
The GIPS Standards Annual Conference, 
sponsored by CFA Institute, was held in 
Boston in late September. In our October 
newsletter we described highlights from 
several sessions and promised to provide 
more information in our next newsletter.  
Highlights from various sessions follow. 

Firm Management: Where Does Per-
formance Fit? The three presenters for 
this session were Stephen Campisi, CFA and 
Principal at Intuitive Performance Solutions, 
James M. Edmonds, CFA and Global Head of 
Performance at AllianceBernstein, and Holly 
H. Miller, Partner at Stone House Consult-
ing, LLC.  

The session followed a Q&A format and 
started with an informal survey by a show of 
hands to indicate where performance teams 
are located within the organizational struc-
ture of the firms represented in the audi-
ence. The overwhelming majority of per-
formance teams were located in operations, 
followed by a small number in compliance, 
and only one or two in sales/marketing or 
portfolio management. When asked where 
they thought the performance team should 
be located in the back, middle or front of-
fice, it was generally agreed that the answer 
depends on what the best fit is for a particu-
lar firm, given the firm’s individual needs or 
considerations (e.g. size and nature of the 
business). However, all three of the panelists 
stressed the importance of ensuring that the 
performance team remain independent of 
the internal stakeholders (i.e. portfolio man-
agement, sales/marketing). The panelists 
answered a question on the functions of the 
performance team and also generally agreed 
that this would depend on several factors, 
including the size of the firm, the skill set of 
team members, and the amount of technol-
ogy and resources dedicated to perform-
ance. The functions the panelists believed 
would generally be covered by performance 
teams included the calculation of portfolio 
and composite-level returns, risk and ana-
lytics, attribution, GIPS compliance and com-
posite management, and reporting, including 
both client and marketing/sales. Mr. Campisi 
also stated that performance teams should 
be more involved in external communica-
tions as they are in a position to understand 
the firm’s products and investment process 
and will most likely also have people with 
the skills required to effectively communi-

cate to external parties. Mr. Campisi also 
stated that at most firms, individuals not 
involved in performance measurement 
would be surprised at the depth and breadth 
of knowledge housed within the perform-
ance team. When asked what skills, experi-
ence, and education a member of the team 
should have, Ms. Miller said that analysts 
should start in operations/accounting in or-
der to obtain an understanding of the inputs 
into performance. Ms. Miller also stated that 
if she were looking for a performance ana-
lyst from another department within the 
firm, she would look for someone with ini-
tiative and a willingness to learn and perform 
above and beyond what is expected of them 
in their current role. All panelists generally 
agreed that performance analysts should 
pursue CFA and/or CIPM designations. 

GIPS Help Desk Live: Q&A Roundta-
ble and GIPS 2010 Q&A Session Q&As 
were discussed in several sessions, and we 
have picked out some key questions that 
were discussed.  We wouldn’t be surprised 
to see official Q&As on these topics be is-
sued in the future.   

Can a significant cash flow policy con-
sider both the size of the cash flow as 
well as the portfolio’s return? For ex-
ample, can our significant cash flow 
policy state that a portfolio is removed 
from the composite only if the cash 
flow is above the level of significance 
and the portfolio’s return is more than 
a certain percentage from the mean 
return? No. A level of significance is meant 
to be the level above which you believe the 
portfolio is non-discretionary. The deviation 
of the return from the mean should not be a 
consideration in deciding whether a portfo-
lio should be removed from the composite. 

Are Q&As in the AIMR-PPS Q&A da-
tabase authoritative? No. The AIMR-PPS 
Q&A database may provide some guidance 
when no other information is available, but 
AIMR-PPS Q&As are no longer authorita-
tive. Firms that have used the AIMR-PPS 
Q&A database as guidance in the past should 
make sure the guidance has not been re-
placed by GIPS guidance statements or 
Q&As in the GIPS Q&A database.  

As of 1 January 2010 portfolios must 
be revalued for large cash flows. Can 
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we set a level of large that is so large 
we will never (or very rarely) need to 
revalue? No. The level should be set at an 
amount above which the performance 
would be distorted if the portfolio was not 
revalued. Remember that this value can be 
different from composite to composite. [VPS 
note: As we mentioned in the October 
newsletter there will be a new explicit re-
quirement to not deviate from this policy, 
meaning that if a cash flow falls below your 
“large” threshold, you will not be allowed to 
revalue the portfolio.] 

Can we differentiate between cash and 
in-kind transfers for large cash flow or 
significant cash flow purposes? No. Cash 
flows should be treated the same, regardless 
of type. [VPS note: We can think of one 
potential exception. In the case where a 
transition manager is used and the incoming 
portfolio already reflects the manager’s 
strategy, you may be able to make an excep-
tion and transfer the in-kind portfolio with-
out treating it as a large or significant cash 
flow.] 

