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INTRODUCTION

The Explanation of the Provisions in Section 31 provides interpretation of each provision
contained in Section 31: Fundamentals of Compliance. Fiduciary Management Providers that
choose to comply with the Global Investment Performance Standards (GIPS®) for Fiduciary
Management Providers to UK Pension Schemes (GIPS standards for FMPs) must comply with all
applicable requirements of the GIPS standards for FMPs, including any interpretive guidance pub-
lished by CFA Institute and the GIPS standards for FMPs governing bodies.

The Fundamentals of Compliance section includes several core principles that create the foun-
dation for the GIPS standards for FMPs, including properly defining the Fiduciary Management
Provider, providing GIPS Composite Reports to all prospective clients, adhering to applicable laws
and regulations, and ensuring that information presented is not false or misleading.

Each provision appears in a grey text box. Some words in the provisions are in small capital let-
ters, which indicates defined terms that can be found in the GIPS Standards Glossary. Following
each provision is a discussion that provides interpretive guidance to help readers understand
the provision.
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31. FUNDAMENTALS OF COMPLIANCE

31.A. Fundamentals of Compliance—Requirements

Provision 31.A.1

The GIPS standards for Fiduciary Management Providers to UK Pension Schemes (GIPS
standards for FMPs) MUSsT be applied on a FIDUCIARY MANAGEMENT PROVIDER—Wwide basis
to those organizations that are subject to Part 6 of the Competition and Markets Authority
Order. Compliance MUST be met on a FIDUCIARY MANAGEMENT PROVIDER—wide basis and
cannot be met on a COMPOSITE or SCHEME basis.

Discussion

The GIPS standards for FMPs provide an ethical framework for calculating and presenting a
Fiduciary Management Provider’s investment performance history. The definition of the Fiduciary
Management Provider is the foundation for Fiduciary Management Provider—wide compliance
and creates defined boundaries for determining the total Fiduciary Management Provider assets.
Only Fiduciary Management Providers that are subject to Part 6 of the Competition and Markets
Authority Order and manage actual assets for UK pension schemes may claim compliance with
the GIPS standards for FMPs.

To claim compliance, a Fiduciary Management Provider must comply with all the applicable
requirements of the GIPS standards for FMPs. Compliance cannot be met on a composite or
scheme basis; it can be met only on a Fiduciary Management Provider—wide basis.

There is no requirement that the definition of the Fiduciary Management Provider, for the pur-
pose of complying with the GIPS standards for FMPs, be the same as the legal entity. For example,
if the legal entity also manages pension schemes outside of the United Kingdom, the Fiduciary
Management Provider definition would include only UK pension schemes. There is no need for a
separate legal entity to be created to accommodate this definition.

Provision 31.A.2

The FIDUCIARY MANAGEMENT PROVIDER MUST be defined to include all clients for which it
acts as a FIDUCIARY MANAGEMENT PROVIDER.

www.cfainstitute.org © 2020 CFA Institute. All rights reserved. | 1


www.cfainstitute.org
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/812046/Order_investment_consultants.pdf

Global Investment Performance Standards (GIPS®) for FMPs to UK Pension Schemes: Explanation of the Provisions in Section 31

Discussion

It is the Fiduciary Management Provider’s responsibility to ensure that the definition of the
Fiduciary Management Provider is appropriate, rational, and fair. The definition of the Fiduciary
Management Provider must include all UK pension schemes managed that are subject to Part 6

of the Competition Markets Authority Investigation Order (the Order). Equally important, the
Fiduciary Management Provider definition must exclude any pension schemes that are not subject
to the Order.

Generally, a Fiduciary Management Provider provides or offers the service of making investment
decisions on behalf of the Pension Scheme Trustees on an ongoing basis, with respect to all or
some of the pension scheme’s assets, for 100% of the full fiduciary management client assets.
These actions are granted via written authority and discretion delegated by the Pension Scheme
Trustees. There is no requirement that the definition of the Fiduciary Management Provider be
the same as the legal entity.

Provision 31.A.3

To initially claim compliance with the GIPS standards for FMPs, the FIDUCIARY
MANAGEMENT PROVIDER MUST attain compliance for a minimum of five years or for
the period since the FIDUCIARY MANAGEMENT PROVIDER inception if the FIDUCIARY
MANAGEMENT PROVIDER has been in existence for less than five years.

Discussion

A Fiduciary Management Provider cannot initially claim compliance with the GIPS standards for
FMPs until it meets the applicable requirements of the GIPS standards for FMPs for at least a five-
year period, or since inception if the Fiduciary Management Provider has been in existence for
less than five years. Being in compliance for a minimum five-year period, or since inception if less
than five years, means that for this period, the Fiduciary Management Provider has complied with
all applicable requirements of the GIPS standards for FMPs, including any interpretive guidance
published by CFA Institute and the GIPS standards governing bodies.

