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WHAT YOU NEED TO KNOW



Overview

• “Major” and not-so-major changes for asset managers

• Key proposed changes that didn’t make it into GIPS 2020

• Looking ahead: Steps and deadline for firms’ compliance and early adoption

• Questions & Answers
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Will we cover all of the changes?

• No.

• There’s simply too much to cover in a single session like this.

• We’ll review the “major” changes, along with many of the minor

• And, of course, we will try to answer any questions you may
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A NEW STRUCTURE
Rather than having a single document for 
the Standards, they’ve been trifurcated into 
individual chapters:
• “Firm” (essentially asset managers)
• Asset Owners
• Verifiers
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THE ABILITY 
TO ALLOCATE 
CASH FOR 
CARVE-OUTS
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First, what are “carve-outs”?

A carve-out is the segregation of components 
of a portfolio into one or more composites. 

For example, taking the fixed income securities 
from a balanced portfolio and putting them into 
a fixed income composite.
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Ability to allocate cash

• With the 2010 version, firms had to manage 
the cash separately

• With the 2020 version, firms are able to 
allocate the cash, as they could under the 
pre-2010 version of GIPS (and the old AIMR-
PPS®)
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Three important points
• Returns must include cash. 
• The carved-out segment must be representative of the 

composite it goes into. 
• The firm cannot “pick and choose” which portfolios to 

carve out. 
• I.e., If it elects to carve out from a certain type of 

balanced portfolio, we would expect all portfolios to 
participate.
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Removal of a Q&A

• An existing Q&A, that mandates that firms that 
use carve-outs still include the entire portfolio into 
a composite, even if the entire underlying 
components have been assigned to one or more 
composite, is being removed going forward. 

• This means that firms that use carve-outs can 
avoid placing the entire portfolio into a composite, 
unless it is deemed appropriate to do so.

Copyright © The Spaulding Group, Inc. 2019 1010



Historical / Retroactive Adoption

• Firms that wish to employ carve-outs will be 
permitted to do so on a retroactive basis. 

• This will be quite appealing to many, who 
will want to take advantage of this option for 
their historical performance.
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Additional Requirements

If the firm has or obtains standalone 
portfolios [i.e., portfolios that were not 
derived from carve-outs] managed in the 
same strategy as the carve-outs, the firm 
must create a separate composite for the 
standalone portfolios
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Additional Requirements
If a firm provides a prospect with a composite that consists 
of carve-outs with allocated cash, the composite 
presentation must include, from the composite of 
standalone portfolios:
• the composite returns for each annual period for which the 

composite of standalone portfolios exists
• the composite assets as of each annual period end for which the 

composite of standalone portfolios exists

This must be included in the GIPS composite report of the 
composite that includes carve-outs with allocated cash
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Additional Requirements
In addition, if the firm uses carve-outs with allocated cash, 
they must: 
• indicate carve-out in the composite’s name
• indicate that the composite includes carve-outs with allocated cash
• disclose the policy used to allocate the cash to the carve-outs
• disclose that the GIPS composite report for the composite of 

standalone portfolios is available upon request [if applicable]

As is currently required, firms must also disclose the % of 
the composite assets that come from carve-outs.
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Cash Allocation Disclosure Requirement

If the carve-out presentations are being used to a prospect 
for a multi-asset strategy portfolio, then the fee schedule 
needs to reflect the fees for a multi-asset strategy portfolio 
managed according to that strategy. Our take:
• You carve-out the equity and fixed income parts of a balanced 

composite to create two carve-out composites
• You now are making a presentation to a prospect who will have a 

balanced strategy
• You’ll need to reflect what the fees will be for this multi-asset 

strategy
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Estimated Transaction Costs
• Gross-of-fee returns must be calculated net of transaction 

costs, while net-of-fee returns must be net of both advisory 
fees and transaction costs. The 2010 version of the 
Standards requires firms to use only actual transaction 
costs. 

• The 2020 version allows compliant firms to use estimated 
transaction costs.

• Note: you cannot use estimated transaction costs for 
accounts where the costs are known.