Can we have a policy where a compos-
ite’s significant cash flow policy is sus-
pended if there is only one portfolio 
left in the composite? No. The level of 
significance is meant to represent the level 
above which a portfolio is temporarily con-
sidered non-discretionary. There would be 
no justification for changing this level based 
on the number of accounts in the compos-
ite. [VPS note: Remember that if a compos-
ite loses all of its portfolios, even temporar-
ily, you will no longer be able to link the 
performance achieved prior to the portfolio 
being removed with performance achieved 

once the portfolio is re-included. A solution 
is to use “temporary new accounts.” Under 
this scenario, you would set up a temporary 
new account on your system and in the case 
of a significant withdrawal, you would trans-
fer the cash or securities to the new tempo-
rary account for liquidation and/or distribu-
tion to the client. The portfolio would treat 
the transfer as a withdrawal and perform-
ance would be calculated to include the cash 
outflow at the date of the transfer to the 
temporary account. For a significant cash 
inflow the process would be similar. Set up a 
temporary new account and place the funds 
or securities in the temporary account until 
all the funds/securities have been invested in 
line with the strategy at which time they 
would be transferred to the main portfolio, 
and you would treat the transaction as an 
incoming cash flow for performance pur-
poses.] 

Provision 0.A.11 requires us to make 
every reasonable effort to provide a 
compliant presentation to all prospec-
tive clients. Can we meet this require-
ment by telling a prospective client 
that they can get the compliant pres-
entation on our website? Alternatively 
if we provide them with a CD that in-
cludes all of our firm’s compliant pres-
entations when we first meet with 
them, would that suffice?. You do not 
satisfy the requirement to make every rea-
sonable effort to provide a prospective cli-
ent with a compliant presentation by simply 
referring them to the compliant presenta-
tion on your website. You would, however, 
satisfy this requirement if you provide a pro-
spective client with a CD that includes all of 
the appropriate presentation(s). 
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“You do not satisfy the re-
quirement to make every 

reasonable effort to provide 
a prospective client with a 
compliant presentation by 

simply referring them to the 
compliant presentation on 

your website.” 

Six New GIPS® Q&As Issued 

Six new Question and Answers were re-
cently added to the GIPS Q&A Database. 
The Q&As are under the broad classifica-
tions of Cash Flows, Discretion, and Error 
Correction. (You can also find them by 
searching by date, for items added after Sep-
tember 2009.) Neither the questions or 
answers are direct quotes, and include our 
opinions along with additional explanatory 
language. A summary of the key points from 
each Q&A follows.   

If I use the Aggregate Method to calcu-
late monthly performance must I cre-
ate a large cash flow policy at both the 
portfolio and the composite level? 

Some firms use the aggregate method, 
whereby all the assets and cash flows are 
aggregated and treated as one portfolio to 
calculate monthly performance. When this 
method is used portfolio-level returns are 
not used in the composite calculation. How-
ever, a firm using the aggregate method 
does not get a “pass” on being required to 
revalue portfolios for large cash flows as of 
1/1/10. As of this date firms must create a 
large cash flow policy for each composite. 
Firms using the aggregate method must cre-
ate a large cash flow policy at both the com-
posite and portfolio levels. The large cash 
flow policy does not have to be the same for 

(Continued on page 3) 

http://www.gipsstandards.org/programs/faqs/index.asp


both the composite and its portfolios. You 
could set up your policy where you revalue 
the portfolio for any external cash flows that 
exceed ten percent of the portfolio’s begin-
ning market value, but only revalue the com-
posite if the cash flow that triggered the 
portfolio revaluation exceeds a certain 
monetary amount or a certain percentage of 
the composite’s assets.  Likewise, you could 
decide to adopt a policy where the compos-
ite is revalued anytime a portfolio is reval-
ued, regardless of how immaterial the im-
pact might be at the composite level. By 
doing this you would prevent those situa-
tions where you have a composite return 
that doesn’t seem to make sense relative to 
the returns of the portfolios in the compos-
ite.   

Beginning 1 January 2010, firms will be 
required to value portfolios on the 
date of all large external cash flows. 
Can the Modified Dietz method still be 
used? The short answer is yes. A firm that 
does not have any large external cash flows 
may continue to use the Modified Dietz 
method as they currently use it. If a large 
external cash flow occurs, firms using the 
Modified Dietz method will calculate per-
formance up to the date of the large exter-
nal cash flow in accordance with their pro-
cedures for valuing the portfolio for large 
external cash flows, and will use the Modi-
fied Dietz method for the sub-period. They 
will then calculate another partial period 
return using the Modified Dietz method 
from the date of the cash flow to the next 
period end or to month end if there are no 
more large cash flows during the month. 
The partial period returns are then geomet-
rically linked to arrive at the monthly return. 

As of 1 January 2010 the GIPS stan-
dards require portfolios to be valued 
“on the date of” all large external cash 
flows.  We currently use the assump-
tion that all cash flows occur at the  
beginning of day in our calculation. 
When an external large cash flow oc-
curs, we revalue the portfolio at the 
close of business on the day prior to 
the external large cash flow. Will the 
requirement to value portfolios for 
large external cash flows beginning 1 
January 2010 “on the date of the cash 
flow” mean our policy is no longer ac-
ceptable and that we must revalue the 
portfolio on the exact date of the ex-
ternal large cash flow? No, your formula 
is acceptable. The intent is to require firms 
to revalue portfolios at the time of all large 
cash flows. Revaluing portfolios as of the 

(Continued from page 2) prior day’s closing value is acceptable and 
appropriate if the firm assumes cash flows  
occur at the beginning of the day. 

