Global Investment Performance Standards (GIPS)
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A firm must be defined as an investment firm, subsidiary, or division held out to clients
or potential clients as a distinct business entity (11.0.A.2). The way in which the
investment management organization is held out to the public is a key factor in
defining the firm.
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A firm must use the exact wording of the following compliance statement: “XYZ firm has
prepared and presented this report in compliance with the GIPS. No exceptions to the
standards are permitted: the firm cannot represent that it is in compliance with the
GIPS standards “except for” anything.
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Time weighted rates of return that adjust for external cash flows must be used (11.2.A.2).
For periods beginning 1 January 2005, firms must approximate rates of return that
adjust for daily-weighted external cash flows, and for periods beginning 1 January 2010
firms must value portfolios on the date of all large external cash flows.

Examples of acceptable “approximate” approaches are the Modified Dietz method and
the Modified Internal Rate of Return (Modified IRR) method, both of which weight each
cash flow by the proportion of the measurement period it is held in the portfolio.

Formula for estimating the time-weighted rate of return using the Modified Dietz
method:

) MV, -MV, -CF
ModDietz MVO + Z (CFI % Wi)

{rEr(Composite)Ff T} » & W Ea YIpuARRr > £ = Bk P

Composite returns must be calculated by asset-weighting the individual portfolio returns
using beginning-of-period values or a method that reflects both beginning-of-period
values and external cash flows (11.2.A.3)
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All actual, fee-paying discretionary portfolios must be included in at least one composite.
Although non-fee-paying discretionary portfolios may be included in a composite (with
appropriate disclosures), non-discretionary portfolios are not permitted to be included in
a firm’s composites (I11.3.A.1). A portfolio is discretionary if the manager is able to
implement the intended investment strategy.
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carve-out segments excluding cash are not permitted to be used to represent

a discretionary portfolio and, as such, are not permitted to be included in composite
returns. When a single asset class is carved out of a multiple asset class portfolio and the
returns are presented as part of a single asset composite, cash must be allocated to the
carve-out returns in a timely and consistent manner. (11.3.A.7)

Returns from cash and cash equivalents held in portfolios must be included in total
return calculations. (11.2.A.4)

If the carved-out segment is not managed with its own cash, the IPC’s Guidance
Statement on the Treatment of Carve-Outs describes two acceptable allocation
methods:

Beginning of period method: the cash allocation percentage for each portfolio segment is
identified at the beginning of the measurement period

Strategic asset allocation method: the allocation is based upon the target strategic asset
mix.
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Returns must be clearly labeled as gross-of-fees or net-of-fees (11.4.A.6)

When presenting gross-of-fees returns, firms must disclose if any other fees are deducted
in addition to the direct trading expenses (I1.4.A.15)

When presenting net-of-fees returns, firms must disclose if any other fees are deducted
in addition to investment management fee and direct trading expenses (11.4.A.16)

Firms must disclose the fee schedule appropriate to the presentation (11.4.A.12)
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Firms must disclose the presence, use and extent of leverage or derivatives. The



disclosure must include a description of the use, frequency, and characteristics of the
instruments sufficient to identify risks (11.4.A.5)
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Firms must disclose if the presentation conforms with local laws and regulations that
differ from the requirements of the GIPS standards. The manner in which the local laws
and regulations conflict with the Standards must also be disclosed (11.4.A.9)
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For any performance presented for periods prior to 1 January 2000 that does not comply
with the GIPS standards, firms must disclose the period and the nature of
non-compliance (11.4.A.10)
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The Standards require that at least five years of GIPS-compliant performance must be
shown (less if the firm or composite has been in existence for a shorter period), and that
the GIPS-compliant performance record must then be extended each year until ten
years’ results have been presented.(11.5.A.1.a)

The core elements of a GIPS-compliant performance presentation additionally include
annual returns for all years. (11.5.A.1.b)
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The total return for the benchmark(s) reflecting the investment strategy or mandate
presentation by the composite must be presented for each annual period------ If a custom
benchmark or combination of multiple benchmarks is used, the firm must describe the
benchmark creation and re-balancing process (I11.5.A.6)
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