Copyright © The Spaulding Group, Inc. 2019 1616



Estimated Transaction Costs
• When planning to estimate transaction costs, you must 

address:
• What will the actual estimated transaction costs be?
• How will you implement it.

• Our February 2019 newsletter provides a method to 
implement.

• And, an upcoming JPM article goes into some detail on this
• Our “Ultimate Guide III” on the 2020 version will also provide 

details
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Extension of money-weighted returns

Firms will be able to use money-weighted instead of 
time-weighted if the manager controls the external 
cash flows and meets one of the following 
characteristics:

• Closed-end
• Fixed life
• Fixed commitment
• Illiquid investments as a significant part of the investment 

strategy
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Big changes for pooled funds!
• Firms that created composites that hold only 

one or more pooled funds may be terminated, if 
the strategy of those composites is not offered 
as a segregated account.

• This applies to both “limited distribution pooled 
funds” (LDPFs) and “broad distributed pooled 
funds” (BDPFs)
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Definitions
• Broad Distribution Pooled Fund (BDPF): A 

regulated pooled fund under a framework that 
permits the general public to purchase or hold 
the fund’s shares and is not exclusively offered 
in one-on-one presentations

• Limited Distribution Pooled Fund (LDPF): Any 
pooled fund that is not a broad distribution 
pooled fund
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Broad Distribution Pooled Funds
• Firms may provide a GIPS pooled fund report or a GIPS 

composite report that includes the broad distribution 
pooled fund to broad distribution pooled fund 
prospective investors, but is not required to do so.

• If the BDPF falls under regulatory advertising 
requirements, those rules are to be followed. Otherwise, 
the Standards provides certain requirements to advertise 
BDPFs. 
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Broad Distribution Pooled Funds
• The key point here is that firms that have many BDPFs in 

strategies that are never offered to separate accounts 
can discontinue the composites.

• And, for firms that have held off on complying because 
of the perceived onerous task to create dozens or 
hundreds of composites can adopt the Standards and 
not have to create the composites (except in cases 
where the strategy is offered to separate accounts).
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Limited Distribution Pooled Funds
• Firms must make every reasonable effort to 

provide a GIPS report (either a GIPS Composite 
Report or a GIPS Pooled Fund Report) to all 
limited distribution pooled fund prospective 
investors when they initially become 
prospective investors.
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GIPS Pooled Fund Report for LDPFs
• Firms with LDPFs are not required to provide a 

GIPS Pooled Fund Rport for LDPFs if it is in a 
composite. Thus, the firm may provide the 
associated composite report or a GIPS Pooled 
Fund Report. 

• Firms with LDPFs will not be required to create 
GIPS Pooled Fund Reports for individual LDPFs. 
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Pooled Fund Lists (LD & BD)

Firms must maintain:
• A complete list of pooled fund descriptions for 

LDPFs. The firm is not required to include 
terminated LDPFs on this list.

• A complete list of BDPFs. The firm is also not 
required to include terminated BDPFs on this 
list.
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Portability Rule Changes
• Portability rules have been both ambiguous and 

controversial over the past 2+ decades

• As a result of a merger, acquisition, lift-out, if the “rules 
of portability” apply, firms will now have a choice
whether to “port” the history across from the old to the 
new firm

• In addition, a new criteria has been added: that there be 
no gap in performance from the old to the new firm
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Asset Owners can now have a single firm to 
represent both their “asset owner” and 

“asset manager” composites
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Not so big changes
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Changes in the 
wording!
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If the firm has been verified or composite 
examined:

“[Insert name of firm] claims compliance with the Global 
Investment Performance Standards (GIPS®) and has 
prepared and presented this report in compliance with the 
GIPS standards. [Insert name of firm] has been 
independently verified for the periods [insert dates]. The 
verification report(s) is/are available upon request.”