Assuming a Fiduciary Management Provider initially attains compliance for the minimum five-year
period, it is required to present either five years of GIPS-compliant performance that complies with
the GIPS standards for FMPs or performance since inception of the composite if it has been in exis-
tence less than five years. The ability to present five years of GIPS-compliant performance does not
automatically mean, however, that the Fiduciary Management Provider can claim compliance with the
GIPS standards for FMPs. The Fiduciary Management Provider must fulfill all of the requirements of
the GIPS standards for FMPs for at least the initial five-year period or since inception if the Fiduciary
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31. Fundamentals of Compliance

Management Provider has been in existence for less than five years, not simply the requirements
relating to the presentation of performance in a GIPS Composite Report. If a Fiduciary Management
Provider initially claims compliance for a longer period than 5 years, the Fiduciary Management
Provider must present a track record for the entire period for which it claims compliance, or for at least
10 years if the Fiduciary Management Provider claims compliance for a period longer than 10 years.

Once a Fiduciary Management Provider has claimed compliance for a 5-year period, or since
inception of the Fiduciary Management Provider if the Fiduciary Management Provider has
existed less than 5 years, the Fiduciary Management Provider must include in GIPS Composite
Reports an additional year of performance each year, building up to a minimum of 10 years of
compliant performance. Although a Fiduciary Management Provider is required to present

only 10 years of performance in a GIPS Composite Report, it is recommended that Fiduciary
Management Providers present more than 10 years of performance in a GIPS Composite Report.

Examples of time periods required to be presented when first claiming
compliance with the GIPS standards for FMPs:

Example 1:

A Fiduciary Management Provider has been in existence since 1 January 2011 and wishes to claim
compliance starting with GIPS Composite Reports for periods ending 31 December 2019. The
Fiduciary Management Provider decides to attain compliance for the minimum five-year period.

The Fiduciary Management Provider must comply with all applicable requirements of the GIPS
standards for FMPs on a Fiduciary Management Provider—wide basis for an initial five-year
period—in this case, from 1 January 2015 through 31 December 2019. The Fiduciary Management
Provider must prepare GIPS Composite Reports that include five years of GIPS-compliant per-
formance in its first GIPS Composite Reports for all composites that have a track record of at
least five years. For all composites that have a track record of less than five years, the Fiduciary
Management Provider must present a since-inception track record. The Fiduciary Management
Provider must then continue to add one year of additional performance to its GIPS Composite
Reports each year, building to a minimum of 10 years of GIPS-compliant performance for each
composite—in this case, 1 January 2015 through 31 December 2024.

Example 2:

A Fiduciary Management Provider has been in existence since 2003 and wishes to claim
compliance starting in 2020. For various reasons, the Fiduciary Management Provider can create a
GIPS-compliant track record only for the period 1 January 2017 through 31 December 2019.

The Fiduciary Management Provider may not claim compliance with the GIPS standards for FMPs
until it can present five years of compliant performance. In this case, the Fiduciary Management
Provider must wait two more years and add compliant returns for 2020 and 2021 before it can
claim compliance with the GIPS standards for FMPs.
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Example 3:

A Fiduciary Management Provider has been in existence for two years and has two years
of performance through 31 December 2019.

If a Fiduciary Management Provider has been in existence for less than five years, the Fiduciary
Management Provider may claim compliance for the period since the Fiduciary Management
Provider’s inception. The Fiduciary Management Provider must present performance since the
composite inception date and then build to a minimum of 10 years of GIPS-compliant performance.
In this case, the Fiduciary Management Provider may clam compliance with the GIPS standards for
FMPs with 2 years of GIPS-compliant performance (2018 and 2019) and add an additional year each
year until it reaches a minimum of 10 years of compliant performance. A Fiduciary Management
Provider is not required to present a track record longer than 10 years but is recommended to do so.

Example 4:

A Fiduciary Management Provider has been in existence for less than one year and has no annual
composite performance to report.

The Fiduciary Management Provider may claim compliance with the GIPS standards for FMPs as
soon as it meets all of the applicable requirements of the GIPS standards for FMPs and has perfor-
mance to report. If the Fiduciary Management Provider is less than 12 months old, it is permitted
to present since-inception performance in GIPS Composite Reports and claim compliance with
the GIPS standards for FMPs.

Returns for periods of less than one year must not be annualized.

Example 5:
A new Fiduciary Management Provider that does not yet manage UK pension scheme assets.

The Fiduciary Management Provider must notify prospective clients that it does not yet manage
assets to one of the mandatory composite structures and therefore is not able to claim compliance
with the GIPS standards for FMPs. The Fiduciary Management Provider may state that it has estab-
lished policies and procedures to comply with the GIPS standards for FMPs once it has performance
of assets managed for full fiduciary management clients (as specified by the Order) to report.

Provision 31.A.4

The FIDUCIARY MANAGEMENT PROVIDER MUST comply with all applicable REQUIREMENTS
of the GIPS standards for FMPs, including any interpretive guidance published by CFA
Institute and the GIPS standards for FMPs governing bodies.
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Discussion

The GIPS standards for FMPs are ethical standards for investment performance presentation to
ensure fair representation and full disclosure of a Fiduciary Management Provider’s performance.
Fiduciary Management Providers must comply with all the requirements of the GIPS standards
for FMPs that apply to the Fiduciary Management Provider, including requirements found within
the provisions of the GIPS standards for FMPs as well as any guidance published by CFA Institute
and the GIPS standards for FMPs governing bodies. Fiduciary Management Providers must also
comply with all updates and clarifications published by these entities. This requirement is limited
to guidance that relates specifically to GIPS standards for FMPs. Fiduciary Management Providers
must review all of the provisions and other requirements of the GIPS standards for FMPs to
determine each requirement’s applicability.

