
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.
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Things we find confusing ... part I

Sub-portfolio returnsSub-portfolio returns
I had a conversation the other day with someone who mentioned their 
managers are objecting to the returns she’s producing for various holdings. 
While I attempted to get the details, the only thing I got so far was that she is, 
understandably, using time-weighting.

“Understandably” because everyone [or virtually everyone] 
does this.

In my opinion, it’s less than ideal [I’d say “wrong,” 
but I’m working on getting out of that habit *]. 
To me, the preferred approach would be money-weighting, 
which, in my book means using the internal rate of return,   
or simply IRR, for those of us who have a close relationship 
with this formula.**

Why?

Well, recall that we use time-weighting to eliminate or reduce the impact of cash 
flows. And why is this? Because in most cases, the client controls them, so why 
should the portfolio manager be penalized or rewarded for bad or good cash flow 
timings?

And since the manager controls sub-portfolio cash flows (a.k.a., internal flows), 
shouldn’t he/she be impacted by them? If the manager makes a good decision 
(e.g., buying more of a stock when it drops during the month, and rises prior to 
month-end), shouldn’t this be included in the return? Shouldn’t they be rewarded 
for their timing?

And so, my opinion is quite simple: use the IRR for sub-portfolio performance, 
which includes returns on securities.

What “time-weighing” meansWhat “time-weighing” means
I’m teaching a graduate course on investment analysis for Rutgers University; 
actually, it’s two courses simultaneously, as I’ve got 29 students in my class, 
some of whom are MBA/Finance majors, while the others are pursuing a 
Masters in Quantitative Finance.

My text is the classic Investments, 12th edition, by Bodie, Kane & Marcus. 

I’ll confess to having owned an earlier edition for a number of years, though I’ve 
rarely even cracked the cover. But now I’m forced to read it. And during said 
reading, I’ve discovered a few errors, one being how they explain what we mean 
by “time-weighting.” 
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On page 814 we find the statement “the geometric average is the constant annual 
return over the 20 years that would provide the same total cumulative return over 
the entire investment period .. Each return has an equal weight in the geometric 
average. For this reason, the geometric average is referred to as time-weighted 
average.”

Sorry, but incorrect. No doubt, many believe something
like this to be true.

The term “time-weighting” originated in the 1968 
Bank Administration Institute’s Measuring the
Investment Performance of Pension Funds. We find 
the following:

“The recommended rate is called ‘time-weighted’ 
because it is simply the weighted average of internal 
rates of return for the subperiods between cash flows 
with each weight being only the length of its 
corresponding subperiod.” 

The committee that worked on this standard were attempting to find a way to 
link subperiod returns. They identified three ways to calculate performance (the 
exact method, linked IRR [which today we refer to as “modified IRR”], and 
regression [which no one does]). Why they didn’t think of geometric linking is 
unknown to me.

I learned from Nobel Laureate Eugene Fama, PhD, who was a member of 
the committee, that the members worked remotely on the document. I guess 
someone came up with this idea, and it made intuitive sense (doesn’t it?). That 
said, no one does it this way: we geometrically link the sub-period returns.

How the term for a linking method became the name of the return itself is also 
unknown to me. 

The true meaning of the term is unknown to most performance analysts, because 
few have access to the BAI book [I’ve had a copy for 35 years]. 
 
The SEC Marketing Rule & attributionThe SEC Marketing Rule & attribution
Are you getting tired of discussions, reports, talks, etc. on this rule? I am. But, 
it’s too important to ignore, so we will continue to discuss it.

The question: must an SEC-registered firm now calculate attribution using net-
of-fees?

No.

Okay, I’ll say a bit more about this.
Since attribution isn’t performance, but rather, an explanation of performance 
(actually, an explanation of excess return), gross is sufficient.

That said, not everyone agrees.

And so, if you’re one of those (or you work for one of those) who disagrees with 
this, and believes you must now calculate it using net returns, how do you do it?

The Journal of 
Performance 
Measurement®
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This was a topic at our recent Performance Measurement Forum meeting*** 
in San Diego. Not surprisingly, some members are showing attribution both 
gross and net. The way some do it net is by using a “fee effect,” which is the 
difference between the gross and net return for the portfolio. Pretty simple, I think. 
Should work. 

I have this labeled Part I because I’m sure I’ll think of more to say, though 
you’re welcome to suggest topics. 

12 months, 12 issues

Wow, we did it!!! In 2022, we were able to produce an issue of this newsletter 
for every month: we haven’t done this since ... [I’m embarrassed to say] 2014. 
We’ll try to keep this up in 2023. Wish us luck!
I had planned to include puzzles, but finding them just takes a bit too long; I’ll 
try to incorporate some in 2023.

Happy Holidays!

NotesNotes
* I’m listening to Dale Carnegie’s classic, How to Win Friends and Influence 
People. He has an entire section devoted to avoiding arguments, not that saying 
something or someone is wrong would necessarily start one. But, to soften one’s 
tone is advisable; and that’s what I am attempting to do. As for the book, I read 
it 25 years ago, and regret not doing so again sooner, either the old fashioned 
way or by listening to it. As I’ve mentioned in the past, I’m a huge fan of 
Audible, and regularly listen to books while exercising and driving. Since I 
recently drove from Ontario to Florida, I had plenty of time to listen, though 
admittedly much of that listening was devoted to music: I can only listen to 
books for so many hours.

