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Since 1990, The Spaulding Group
has had an increasing presence
in the money management
industry. Unlike most consulting
firms that support a variety of
industries, our focus is on the
money management industry.

IS IT ACCEPTABLE TO NET SAME-DAY FLOWS?

Our involvement with the industry
isn’t limited to consulting. We’re
actively involved as members of
the CFA Institute (formerly AIMR),
the New York Society of Security
Analysts (NYSSA), and other
industry groups. Our president
and founder regularly speaks at
and/or chairs industry conferences
and is a frequent author and
source of information to various
industry publications.

Let’s say that you have an account that adds money at the start of the day, and then
withdrawals the same amount later that day; can the flows be netted? We’ll consider
three scenarios to discover the answer. For each the portfolio behaves in the exact same
fashion:

Our clients appreciate our
industry focus. We understand
their business, their needs, and
the opportunities to make them
more efficient and competitive.
For additional information about
The Spaulding Group and our
services, please visit our web site
or contact Chris Spaulding at
CSpaulding@SpauldingGrp.com

Earlier this month I blogged1 about this topic, but
only very briefly, as it requires a fair amount of
space to really give the subject justice.
If a client adds money to their account, and
immediately removes it, then netting makes
sense, does it not? But beyond that, some thought is required, as you will see.

•

From the first until the 14th there is no change (i.e., the return is 0.00%).

•

On the 15th the portfolio moves up 5%.

•

From the 16th to the end of the month, the portfolio’s value doesn’t change (and so
again, the return is 0.00%).
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Figure 1: No cash flows
Scenario #1
The account begins with $10,000. There are no cash flows.
As we can see from Figure 1, we earned $500 on the 15th, as a result of the 5% return.
And since the rest of the month had a zero percent return, the return for the full period is
5.00 percent. This can be validated by simply linking returns of 0.00%, 5.00%, and 0.00
percent. We’ll leave it to the reader to do this.
In this scenario, there are no cash flows to net. Our return, therefore, can also be achieved
by simply comparing our ending value ($10,500) with our beginning ($10,000) to see that
the return is 5.00 percent.

http://www.SpauldingGrp.com
1 See http://tinyurl.com/44zojhn.
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UPCOMING ARTICLES

If we net the flows what will our return be? Well, if there are no flows, then we have no
reason to worry about what happens on day 15, meaning we simply take the month’s
ending market value and compare it to the beginning. When we do this we find that our
return is 50%, as we can see from the following:
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In the second scenario (please refer to Figure 2), on the 15th the client adds $90,000 at
the start of the day. At the end of the day they withdraw this same amount.
Because the account had $100,000 at the beginning of the day when the 5% return occurs,
we see a gain of $5,000 on that day. The ending market value (after the withdrawal) is
$15,000.
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Hopefully you can see that this is an exaggeration, brought about by our failure to take the
flows into consideration. The 5% return was based on the large amount that was in the
account on the 15th; our decision to net makes it appear that the gain came from only
$10,000, which isn’t the case.
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Figure 2: $90,000 inflow and outflow
And so, we should not net the flows, but rather take them into consideration. And how
might we do this; can we simply calculate a return for day 15? Yes, we could, treating the
inflow as a start-of-day event, and the outflow as an end-of-day event, as follows:
n

R=

VE − VB − ∑ CFi
n

i =1

VB + ∑ Wi CFi

=

$15,000 − $10,000 − ( + $90,000 − $90,000)
= 5.00%
$10,000 + (10
. × $90,000 + 0.0 × ( −$90,000))

i =1

This is, of course, the Modified Dietz formula. If we were to net using this formula, our
denominator would treat the two flows as if they both occurred at the same time, which
results in:

R=

$15,000 − $10,000
= 50%
$10,000

which we know to be incorrect. This again affirms the need to avoid netting these flows.
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Scenario #3
Is it appropriate to always treat inflows as start-of-day events, and outflows as end-of-day
events? Not necessarily. Let’s consider the following (see Figure 3).

KEEP THOSE CARDS
& LETTERS COMING
We appreciate the occasional
e-mail we get regarding our
newsletter. Occasionally, we hear
positive feedback while at other
times, we hear opposition to what
we suggest. That’s fine. We can
take it. And more important, we
encourage the dialogue. We see
this newsletter as one way to
communicate ideas and want to
hear your thoughts.
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Figure 3: $9,000 outflow and inflow
Here we again begin with $10,000, but at the start of the 15th the client directs us to
transfer out $9,000, leaving $1,000. And so, with a market value of $1,000 and a return of
5% we gain $50. At the end of the day the client turns around and redeposits $9,000.
If we weight the flows on the 15th as we did in scenario #2 (inflows at the start, outflows
at the end) our return would be as follows:

R=

$10,050 − $10,000 − ( − $9,000 + $9,000)
= 0.26%
$10,000 + (10
. × $9,000 + 0.00 × −$9,000))

In this case, our return is understated because the $50 is based on a larger starting value
($19,000) than is actually present at the start of the month.
We know that the outflow took place at the start of the day, and that the inflow occurred at
the end of the day. If we adjust our weights accordingly, we obtain the following:

R=

$10,050 − $10,000 − ( − $9,000 + $9,000)
= 5.00%
$10,000 + (10
. × ( −$9,000) + 0.0 × $9,000)