The GIPS standards for FMPs must be applied with the objectives of fair representation and full
disclosure of investment performance. Meeting the objectives of fair representation and full dis-
closure will likely require compliance with more than the minimum requirements of the GIPS
standards for FMPs. If a Fiduciary Management Provider applies the GIPS standards for FMPs in
a performance situation that is not addressed specifically by the GIPS standards for FMPs or is
open to interpretation, disclosures other than those required by the GIPS standards for FMPs may
be necessary. To fully explain the performance included in a GIPS Composite Report, Fiduciary
Management Providers are encouraged to present all relevant information, beyond required and
recommended information, that will help a prospective client understand the information pre-
sented. Fiduciary Management Providers are also encouraged to adopt the recommendations
included in the GIPS standards for FMPs.

Provision 31.A.5
The FIDUCIARY MANAGEMENT PROVIDER MUST:

a. Document its policies and procedures used in establishing and maintaining com-
pliance with the REQUIREMENTS of the GIPS standards for FMPs, as well as any
RECOMMENDATIONS it has chosen to adopt, and apply them consistently.

b. Create policies and procedures to monitor and identify changes and additions to the
GIPS standards for FMPs, including any guidance published by CFA Institute and the
GIPS standards for FMPs governing bodies.

Discussion

Policies and procedures are essential to implementing adequate business controls at all stages
of the investment performance process—from data input to preparing marketing materials—to
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ensure the validity of the claim of compliance. A Fiduciary Management Provider must document
all of the policies and procedures it follows for meeting the requirements of the GIPS standards
for FMPs, as well as any recommendations the Fiduciary Management Provider has chosen to
adopt. There is no requirement to create and document policies and procedures to comply with
requirements that do not apply to the Fiduciary Management Provider. Fiduciary Management
Providers must actively make a determination about the applicability of all the requirements of the
GIPS standards for FMPs, however, and document their policies and procedures accordingly.

Once a Fiduciary Management Provider establishes its policies and procedures, it must apply
them consistently. Policies and procedures should be reviewed regularly to determine if

they should be changed or improved, but it is not expected that they will change frequently.

A Fiduciary Management Provider must not change a policy retroactively solely to enhance per-
formance or to present the Fiduciary Management Provider in a better light. Retroactive changes
to policies and procedures should be avoided.

Fiduciary Management Providers must also create policies and procedures to monitor and iden-
tify changes and additions to the GIPS standards for FMPs as well as guidance published by CFA
Institute and the GIPS standards for FMPs governing bodies. A Fiduciary Management Provider
should assign at least one person internally who is responsible for monitoring its compliance
with the GIPS standards for FMPs. Depending on the Fiduciary Management Provider’s size and
complexity, it might have a team of people responsible for monitoring and maintaining com-
pliance with the GIPS standards for FMPs. Maintaining compliance may require coordination
across multiple departments, including but not limited to operations, performance, compliance,
and marketing.

Provision 31.A.6
The FIDUCIARY MANAGEMENT PROVIDER MUST:

a. Comply with all applicable laws and regulations regarding the calculation and
presentation of performance.

b. Create policies and procedures to monitor and identify changes and additions to laws
and regulations regarding the calculation and presentation of performance.

Discussion

The GIPS standards for FMPs provide an ethical framework for calculating and presenting a
Fiduciary Management Provider’s investment performance history. Fiduciary Management
Providers must also comply with all applicable laws and regulations regarding the calculation and
presentation of performance in the country or countries in which they are domiciled as well as
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those countries in which they do business. Fiduciary Management Providers must create policies
and procedures to ensure that they adhere to all applicable laws and regulations regarding the
calculation and presentation of performance. Fiduciary Management Providers must also have
policies and procedures to identify and monitor changes and additions to laws and regulations
regarding the calculation and presentation of performance.

Compliance with applicable laws and regulations does not necessarily result in compliance with
the GIPS standards for FMPs. Fiduciary Management Providers claiming compliance must com-
ply with the GIPS standards for FMPs in addition to all applicable laws and regulations. In the
rare cases in which laws and regulations conflict with the GIPS standards for FMPs, Fiduciary
Management Providers are required to comply with the laws and regulations and disclose the
manner in which the laws and/or regulations conflict with the GIPS standards for FMPs.

Provision 31.A.7

The FIDUCIARY MANAGEMENT PROVIDER MUST NOT present performance or
PERFORMANCE-RELATED INFORMATION that is false or misleading. This REQUIREMENT
applies to all performance or PERFORMANCE-RELATED INFORMATION On a FIDUCIARY
MANAGEMENT PROVIDER—Wwide basis and is not limited to those materials that reference
the GIPS standards for FMPs. The FIDUCIARY MANAGEMENT PROVIDER may provide any
performance or PERFORMANCE-RELATED INFORMATION that is specifically requested by a
PROSPECTIVE CLIENT for use in a one-on-one presentation.

Discussion

The underlying principles of the GIPS standards for FMPs, fair representation and full dis-

closure, help to ensure that current and prospective clients are not given performance or
performance-related information that is incomplete, inaccurate, biased, or fraudulent. Fiduciary
Management Providers must not present any performance or performance-related information that
is known to be inaccurate or that may mislead either prospective or current clients. This concept
applies to all performance or performance-related materials on a Fiduciary Management Provider—
wide basis and is not limited to those materials that reference the GIPS standards for FMPs.