** I’ve threatened to have “I Love the IRR” tattooed on my arm for years: who 
knows, 2023 might be the year!

*** to learn more about this group, please visit 
https://spauldinggrp.com/events/performance-measurement-forum-asset-owner-
roundtable/

Our Institute classes:

Python for Performance 
Professionals

Fundamentals of Performance         
Measurement

Performance Measurement 
Attribution

Fixed-Income Attribution

Masterclass on the GIPS® 
Standards for Asset Owners with 
State Street (Free)

https://spauldinggrp.com/events/performance-measurement-forum-asset-owner-roundtable/
https://spauldinggrp.com/events/performance-measurement-forum-asset-owner-roundtable/
https://institute.spauldinggrp.com/courses/python-for-performance
https://institute.spauldinggrp.com/courses/python-for-performance
https://institute.spauldinggrp.com/courses/fundamental-of-performance-measurement
https://institute.spauldinggrp.com/courses/fundamental-of-performance-measurement
https://institute.spauldinggrp.com/courses/performance-measurement-attribution-full-course-4-module-bundle
https://institute.spauldinggrp.com/courses/performance-measurement-attribution-full-course-4-module-bundle
https://institute.spauldinggrp.com/courses/fixed-income-attribution
https://institute.spauldinggrp.com/courses/state-street-office-hours-series-masterclass-on-the-gips-standards-for-asset-owners
https://institute.spauldinggrp.com/courses/state-street-office-hours-series-masterclass-on-the-gips-standards-for-asset-owners
https://institute.spauldinggrp.com/courses/state-street-office-hours-series-masterclass-on-the-gips-standards-for-asset-owners
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THE SPAULDING GROUP’S 2023 
INVESTMENT PERFORMANCE MEASUREMENT CALENDAR OF EVENTS

DATE EVENT LOCATION 

April 26,  2023 Asset Owner Roundtable  Phoenix, AZ

April 27-28, 2023  Performance Measurement Forum    Phoenix, AZ

May 22-23, 2023 Fundamentals of Performance Measurement Training  New Brunswick, NJ 

May 24-25, 2023 PMAR North America   New Brunswick, NJ

May 23, 2023 Launch of Women in Performance (Cocktail reception) New Brunswick, NJ
 https://spauldinggrp.com/events/women-in-performance-group/

June 22-23, 2023  Performance Measurement Forum    Edinburgh, Scotland

November 9-10, 2023 Performance Measurement Forum Porto, Portugal

November 29, 2023 Asset Owner Roundtable Orlando, FL

November 30, 2023 December 1 – Performance Measurement Forum Orlando, FL

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

https://spauldinggrp.com/events/women-in-performance-group/
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An institutionally recognized boutique performance measurement consulting

and GIPS® standards specialist firm serving the investment industry

We Are Performance™

Somerset, NJ • Malibu, CA • Denver, CO • Washington, DC • Louisville, KY • Naples, FL

Visit Us Online @  
www.SpauldingGrp.com

Train Your Entire Performance
staff for half price!

More than 4,000 individuals from hundreds of 

firms have attended our training classes. Many 

firms bring us in-house for annual training and 

in-house updates. Firms who have benefits from 

training include:

		State Street

		Fidelity

	T. Rowe Price

	Grantham Mayo Von Otterloo

	Prudential

	Morgan Stanley

	Principal Global Investors

	LPL

	UBS

	Pershing

	Franklin Templeton

	Aegon

	World Bank

	Northern Trust

	Goldman Sachs

	AIMCO

	Credit Suisse

	FiServ

	AllState

	BNY Mellon

	Abu Dhabi Invt. Authority

	Queenslandi Invt. Authority

AVAILABLE CLASSES:
	Fundamentals of Performance Measurement

	Performance Measurement Attribution

	Portfolio Risk Measurement

	GIPS standards workshop

	Investment Performance Measurement Boot Camp

	Performance Measurement for Non-Performance Professionals

	Performance Measurement for Plan Sponsors and Consultants

	Or, customize a class to meet your specific needs

HERE’S THE PROBLEM

Your staff needs training in performance, risk, attribution, or the 

GIPS® standards, but you’re not able to give them the training  

they need.

HERE’S THE REASON

Your training budget isn’t big enough to cover the expense to 

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 

your team is forced to learn what they need on the job, which 

means they aren’t adding as much value as they could.

WE HAVE THE SOLUTION

	Reduced tuition (save nearly $850 per student!)

	No staff travel expenses

	No time away from the office

	Option to customize a class to your firm’s needs

	Scheduling flexibility—You choose the dates

		Save on development time/costs. We’ve done the work  

for you and, we regularly update the materials!

	 Peace of mind—Indispensable staff get the training, yet  

are still accessible should you need them

		Improved morale, investing in your staff shows them  

your commitment

It’s hard to find such focused training around the topic of 

performance measurement along with experienced instructors 

who can get into the details of various calculations. I recommend 

this two-day training course for firms looking to provide a good 

foundation on this topic.” – Rajiv Mathur, Kaiser Permanente

Performance Training Resources

GIPS® is a registered trademark 

owned by CFA Institute. CFA 

Institute does not endorse or 

promote this organization, nor 

does it warranty the accuracy 

or quality of the content herein.

TO LEARN MORE, PLEASE CONTACT: 
Patrick Fowler, 732-873-5700  

PFowler@SpauldingGrp.com