This affirms the need to be sensitive to what is occurring. To have a “default” as suggested
(inflows at the start; outflows at the end), most returns should be fine. However, there are
times when adjustments are needed.
You might ask, “does this create a problem with the GIPS® (Global Investment Performance
Standards), as it introduces inconsistency into our methodology? No! You are being
consistent in that you are being sensitive to the actual timing. The fact that at times you may
alter your default only reflects this sensitivity.
If, however, you had a routine which pre-tested the weightings and always chose the one
that yielded the higher return, we’d have a problem. And while an argument could be made
that you’re being consistent (i.e., always taking the higher return), clearly this method
would be problematic, and one to avoid and not even consider.
Firms that encounter cash flows (and who doesn’t?) need a policy. And most firms adopt a
default. But regardless of what that default policy is, you should be prepared to adjust, when
necessary. And on those days when a client both adds and removes money, before deciding
to net, take a look at the timing and the impact of the flows.
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THE SPAULDING GROUP’S 2011 INVESTMENT PERFORMANCE MEASUREMENT CALENDAR OF EVENTS
DATE

EVENT

LOCATION

September 13-14, 2011

Fundamentals of Performance Measurement Training

San Francisco, CA (USA)

September 15-16, 2011

Performance Measurement Attribution Training

San Francisco, CA (USA)

October 11-12, 2011

Fundamentals of Performance Measurement Training

Chicago, IL (USA)

October 13-14, 2011

Performance Measurement Attribution Training

Chicago, IL (USA)

November 14-18, 2011

Attribution Webinar Week

Online Webinar

December 6-7, 2011

Fundamentals of Performance Measurement Training

New Brunswick, NJ (USA)

December 8-9, 2011

Performance Measurement Attribution Training

New Brunswick, NJ (USA)

For additional information on any of our 2011 events, please contact Christopher Spaulding at 732-873-5700

Save the Dates!
THE SPAULDING GROUP

ATTRIBUTION
WEEK
An Online Conference
Learning Event

November 14-18, 2011

Simpson, Spaulding, Menchero, Campisi & Elliott
To learn more about Attribution Week, email
PFowler@SpauldingGrp.com or call 732.873.5700
Registration link:

PERFORMANCEJOBS.COM

Visit PerformanceJobs.com and you’ll see that we have several
jobs posted. We’re very excited with the initial interest this
venture has caused and look forward to it becoming the major
resource for individuals seeking employment as well as firms
looking to hire. If you know of someone who is looking for a
career in investment performance, please direct them to our
site and encourage them to submit their resume today.

PERFORMANCEJOBS.COM
ATTRIBUTION SURVEY

The Spaulding Group is currently conducting its 4th survey
on performance attribution. We invite you to participate by
visiting our website (www.SpauldingGrp.com) and clicking
on the survey button.

http://spgshop.com/attributionweek-aweeklongwebconferenceseriesdedicatedtoperformanceattribution.aspx
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TRAINING…

FUNDAMENTALS OF PERFORMANCE MEASUREMENT

Gain the Critical

A unique introduction to Performance Measurement specially designed for
those individuals who require a solid grounding in all aspects of performance
measurement. The Spaulding Group, Inc. invites you to attend Fundamentals of
Performance Measurement on these dates:

Knowledge Needed

September 13-14, 2011 – San Francisco, CA
October 11-12, 2011 – Chicago, IL

for Performance

15 CPE & 12 PD Credits upon course completion

Measurement

December 6-7, 2011 – New Brunswick, NJ

The Spaulding Group is registered with CFA Institute as an Approved Provider of professional
development programs. This program is eligible for 12 PD credit hours as granted by CFA Institute.

PERFORMANCE MEASUREMENT ATTRIBUTION

and Performance

Two full days devoted to this increasingly important topic. The Spaulding Group,
Inc. invites you to attend Performance Measurement Attribution on these dates:

Attribution

September 15-16, 2011 – San Francisco, CA
October 13-14, 2011 – Chicago, IL

December 8-9, 2011 – New Brunswick, NJ

15 CPE & 12 PD Credits upon course completion

TO REGISTER:
Phone: 1-732-873-5700
Fax: 1-732-873-3997
E-mail: info@SpauldingGrp.com

The Spaulding Group, Inc. is
registered with the National
Association of State Boards
of Accountancy (NASBA)
as a sponsor of continuing
professional education on
the National Registry of CPE
Sponsors. State boards of
accountancy have final
authority on the acceptance
of individual courses for CPE
credit. Complaints regarding
registered sponsors may be
addressed to the National
Registry of CPE Sponsors,
150 Fourth Avenue North, Suite
700, Nashville, TN 37219-2417.
www.nasba.org

The Spaulding Group is registered with CFA Institute as an Approved Provider of professional
development programs. This program is eligible for 12 PD credit hours as granted by CFA Institute.

IN-HOUSE TRAINING
The Spaulding Group has offered in-house training to our clients since 1995. Beginning in
1998, we formalized our training, first with our Introduction to Performance Measurement
class and later with our Performance Measurement Attribution class. We now also offer
training for the CIPM program. To date, close to 3,000 individuals have participated in our
training programs, with numbers increasing monthly.
We were quite pleased when so many firms asked us to continue to provide in-house training.
This saves our clients the cost of transporting their staff to our training location and limits
their time away from the office. With the discounted tuition for in-house training, it saves them
even more! We can teach the same class we conduct to the general market, or we can develop
a class that’s suited specifically to meet your needs.
The two-day introductory class is based on David Spaulding’s book, Measuring Investment
Performance (McGraw-Hill, 1997). The attribution class draws from David’s second
book Investment Performance Attribution (McGraw-Hill, 2003).
UPDATED CIPM Principles and Expert Flash cards are now available on our web store.
Please visit www.SpgShop.com today to order your set.
Our performance experts have created a study aid which can’t be beat: flash cards! These handy
cards will help you and your associates prepare for the upcoming CIPM Principles Exam.
Unlike a computer-based study aid, you can take them anywhere to help you test your knowledge.
Benefits of Flash Cards:
• Work at your own pace
• Immediate feedback
• Strengthen and reinforce core CIPM principles
These cards are a must have for anyone preparing to take
the CIPM Exams.