Fiduciary Management Providers are not limited to providing only GIPS-compliant information
to prospective clients or other interested parties. Fiduciary Management Providers may present
other performance or performance-related information as long as it is not false or misleading.

The following information has an especially high risk of being interpreted by prospective clients in
a way that is likely to be false or misleading:

e Actual performance linked to model, hypothetical, backtested, or simulated historical results; and
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e Non-portable performance from a past Fiduciary Management Provider linked to current
ongoing results.

This linked information must not be presented in a GIPS Composite Report.

Outside of a GIPS Composite Report, Fiduciary Management Providers may present this linked
information if asked to do so by a prospective client. The linked information may be presented in a
one-on-one presentation that is created for and will be used only by the prospective client.

The linked information may also be presented outside of a GIPS Report in marketing materials
provided to other prospective clients if the following conditions are met:

e The linked information is presented in a one-on-one presentation that includes the delivery
of a GIPS Composite Report, if the corresponding GIPS Composite Report has not been
previously delivered to the prospective client;

e The linked information is presented only to prospective clients who the Fiduciary
Management Provider believes are sufficiently knowledgeable about investments and can
understand the relevance and limitations of the track record being presented;

o There are sufficient disclosures regarding the linked information so that prospective cli-
ents understand that it is not a GIPS-compliant track record. Disclosure, however, does not
necessarily prevent information from being false or misleading;

e The linked information is not presented if a GIPS-compliant track record is requested; and

e The linked information is not included in a consultant database.

A Fiduciary Management Provider may wish to present performance for select time periods,
other than the time period(s) required and recommended by the GIPS standards for FMPs. For
example, if the market experienced a sharp decline during the first two months of the calendar
year and became more stable in March, the Fiduciary Management Provider may want to show
performance of its strategy from 1 January through 28 February and from 1 March through

31 December. If the performance for these select time periods is presented in addition to the per-
formance for the required time periods, it may be presented in a GIPS Composite Report. This
is permitted because the select time periods are being presented in addition to the required time
periods. To present only performance for the select time periods without performance for the
required time periods, especially if the select time periods were chosen because the periods had
the highest performance, would be misleading and is not permitted for Fiduciary Management
Providers that claim compliance with the GIPS standards for FMPs. Fiduciary Management
Providers may present performance for select time periods outside of GIPS Composite Reports
with the appropriate disclosure and labeling.

The Fiduciary Management Provider may provide to a prospective client any information
requested by that prospective client. Such information must be restricted to a one-on-one presen-
tation for use with that specific prospective client and must be accompanied by comprehensive
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disclosures that explain the information being presented. A one-on-one presentation is not lim-
ited to a formal presentation or to information presented in a face-to-face meeting. A one-on-one
presentation refers to a presentation that is created for and will be used only by the prospective
client who made the request.

Provision 31.A.8

If the FIDUCIARY MANAGEMENT PROVIDER does not meet all the applicable REQUIREMENTS
of the GIPS standards for FMPs, the FIDUCIARY MANAGEMENT PROVIDER MUST NOT repre-
sent or state that it is “in compliance with the GIPS standards for FMPs except for..” or make
any other statements that may indicate compliance or partial compliance with the GIPS
standards for FMPs.

Discussion

When a Fiduciary Management Provider makes the claim of compliance with the GIPS standards
for FMPs, it is representing that all of the applicable requirements of the GIPS standards for FMPs
have been met on a Fiduciary Management Provider—wide basis. Either a Fiduciary Management
Provider meets all of the applicable requirements of the GIPS standards for FMPs and may claim
compliance, or a Fiduciary Management Provider does not meet all of the applicable requirements
of the GIPS standards for FMPs and must not claim compliance or partial compliance with the
GIPS standards for FMPs. If the Fiduciary Management Provider does not meet all of the applica-
ble requirements of the GIPS standards for FMPs, the Fiduciary Management Provider must not
represent or state that it is “in compliance with the GIPS standards for FMPs except for...” or make
any other statements that may indicate compliance or partial compliance with the GIPS standards
for FMPs.

Provision 31.A.9

» «:

Statements referring to the calculation methodology as being “in accordance,” “in
compliance,” or “consistent” with the GIPS standards for FMPs, or similar statements,
are prohibited.

Discussion

Only Fiduciary Management Providers that manage actual assets may claim compliance with the
GIPS standards for FMPs.
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For Fiduciary Management Providers that do manage actual assets, either directly or through the

use of sub-advisors, compliance can be achieved only when the Fiduciary Management Provider has
met all of the applicable requirements of the GIPS standards for FMPs on a Fiduciary Management
Provider—wide basis. Compliance with the GIPS standards for FMPs involves more than simply
using a particular calculation methodology. To avoid any confusion, references to the GIPS standards
for FMPs must not be used in the context of reporting performance or performance presentations
when the Fiduciary Management Provider is not in compliance with the GIPS standards for FMPs.