No change here …
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If the firm has been verified:

“A firm that claims compliance with the GIPS standards must establish 
policies and procedures for complying with all the applicable 
requirements of the GIPS standards. Verification provides assurance on 
whether the firm’s policies and procedures related to composite and 
pooled fund maintenance, as well as the calculation, presentation, and 
distribution of performance, have been designed in compliance with the 
GIPS standards and have been implemented on a firm-wide basis. 
Verification does not provide assurance on the accuracy of any specific 
performance report.”
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If the composite has been examined:

“A firm that claims compliance with the GIPS standards must establish 
policies and procedures for complying with all the applicable 
requirements of the GIPS standards. Verification provides assurance on 
whether the firm’s policies and procedures related to composite and 
pooled fund maintenance, as well as the calculation, presentation, and 
distribution of performance, have been designed in compliance with the 
GIPS standards and have been implemented on a firm-wide basis. The 
[insert name of composite] has had a performance examination for the 
periods [insert dates]. The verification and performance examination 
reports are available upon request.”
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MARKETED vs. NON-
MARKETED
COMPOSITES
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MARKETED vs. NON-MARKETED COMPOSITES

• Some confusion over the years as to whether firms 
needed composites and presentations for “non-
marketed” composites

• The 2020 version sets the record straight!
• “The firm must create composites for the firm’s 

strategies that are managed for or offered as a 
segregated account.”

• And, therefore able to provide presentations in a timely 
fashion
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Some new flexibility in terms of moving 
accounts to/from composites

• As long as the manager has been given the authority 
(written) to change the portfolio’s direction (strategy, 
objective, mandate, etc.), they can switch composites 
w/o obtaining written instructions to do so.

• This will have appeal to private wealth managers, where 
such capabilities are often included in investment 
agreements
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12 MONTHS

Copyright © The Spaulding Group, Inc. 2019 3636



Hedge funds & 
side pockets
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Hedge funds & side pockets
• Returns w/o side pockets no longer 

required; only returns w/side pockets
• In addition, there’s a slight change in 

wording: “discretionary side pockets”
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Subscription lines of credit

• Many private equity managers obtain lines of credit, 
based on committed capital

• As a result, the IRRs may be inflated
• Compliant firms must report returns both with and 

without the effect of the lines of credit
• Not required to report w/o the LOC if has both these 

characteristics are met:
• Principal repaid within 120 days using committed cap’l draw 

down through capital call 
• No principal was used to fund distributions
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Reporting advisory assets
• Firms will be permitted to report the amount of 

assets under advisement, as well as firm assets 
and, if they wish, “firm and advisory assets”

• This is especially important given the significant 
increase in UMA (Unified Management 
Accounts) business that we have seen over the 
past few years
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Material Errors: a new requirement!

• Firms will be required to provide their verifier 
with corrected materials.

• In addition, if the correction covers a period(s) 
that was (were) handled by a different verifier, 
then that verifier must be sent the corrected 
materials.
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Distribution of GIPS reports

• Firms will be required to “be able to demonstrate how it 
made every reasonable effort to provide” the 
appropriate GIPS composite reports and/or pooled fund 
reports to prospects. 

• This will be something verifiers will review.
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Where’s the GIPS report?
If the GIPS materials are included in the firm’s 
marketing materials or “pitch books,” they will be 
required to indicate that the materials are 
included.
• Perhaps in a Table of Contents
• Or in a cover letter
• Or, with tabs
• Or, ???
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Verifier independence

• Firms must gain an understanding of the 
verifier’s policies for maintaining independence 
and must consider the verifier’s assessment of 
independence

• This means verifiers will have to make 
available:

• Their policies for maintaining independence
• Their assessment of independence to their clients.
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Benchmarks
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Secondary Benchmarks
• Firms that employ “primary” and “secondary” 

(or even more) benchmarks will be have to 
report “all required information for all 
benchmarks.”

• E.g., the 36-month ex post annualized standard 
deviation!
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Changing Benchmarks
• Under the 2010 edition, firms must disclose the 

date, description and reason for the change
• Under 2020, no longer need to report the 

reason
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Custom / Blended Benchmarks
• If use a custom or blended b/m, must disclose 

the calculation methodology and clearly label 
the benchmark as being custom
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Portfolio-Weighted Benchmarks
If use, firm must disclose:
• That the benchmark is rebalanced using the weighted average 

returns of the benchmarks of all the portfolios included in the 
composite

• The frequency of rebalancing
• The components and their weights, as of the most recent annual 

period end
• That the components and weights of each component are 

available for prior periods upon request.
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Clarity on large external cash flows
• Must revalue for large external flows only if use a 

monthly, day-weighted method. 
• If use daily, then the firm does not have to revalue, since 

they’re revaluing for all flows.
• Question: can the firm revalue when the external flow is 

not large?
• The 2020 version clarifies this:

