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Q: The 2010 edition of the GIPS standards requires firms to document their
policies and procedures used in establishing and maintaining compliance
with the GIPS standards, including ensuring the existence and ownership of
client assets, and must apply them consistently. What qualifies as a
procedure that will ensure the existence and ownership of client assets?

A: Only actual, discretionary assets managed by the firm may be included in
composites. Performance that is based on model or hypothetical portfolios must not be
included in composites. Therefore firms must create and document policies and
procedures to ensure that the firm's composites and total firm assets properly reflect
only actual client assets managed by the firm. A firm'’s policies and procedures might
Include obtaining custodian statements, broker statements, and trade confirmations,
and performing timely reconciliations between the firm’s records and the custodian and
broker’s records. Certain investment types (e.q., limited partnership interests,
derivatives, real estate, and private eguity) may. require alternative documentation to
establish the ownership and existence of client assets, as custody and broker records
may._not exist.

Date Added: May 2010
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Firm D and Firm J, each with a similar European Fixed Income composite decide to
merge. The new merged firm, Firm DJ, will combine the management expertise and
resources from both firms in order to offer one European Fixed Income strategy. To show a
performance history for this collective composite, Firm DJ wants to combine the historical
performance of the two similar composites. Can these historical track records be blended
and shown in compliance with the GIPS standards?

No. Firm DJ cannot combine the history of the two pre-merger composites and show it as a
presentation in compliance with the GIPS standards. Firm DJ must determine whether one of the
historical composites can serve as the “surviving” composite. If there was a clear survivor, the surviving
composite’s history would be linked to the ongoing record of Firm DJ's new European Fixed Income
composite. The performance of the non-surviving composite must be made available upon request.

If there was no clear surviving strategy, the new European Fixed Income composite would not have any
performance history, as it represents a new strategy for the firm. The history of the styles at both Firm D
and Firm J can be shown separately as supplemental information.

For instance, if the management of the new composite is lead by the managers from Firm D and is
managed in a similar manner as was previously done at Firm D, Firm DJ would choose Firm D’s
performance history as the surviving record and its composite must be linked to the on-going record of
DJ's European Fixed Income composite.

If the management philosophy of the new composite represents a blending of the two previous
management styles, there is not a surviving composite. The new European Fixed Income composite
would not have any performance history; however, the track records of the composites at both Firm D
and Firm J can and should be shown to prospective clients as supplemental information.

Source: GIPS Handbook, 2nd Edition
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