Software vendors, custodians, and other service providers do not manage actual assets and cannot
claim compliance with the GIPS standards for FMPs. They may make reference to the fact that
their software or services may help a Fiduciary Management Provider achieve or maintain com-
pliance with the GIPS standards for FMPs, if that is the case. For example, a software vendor may
state that its software system calculates performance that satisfies the calculation requirements of
the GIPS standards for FMPs, but the vendor must not state or imply that using its system auto-
matically makes a Fiduciary Management Provider compliant with the GIPS standards for FMPs
or that its system complies with the GIPS standards for FMPs.

Consultant databases or questionnaires often require Fiduciary Management Providers to fill in
monthly or quarterly performance data. The databases or questionnaires then ask the Fiduciary
Management Provider to indicate whether or not the data presented has been prepared in accor-
dance with the GIPS standards for FMPs. When responding to such a database or questionnaire,
a Fiduciary Management Provider that claims compliance with the GIPS standards for FMPs may
state that the returns “are prepared in compliance with the GIPS standards for FMPs” if the fol-
lowing conditions are met:

e The performance information used to complete the questionnaire is consistent with the infor-
mation used to prepare the corresponding GIPS Composite Report;

e Ifapplicable, the performance information used to complete the questionnaire is more current
than the information currently included in the corresponding GIPS Composite Report but will
be used in the future to update the corresponding GIPS Composite Report; and

e Ifapplicable, the performance information used to complete the questionnaire is older than
the information currently included in the corresponding GIPS Composite Report but could
have been used to report the composite’s performance for periods prior to those currently
included in the GIPS Composite Report.

Provision 31.A.10

The FIDUCIARY MANAGEMENT PROVIDER MUST NOT make statements referring to the per-
formance of a current client as being “calculated in accordance with the GIPS standards for
FMPs,” except for when a FIDUCIARY MANAGEMENT PROVIDER that claims compliance with
the GIPS standards for FMPs reports the performance of a SCHEME to current clients.
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Discussion

The GIPS standards for FMPs do not specifically address how a Fiduciary Management Provider
must report performance of an individual client’s scheme to current clients. The GIPS standards
for FMPs do provide an ethical framework for calculating and presenting a Fiduciary Management
Provider’s investment performance history, allowing both prospective and current clients the best
opportunity to fairly evaluate the Fiduciary Management Provider’s past performance.

The Fiduciary Management Provider must not make statements referring to a current client’s per-
formance as being “calculated in accordance with the GIPS standards for FMPs,” except for when a
GIPS-compliant Fiduciary Management Provider reports the performance of a scheme to current
clients. When a Fiduciary Management Provider that claims compliance with the GIPS standards
for FMPs reports the performance of a current client’s scheme to that client, the Fiduciary
Management Provider may note on the current client’s performance report, if applicable, that

the return was calculated in accordance with the requirements of the GIPS standards for FMPs.

Provision 31.A.11

The FIDUCIARY MANAGEMENT PROVIDER MUST make every reasonable effort to pro-
vide a GIPS COMPOSITE REPORT to all PROSPECTIVE CLIENTS when they initially become
PROSPECTIVE CLIENTS. The FIDUCIARY MANAGEMENT PROVIDER MUST NOT choose to
which PROSPECTIVE CLIENTS it presents a GIPS COMPOSITE REPORT.

Discussion

Fiduciary Management Providers claiming compliance with the GIPS standards for FMPs must
make every reasonable effort to provide all prospective clients with a GIPS Composite Report
when they initially become prospective clients. The GIPS Composite Report must be one that rep-
resents the strategy being marketed to the prospective client. The Fiduciary Management Provider
must not choose to which prospective clients it presents a GIPS Composite Report.

A GIPS Composite Report is defined as a presentation for a composite that contains all the infor-
mation required by the GIPS standards for FMPs and may include recommended information.

It may also include other information that the Fiduciary Management Provider believes would be
helpful to interpreting the GIPS Composite Report. A prospective client is defined as an entity
that has expressed interest in one of the Fiduciary Management Provider’s composite strategies
and qualifies to invest in the composite. Current clients may also qualify as prospective clients

for any strategy that differs from their current investment strategy. Providing a GIPS Composite
Report to current clients interested in a strategy different from their current strategy will help
ensure that they have the information necessary to evaluate the new investment strategy and make
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an informed decision. Investment consultants, consultant databases, and other third parties are
considered prospective clients if they represent entities that qualify as prospective clients.

It is up to the Fiduciary Management Provider to establish policies and procedures for determin-
ing who is considered to be a prospective client. These include policies and procedures for deter-
mining when an interested party becomes a prospective client. An interested party becomes a
prospective client when two tests are met. First, the interested party must have expressed interest
in a specific composite strategy or strategies. Second, the Fiduciary Management Provider must
have determined that the interested party qualifies to invest in the respective composite strat-
egy. For example, assume a Fiduciary Management Provider is meeting with an interested party
to introduce the Fiduciary Management Provider to the interested party. At this initial meeting,
the Fiduciary Management Provider provides information about itself in an attempt to inter-

est the interested party in investing with the Fiduciary Management Provider. At this point, the
two tests to qualify as a prospective client have not been met; therefore, the interested party is
not yet a prospective client, and the Fiduciary Management Provider is not obligated to provide
a GIPS Composite Report. The Fiduciary Management Provider should, however, communi-
cate that it claims compliance with the GIPS standards for FMPs and offer to provide a list of all
composite descriptions.