• No!
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Model fees
A new requirement:

• Model fees used in net-of-fee returns cannot be 
lower than the actual fees

• The wording is: “the returns calculated must be 
equal to or lower than those that would have 
been calculated using the actual management 
fees.”
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The fees charged for carve-outs “must be 
representative of the investment management

fees charged or that would be charged to the 
prospective client.”
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In addition to indicating if net-of-fee performance 
includes performance-based fees

must also indicate if it’s net of carried interest!
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If model fees are used and the firm is not 
disclosing gross-of-fee returns, then

the model fee that was used to calculate the 
net-of-fee returns must be disclosed!
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The firm now has to disclose which fees and 
expenses, other than management fees,

(e.g., research costs) are separately charged by 
the firm to clients, if material. 
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A slight change regarding currency
• “The firm must disclose or otherwise indicate the 

reporting currency.”

• This presumably means that to show USD or £ or 
€ or US$ or similar notation, rather than 
specifying the currency, will be permitted. 

• This is a bit of simplification.
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Sunset provisions
• The Standards have been modified to 

allow firms to discontinue reporting if it is 
no longer deemed relevant to interpret the 
track record.

• E.g., “significant events.”
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36-month 
standard 
deviation 

disclosure

For composites with at least three 
annual periods of performance, the 
firm must
disclose if the three-year 
annualized ex post standard 
deviation of the composite
and/or benchmark is not presented 
because 36 monthly returns are 
not available.
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terminology changes
• “composite presentations” replaced by “GIPS 

composite reports”
• [there are also now GIPS pooled fund reports”]
• “linking” now only means “mathematical” [no 

longer “presentation”]
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• “Trademark disclosure”: must now include the 
following in presentations: 

• “GIPS® is a registered trademark of CFA Institute. CFA 
Institute does not endorse or promote this 
organization, nor does it warrant the accuracy or 
quality of the content contained herein.”

• Composite inception date now required (in addition to 
creation date)

• Say goodbye to “% of firm assets.” Must show “firm 
assets” w/the 2020 version!
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• If the firm uses estimated transaction costs, they must 
disclose:

• That they were used
• The estimated transaction costs used, and how they were 

determined

• If the firm has opted not to report # of portfolios or 
internal dispersion because there are < 5 portfolios in 
the composite:

• Must disclose the measure is not applicable or similar 
language (i.e., can’t just leave it blank)
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• For risk measures (e.g., 36-month standard 
deviation), we recommend using gross-of-
fee, though net-of-fee is allowed. Now,
• Will be required to disclose which return 

was used.
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Looking ahead!
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Effective Date

• The “effective date” for the 2020 edition is 1 January 
2020. 

• However, firms are not required to adopt the changes 
until they begin to report their 31 December 2020 
information (most likely in 1Q2021)
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Important point!

• Regardless of whether firms “early adopt” or adopt after 
the effective date, they technically cannot “pick-and-
choose” what they wish to adopt

• That said, firms can adopt certain things without full 
adoption.

• A simple “rule of thumb”: if it’s not permitted in the 2010 
version, then you cannot adopt unless you fully adopt

• Please see our recent newsletter
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Read, reflect, research
• It probably makes sense for you to become more 

acquainted w/these changes
• We will come out with the 3rd edition of the Ultimate 

Guide shortly; this will help
• Review what we present today
• You’ll want to decide which of these new requirements 

apply to you
• And, where there are options, how you want to address 

them

Copyright © The Spaulding Group, Inc. 2019 6868



Copyright © The Spaulding Group, Inc. 2019 69

Begin to develop your “2020 GIPS 
Implementation Plan”

• What changes will affect you?
• Your P&P
• Your GIPS Composite Report

• What are you expecting to be addressed by your vendor?
• Speak with your vendor about their plans

• What changes will you adopt prior to “full adoption”?
• Develop an implementation schedule
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