returns with equal prominence to gross.

Does this extend to performance attribution?

Well, is attribution “performance”? Is it “returns?

I’d say “no.” It explains where the returns came from, but isn’t returns.

I therefore believe that the firm need only show attribution using gross-of-fee
returns.

The reality is that showing for net-of-fee returns would be challenging, as
it would require the firm to spread the fee across sectors, securities, etc. In
addition, what possible insights would we gain from such an analysis?

This question can be extended to risk measures. E.g., if the firm shows, for
example, tracking error and standard deviation using gross-of-fee returns, must
they show the statistic for net-of-fee, too? One can only hope not.

Consider the case where fees are taken out quarterly. This means that with
every quarter, the gross- and net-of-fee returns will be identical; the third month
they’ll be different. This difference will introduce false volatility, that can be
misleading.

What about risk-adjusted returns; must they be shown net and gross?

This is different. I would make the case that for a true risk-adjusted return (e.g.,


https://secure.viewer.zmags.com/publication/9db6c9f9#/9db6c9f9/1
https://secure.viewer.zmags.com/publication/9db6c9f9#/9db6c9f9/1
https://secure.viewer.zmags.com/publication/9db6c9f9#/9db6c9f9/1
http://viewer.zmags.com/publication/68b07ba6?inf_contact_key=f290037a9413d92473aabdf079be7f80f651f238aa2edbb9c8b7cff03e0b16a0#/68b07ba6/1

P THE
SPAULDING
GROUP

What our clients think about us
The Spaulding Group, Inc. (TSG) released its
customer loyalty survey with a Net Promoter
Score (NPS) score of 93% promoters.*
This outstanding score demonstrates The
Spaulding Group’s dedication to delivering
exceptional customer outcomes, efficient
verifications, and great service. NPS is an
index ranging from 0 to 10 that measures the
willingness of customers to recommend a
company’s products and services. It is a way
to measure clients’ overall satisfaction and

their loyalty to the firm’s brand.

* The NPS Calculation: Total % of promot-
ers — total % of detractors = net promoter

score

https://spauldinggrp.com/gips-customer-
loyalty/
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Modigliani-Modigliani), the answer would be YES! For Jensen’s alpha, which is
a risk-adjusted excess return, I’d also say YES!

What about Sharpe ratio, Treynor ratio, Sortino ratio, and Information ratio?
Aren’t they risk-adjusted returns? Actually, they aren’t; they’re ratios. Must they
be shown using net-of-fee returns, too? I would say probably. I can see where
there would be value in seeing these statistics based on net returns.

What say you?

You’re invited to share your thoughts on this. The next year or so should be quite
interesting as firms adopt the new rules and the SEC eventually chimes in with a
bit more details on topics like these.

Endnotes

1. I should probably point out that I am not an attorney, though my girlfriend
is, so perhaps that helps? I am a guy that’s been in the industry nearly 40
years, has worked with the performance presentation standards for 30 years,
and has spent a great deal of time in performance measurement, so I’d like
to think my views have some value, but you get to decide.

2. Recall that the GIPS standards require a minimum of five years or since
inception (if the firm or strategy exists for less than five years), building to
ten years.
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THE SPAULDING GROUP’S 2022

INVESTMENT PERFORMANCE MEASUREMENT CALENDAR OF EVENTS

EVENT LOCATION

May 25, 2022 Asset Owner Roundtable Meeting Nashville, TN

May 26-27, 2022 North American Meeting of the Performance Measurement Forum Nashville, TN

June 16-17, 2022 EMEA Meeting of the Performance Measurement Forum Amsterdam, The Netherlands
November 10-11, 2022 EMEA Meeting of the Performance Measurement Forum London, England

November 15-16, 2022 Fundamentals of Performance Measurement Training Class San Diego, CA

November 16, 2022 Asset Owner Roundtable Meeting San Diego, CA

November 16, 2022 Broker/Dealer Symposium — First Meeting San Diego, CA

November 17-18, 2022 North American Meeting of the Performance Measurement Forum San Diego, CA

For additional information on any of our 2022 events, please contact Patrick Fowler at 732-873-5700.



Train Your Entire Performance
staff for half price!

HERE'S THE PROBLEM AVAILABLE CLASSES:

Your staff needs training in performance, risk, attribution, or the + Fundamentals of Performance Measurement
GIPS® standards, but you're not able to give them the training < Performance Measurement Attribution

th d.
ey nee + Portfolio Risk Measurement

HERE'S THE REASON ' GIPS standards workshop

Your training budget isn't big enough to cover the expense to V Investment Performance Measurement Boot Camp
send your entire team to offsite training. And, even if it was,
you can't have your entire team offsite at the same time.

THIS MEANS

Either you have to take the time to create a program internally

and continually update it, which is time and labor intensive, or o
your team is forced to learn what they need on the job, which More than 4,000 individuals from hundreds of

means they aren't adding as much value as they could. firms have attended our training classes. Many
firms bring us in-house for annual training and
WE HAVE THE SOLUTION | J ) E
v in-house updates. Firms who have benefits from
iti | . .
Reduced tuition (save nearly $850 per student!) training include:

+ No staff travel expenses @

« Performance Measurement for Non-Performance Professionals
V' Performance Measurement for Plan Sponsors and Consultants

V' Or, customize a class to meet your specific needs

‘/ State Street 0/ Aegon
Vv Fidelity + World Bank ggg
v Option to customize a class to your firm’'s needs + T Rowe Price + Northern Trust
4/ Grantham Mayo Von Otterloo 0/ Goldman Sachs
+ Prudential + AMCO
4/ Morgan Stanley J Credit Suisse
0/ Principal Global Investors 4/ FiServ
 Peace of mind—Indispensable staff get the training, yet WAl < AlState
are still accessible should you need them < UBS < BNY Mellon

+ No time away from the office

v Scheduling flexibility—You choose the dates

+ Save on development time/costs. We've done the work
for you and, we regularly update the materials!

W4 Improved morale, investing in your staff shows them v Pershing / Abu Dhabi Invt. Authority
your commitment v Franklin Templeton + Queensiandi Invt. Authority
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