Once the interested party expresses interest in a specific composite strategy and the Fiduciary
Management Provider determines that the interested party qualifies to invest in the composite
strategy, the interested party then becomes a prospective client. This is the point at which the
Fiduciary Management Provider must make every reasonable effort to provide the prospective
client with the appropriate GIPS Composite Report, if the Fiduciary Management Provider has
not already provided it to the prospective client.

At times, a prospective client may ask the Fiduciary Management Provider about a com-

posite strategy that the Fiduciary Management Provider does not yet manage. For example,
assume a Fiduciary Management Provider manages schemes included in two compos-

ites. One is the Liabilities + 0% < x < 0.5% unconstrained composite, and the other is the
Liabilities + 0% < x < 0.5% hedge restriction 40% < x < 60% composite. The prospective client orig-
inally was interested in (and qualified to invest in) the unconstrained composite. The prospective
client learns that the Fiduciary Management Provider also manages hedge-restricted strategies but
does not currently have a Liabilities + 0% < x < 0.5% hedge restriction 60% < x < 80% composite
that the prospect is looking for. If the Fiduciary Management Provider does not have an appro-
priate composite to present to the prospective client, the Fiduciary Management Provider must
inform the prospective client that it does not currently manage the specific style or strategy.

Because a Fiduciary Management Provider is required to demonstrate that it made every reason-
able effort to provide prospective clients with a GIPS Composite Report (see Provision 31.A.14),
a Fiduciary Management Provider should establish policies and procedures for tracking which
GIPS Composite Reports or initial partial-period performance outside of a GIPS Composite
Report were provided to which prospective clients, and when. Doing so will allow a Fiduciary
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Management Provider to determine when ongoing prospective clients must receive an updated
GIPS Composite Report. (See Provision 31.A.12 regarding the requirement to provide an updated
GIPS Composite Report to ongoing prospective clients.) It will also allow a Fiduciary Management
Provider to know who must receive a corrected GIPS Composite Report in cases for which the
Fiduciary Management Provider determines that a previously distributed GIPS Composite Report
contained a material error. (See Provision 31.A.15.)

It is the Fiduciary Management Provider’s obligation to make every reasonable effort to provide
a GIPS Composite Report to prospective clients. The Fiduciary Management Provider may do
so by providing the GIPS Composite Report directly to the prospective client or by providing
the prospective client with an electronic link to the GIPS Composite Report. The link provided
must be a direct link to the GIPS Composite Report, however, and not simply a general link

to Fiduciary Management Provider information, such as a link to the Fiduciary Management
Provider’s website.

Fiduciary Management Providers are not limited to providing only GIPS Composite Reports to
prospective clients or interested parties. Fiduciary Management Providers may present other
performance or performance-related information, in addition to the GIPS Composite Report, as
long as it is not false or misleading. Fiduciary Management Providers may also provide any per-
formance or performance-related information that a prospective client requests in a one-on-one
presentation. Such information must be restricted to a one-on-one presentation for use with that
specific prospective client and must be accompanied by comprehensive disclosures that explain
the information being presented. A one-on-one presentation is not limited to a formal presenta-
tion or to information presented in a face-to-face meeting. In this case, the one-on-one presenta-
tion refers to a presentation that is created for and will be used only by the prospective client who
made the request.

When a current client instructs a Fiduciary Management Provider to de-risk a scheme that is
already managed by the Fiduciary Management Provider and does not first ask the Fiduciary
Management Provider for information on the composite the scheme will move to, then the cur-
rent client is not considered a prospect because the client is not “interested” in a new strategy.
Instead, the client has already selected a new strategy. This scenario would qualify as a scheme
that is changing strategy. (See the discussion of Provision 33.A.8 for documentation requirements
for schemes that change investment mandates.)

Provision 31.A.12

Once the FIDUCIARY MANAGEMENT PROVIDER has provided a GIPS COMPOSITE REPORT to
a PROSPECTIVE CLIENT, the FIDUCIARY MANAGEMENT PROVIDER MUST provide an updated
GIPS COMPOSITE REPORT at least once every 12 months if the PROSPECTIVE CLIENT is still a
PROSPECTIVE CLIENT.
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Discussion

Some prospective clients remain prospective clients for extended periods of time. Once a
Fiduciary Management Provider has provided a GIPS Composite Report to a prospective
client, the Fiduciary Management Provider must provide an updated GIPS Composite Report
at least once every 12 months if the prospective client is still a prospective client. If a Fiduciary
Management Provider provides performance information to an investment consultant or a
database, these entities qualify as prospective clients and must receive the appropriate GIPS
Composite Report(s). They must also receive an updated GIPS Composite Report at least once
every 12 months.

Provision 31.A.13

When providing a GIPS COMPOSITE REPORT to PROSPECTIVE CLIENTS, the FIDUCIARY
MANAGEMENT PROVIDER MUST update these reports to include information through the
most recent annual period end within 12 months of that annual period end.

