
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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Why we don’t report performance this way

The May 17, 2022 Wall Street Journal had an article titled “Buffett Buys Stocks 
as Markets Fall,” by Akane Otani. I wrote about the article’s shortcomings in a 
LinkedIn post1 on it.2

I was once again disappointed in the WSJ for     
representing performance in such a misleading     
manner.3

The author’s reported returns were based on an      
SEC report [13-F] that firms that manage in    excess of 
US$100 MM must report quarterly. Berkshire     
Hathaway apparently just sent their report in.      
These reports are public information, so easily obtainable by the author.

These reports simply tell us the shares of public stocks a manager owned as 
of quarter-end. And for most managers, the 13-F represents holdings across 
multiple accounts and strategies, such that it likely does not reflect any 
individual account or strategy.

There was an analytics firm several years ago that would use these 13-F reports 
to determine the performance of thousands of managers. 

This is essentially a holdings-based report that makes a lot of assumptions. If we 
take the fourth quarter 2021 report, we know what a firm held as of December 
31, 2021. If we assume the company held those same stocks as of March 31, 
2022, we can calculate a return.

This is what the author did seemed to do. However, what are the limitations?

 •  no cash is included and, as the article mentions, Buffet “has a lot of it.”
 •  we are not aware of any transactions that took place. So any intraperiod  
  purchases and sales are simply ignored.
 •  no mention is made of non-public stocks, bonds, or other assets
 •  dividends are ignored.

The report serves a valuable purpose, as the SEC will know the sizes of positions 
managers have in public companies. However, to calculate returns based solely 
on what someone held at year-end, ignoring the items above, suggests that it 
would be very unwise indeed.

The article is clearly biased, as it points out the success of two of Buffett’s 
energy stocks (Occidental Petroleum, that was up 134% year-to-date and 
Chevron, up 47%), but fails to mention how his largest position (Apple) was 
down more than 18% for the year.
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This month’s newsletter is admittedly a bit short. We could ramble on and on 
about the topic we address, but feel that getting right to the point is sufficient. 
It’s an important one, and we hope what we share has value to you and your 
organization. 

Sleeves: do they constitute “extracted performance” under the new SEC 
Marketing Rule?

In the past month, we’ve gotten multiple inquiries 
into the status of sleeves and the new SEC 
Marketing Rule.

On page 195 of the rule we find “‘Extracted 
performance’ means ‘the performance results 
of a subset of investments extracted from 
a portfolio.’”

The Rule doesn’t explain what it means to “extract” performance. 

What is a sleeve?

I asked the folks at Orion about sleeves, and Ryan Donovan provided the following:

	 “Sleeves within Orion allow firms to take multiple models (strategies) and 	
	 assign them to accounts. Each model (strategy) then turns into a sleeve 		
	 (sub-account) in Orion. For example, a firm may have an Aggressive and 	
	 Conservative strategy. The firm can then create a sleeve (sub account) for 	
	 the aggressive strategy and one for the conservative strategy. From a cash 	
	 management perspective each of the sleeves can contain a targeted amount of 	
	 cash allowing for cash to live in each sleeve based on the strategy.  

	 “Sleeves can also allow a firm to hold a particular asset within each strategy. 	
	 For example, Apple could be held in both the Aggressive and Conservative 	
	 sleeves. We accomplish this accurately because the firm places trades 		
	 within Orion’s trading and rebalancing tool. Therefore from a reporting and 	
	 performance standpoint we can track when the asset was purchased and sold to 	
	 track the appropriate sub-account.” <emphasis added>

I have considered sleeves to be sub-accounts or sub-portfolios, and Ryan confirms 
that this is their view, as well.

At the custodian, an institution’s or individual’s assets might be stored in a single, 
unique, “legal” account. At the asset advisor, their accounting system might manage 
it in multiple sub-portfolios, each being distinct from the others, so as to allow 
individual strategies to be separate and apart. 

https://tsgperformance.com/
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To me, sleeves fail the test of being “extracted performance.” There is no 
“extraction” being done. Rather, the accounting system is set up to manage the assets 
separately. In many cases, an account may have 5-10 or more sleeves, each being 
managed differently, and in some cases, by different individuals or even advisors [in 
a sub-advisory relationship, not unlike unified managed accounts, or UMAs].

Unsure?

In this same section of the Rule we find “The final 
rule prohibits an adviser from presenting extracted 
performance in an advertisement unless the 
advertisement provides, or offers to provide 
promptly, the performance results of the total 
portfolio from which the performance was 
extracted.”
									       
And so, if you choose to include sleeves in a composite, and are concerned that the 
SEC examiner who visits might consider them to constitute extracted performance, 
then simply include a disclosure that “upon request, we will provide the performance 
results of the total portfolio from which performance was extracted,” though I’d 
avoid the use of the term “extracted,” as it would seem to suggest you believe it’s 
extracted. Instead, I’d have “... from the entire portfolio of which the sleeve is a 
member of.”
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TSG’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 23, 2023	 GIPS Workshop 	 New Brunswick, NJ 

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

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

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 - 	 Performance Measurement Forum	 Orlando, FL
December 1, 2023	

For additional information on any of our 2023 events, please contact Patrick Fowler at 732-873-5700.

COMING SOON - OUR NEWLY FORMATTED NEWSLETTER!

https://spauldinggrp.com/events/women-in-performance-group/
https://longspeakadvisory.com/
https://www.ortecfinance.com/
https://longspeakadvisory.com/
https://longspeakadvisory.com/
https://www.rimes.com/