Effective 1 January 2005, firms must 
use approximated rates of return that 
adjust for daily-weighted external cash 
flows such as the Modified Dietz 
method. Given that firms will be re-
quired to revalue portfolios for large 
external cash flows beginning 1 Janu-
ary 2010, will firms still be required to 
adjust for daily-weighted external cash 
flows? Yes. The requirement to day weight 
cash flows as of 1 January 2005 is not being 
eliminated. For firms that calculate returns 
monthly, the firm must continue to use a 
monthly rate of return methodology that 
adjusts for external cash flows. For example, 
for a firm that currently uses the Modified 
Dietz method, they would continue to calcu-
late performance as they do now in months 
where no large external cash flows oc-
curred. In a month where there is a large 
external cash flow, the firm will calculate a 
sub-period return using the Modified Dietz 
method up to the date of the large external 
cash flow, and then will calculate another 
sub-period return from the date of the ex-
ternal cash flow through month-end using 
the modified Dietz method.  The two sub-
period returns will be geometrically linked in 
order to arrive at the monthly return. 

Must a discretionary, multiple-strategy 
portfolio be included in a multiple-
strategy composite? Would the an-
swer be the same if each of the portfo-
lio’s segments are included in a corre-
sponding composite? For example, if a 
firm manages a discretionary balanced 
strategy that contains equity and fixed 
income segments, must the balanced 
portfolio be included in a balanced 
composite if the equity and fixed in-
come segments (including cash) are 
included in their respective compos-
ites? A discretionary, multiple-strategy (or 
multi-asset) portfolio must be included in an 
appropriate multi-strategy composite. This 
guidance is a significant departure from  
guidance that was in an AIMR-PPS Q&A 
from October 1999. (The old Q&A can be 
found in the AIMR-PPS Q&A Database. It’s 
the third question under “Balanced Com-
posites/Portfolios.”) The old AIMR-PPS 
Q&A said that a firm could either include 
the total multiple-asset portfolio in a bal-
anced composite or include each segment 
(with its own allocated cash) in composites 
with other multiple-asset portfolio segments 
or with other single-asset portfolio seg-

(Continued on page 4) 
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Six New GIPS® Q&As Issued 

ments. The key word above is “or.” Some firms that 
had a balanced strategy, where the equity and bond 
components were in stand alone composites, chose 
not to include the balanced portfolio in a balanced 
composite. The new Q&A clarifies that the firm 
must include the multiple-asset portfolio in an ap-
propriate composite. Including only the segments in 
composites would not suffice. Assuming the seg-
ments have their own cash (as cash may no longer 
be allocated to segments as of 1 January 2010), the 
firm could also include the segments in their own 
composites.   

The GIPS Guidance Statement on Error Cor-
rection states that firms must disclose in a 
compliant presentation any changes resulting 

(Continued from page 3) from a material error for at least 12 months 
following the correction of the presentation. 
Does this apply to prospective clients that we 
know have not received the erroneous presen-
tation? No. If you are providing a compliant presenta-
tion to a prospective client who has not previously 
received the presentation with a material error, then 
you may provide them with a (corrected) compliant 
presentation that does not have the error disclosure. 
The corrected presentation with the disclosure of the 
material error must be provided to all prospective 
clients and other parties that received the erroneous 
presentation.  However, if you are not able to deter-
mine who received the erroneous presentation, you 
must include the material error disclosure in the com-
pliant presentation for a minimum of 12 months fol-
lowing the correction of the presentation.  

 

Vincent Performance Services LLC provides GIPS 
consulting and verification services to investment 
managers of all sizes and complexity located through-
out the world.  We are committed to delivering un-
surpassed service based on a real understanding of 
the issues and a genuine enthusiasm for what we do.  
 
Additional information about our services and exper-
tise can be found at www.vincentperformance.com 
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Upcoming GIPS Workshops and European Conference 
On behalf of CFA Institute, we will be co-instructing 
an introductory GIPS workshop in New York, Lon-
don, and Phoenix. The workshop is suited for per-
formance professionals who are new to the GIPS 
standards, or those who wish have a thorough re-
fresher on complying with the GIPS standards. The 
December workshop in New York will also highlight 
the recently announced approved changes to the 
next version of the GIPS standards. Dates and loca-
tions are as follows: 

New York, December 2, 2009 
London, February 23, 2010 
Phoenix, March 11, 2010 

We will also be speaking at the 2010 European GIPS 
Standards Conference, which will be held in London 
on February 24-25, 2010. As the revised GIPS stan-
dards will have just been released, we expect the con-
ference will be very well attended. Information about 
all of these events is available on the GIPS standards 
website. 

http://www.gipsstandards.org/index.html
http://www.vincentperformance.com/index.html
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