Discussion

GIPS Composite Reports have been designed to provide information to prospective clients that
will help them understand the investment mandate, characteristics, and performance of a spe-
cific composite managed by the Fiduciary Management Provider. Although a GIPS Composite
Report contains important information, the value and relevance of that information are affected
by the timeliness with which the GIPS Composite Report is updated. A GIPS Composite Report
containing returns that are significantly out of date is not helpful to prospective clients. It is
therefore required that any GIPS Composite Report provided to a prospective client must

be updated within 12 months of the most recent annual period end. As an example, GIPS
Composite Reports for a composite with information through 31 December 2019 must be avail-
able no later than 31 December 2020, which would be within 12 months of the most recent cal-
endar year end.

If a specific composite is not being marketed, and there are no prospective clients for the
composite, the Fiduciary Management Provider is not required to update the GIPS Composite
Report. As stated in Provision 31.A.18, however, a Fiduciary Management Provider must provide
a GIPS Composite Report for any composite that is on the Fiduciary Management Provider’s list
of composite descriptions to a prospective client upon request. Although a Fiduciary Management
Provider is not required to annually update a GIPS Composite Report when there are no
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prospective clients for a composite, the Fiduciary Management Provider must be able to provide
an updated GIPS Composite Report, within a reasonable period of time, to a prospective client
for a composite.

Provision 31.A.14

The FIDUCIARY MANAGEMENT PROVIDER MUST be able to demonstrate how it made every
reasonable effort to provide a GIPS COMPOSITE REPORT to those PROSPECTIVE CLIENTS
REQUIRED to receive a GIPS COMPOSITE REPORT.

Discussion

Fiduciary Management Providers are required to make every reasonable effort to provide a GIPS
Composite Report to all prospective clients. Fiduciary Management Providers are also required
to have policies and procedures in place that are used to establish and maintain compliance with
the requirements of the GIPS standards for FMPs. Therefore, any Fiduciary Management Provider
claiming compliance with the GIPS standards for FMPs must have specific policies and proce-
dures to ensure that every reasonable effort is made to provide the required GIPS Composite
Report to prospective clients. These should include policies and procedures for tracking which
GIPS Composite Reports were provided to which prospective clients, and when. For example, a
Fiduciary Management Provider’s policies and procedures might specify that the required GIPS
Composite Report will be included as part of the standard package of marketing materials pre-
pared for prospective clients, and that a checklist will be used to indicate the dates on which the
GIPS Composite Report was provided to the prospective client and which version of the GIPS
Composite Report was provided. Documenting the date on which the GIPS Composite Report
was last provided to the prospective client, as well as the version of the GIPS Composite Report,
will help a Fiduciary Management Provider fulfill the requirement that the appropriate GIPS
Composite Report be provided to a prospective client who remains a prospect at least once every
12 months. The most effective policies and procedures for a Fiduciary Management Provider

will depend on the circumstances surrounding the typical interactions between the Fiduciary
Management Provider and its prospective clients.

To demonstrate that the Fiduciary Management Provider made a reasonable effort to provide
the appropriate GIPS Composite Report to prospective clients, it is necessary for the Fiduciary
Management Provider to document both the relevant policies and procedures for providing the
required reports to prospective clients and the steps taken to implement the relevant policies
and procedures.
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Provision 31.A.15

The FIDUCIARY MANAGEMENT PROVIDER MUST correct MATERIAL ERRORS in GIPS
COMPOSITE REPORTS and MUST:

a. Provide the corrected GIPS COMPOSITE REPORT to current clients that received the Gips
COMPOSITE REPORT that had the MATERIAL ERROR.

b. Make every reasonable effort to provide the corrected GIPS COMPOSITE REPORT to all
current PROSPECTIVE CLIENTS that received the GIPS COMPOSITE REPORT that had the
MATERIAL ERROR. The FIDUCIARY MANAGEMENT PROVIDER iS not REQUIRED to pro-
vide the corrected GIPS COMPOSITE REPORT to former clients or former PROSPECTIVE
CLIENTS.

Discussion

Fiduciary Management Providers claiming compliance with the GIPS standards for FMPs are
likely to face situations in which errors are discovered that must be specifically addressed. Even
with the tightest of controls, errors will occur. An error, which can be qualitative or quantita-
tive, is any component of a GIPS Composite Report that is missing or inaccurate. Errors in GIPS
Composite Reports can result from, but are not limited to, incorrect, incomplete, or missing:

® composite relative returns or assets,

e total Fiduciary Management Provider assets,

e internal dispersion,

e information ratio,

e maximum drawdown,

e number of schemes in a composite,

e three-year annualized ex post standard deviation, and

e disclosures.

Fiduciary Management Providers must establish error correction policies and procedures, and
materiality must be defined in the error correction policies.

If a GIPS Composite Report contains a material error, the GIPS Composite Report must be cor-
rected and the corrected GIPS Composite Report that includes a disclosure of the error must
be provided to all current clients who received the GIPS Composite Report with the material
error. The Fiduciary Management Provider must also make every reasonable effort to provide
the corrected GIPS Composite Report to all current prospective clients that received the GIPS
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Composite Report with the material error. The Fiduciary Management Provider is not required
to provide the corrected GIPS Composite Report to former clients and former prospective clients
that received the GIPS Composite Report that contained the material error.

The Fiduciary Management Provider generally has three options for dealing with non-material
errors in GIPS Composite Reports:

1. Take no action.

The error is deemed immaterial and does not require a change to any data or disclosures in
the GIPS Composite Report.

2. Correct the GIPS Composite Report with no disclosure of the change and no distribution of
the corrected GIPS Composite Report.

The correction of the error results in a change to one or more items in the GIPS Composite
Report, but these changes are deemed not material and therefore do not require disclosure of
the change or distribution of the corrected GIPS Composite Report.

3. Correct the GIPS Report with disclosure of the change and no distribution of the corrected
GIPS Composite Report.

The correction of the error results in a change to one or more items in the GIPS Composite
Report, but these changes are not deemed to be material. The Fiduciary Management Provider
does not distribute the corrected GIPS Composite Report but, according to the Fiduciary
Management Provider’s pre-established error correction policies and procedures, the error
does require disclosure in the corrected GIPS Composite Report.

A Fiduciary Management Provider must decide what criteria it will use to determine materiality.
The following is a definition of materiality that Fiduciary Management Providers might find useful
as a starting point:

“An error (or item) is material if the magnitude of the omission or misstatement of perfor-
mance presentation information, in light of surrounding circumstances, makes it probable
that the judgement of a reasonable person relying on the information would have been
changed by the omission or misstatement.”

When determining materiality, a Fiduciary Management Provider may consider the following
factors:

® magnitude of the error, in absolute and relative terms,

e whether relative returns are overstated or understated,

e significance of the missing or incorrect disclosures,

® whether the error affects returns over time or is a timing issue,

e period(s) affected by the error,
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e if these policies will be applied on a Fiduciary Management Provider—wide or a
composite-specific basis, and

e whether the Fiduciary Management Provider has any legal or regulatory obligations related to
error correction.

The size and effect of the error may vary for different types of information (e.g., composite relative
returns versus risk measures), reporting periods (e.g., monthly, quarterly, or annual returns), and
time periods (e.g., prior to a specific date or more than five years ago).

It is important to remember that the omission of required information is considered an error, as
well as a misstatement in the information presented. The GIPS Composite Report must be cor-
rected to include the required information, and the Fiduciary Management Provider must apply
its error correction policies to determine if the error is material.

Fiduciary Management Providers must establish and document error correction policies and
procedures and implement them consistently. A Fiduciary Management Provider should strive to
create an unambiguous process that includes specific steps to discover and correct errors.

Provision 31.A.16

The FIDUCIARY MANAGEMENT PROVIDER MUST maintain a complete list of compOs-
ITE DESCRIPTIONS. The FIDUCIARY MANAGEMENT PROVIDER MUST include terminated
coMPOSITES on this list for at least five years after the COMPOSITE TERMINATION DATE.

Discussion

Fiduciary Management Providers must maintain a complete list of composite descriptions.
Fiduciary Management Providers must include terminated composites on the Fiduciary
Management Provider’s list of composite descriptions for at least five years after the compos-

ite termination date. One reason for this requirement is that a terminated composite may be
restarted so a list of current and terminated composites may provide a more complete picture of a
Fiduciary Management Provider’s capabilities.

A composite description provides key information about the investment strategy. The description
is not meant to replace more-comprehensive descriptions of the investment strategy included in
the composite definition or investment management agreement, but it should provide enough
information about the strategy to be informative while remaining concise. It must provide enough
information to prospective clients to make them aware of any significant features of a composite
investment strategy that may distinguish the strategy from similar strategies within and between
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Fiduciary Management Providers. Composite descriptions must include information about the
use of leverage, derivatives, and short positions, if they are a material part of the strategy, as well
as if illiquid investments are a material part of the strategy.

When included on the list of composite descriptions, the composite description must also include
the following information for each composite:

® composite name,

® composite creation date,

e composite inception date,

® composite termination date, if applicable, and

e number of schemes as of the most recent calendar year end.

Provision 31.A.17

The FIDUCIARY MANAGEMENT PROVIDER MUST provide the complete list of COMPOSITE
DESCRIPTIONS to any PROSPECTIVE CLIENT that makes such a request.

Discussion

In addition to maintaining a complete list of composite descriptions, Fiduciary Management
Providers must provide the list to any prospective client upon request. The discussion of
Provision 31.A.16 addresses the creation of this list.

This list must include all of the Fiduciary Management Provider’s composites, including those
that have terminated within the past five years. Although Fiduciary Management Providers

are required to provide a complete list of composite descriptions to any prospective client that
makes such a request, they are encouraged to provide this information to anyone else who makes
the request.

Provision 31.A.18

The FIDUCIARY MANAGEMENT PROVIDER MUST provide a GIPS COMPOSITE REPORT for
any COMPOSITE listed on the FIDUCIARY MANAGEMENT PROVIDER’S list of COMPOSITE
DESCRIPTIONS to any PROSPECTIVE CLIENT that makes such a request.
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Discussion

Provision 31.A.11 requires Fiduciary Management Providers to make every reasonable effort to
provide the appropriate GIPS Composite Report to all prospective clients who are interested in a
particular composite strategy. This provision requires a Fiduciary Management Provider to pro-
vide a GIPS Composite Report for any composite listed on the Fiduciary Management Provider’s
list of composite descriptions to a prospective client upon request.

The Fiduciary Management Provider must therefore have the ability to prepare and provide

a GIPS Composite Report for any composite on the Fiduciary Management Provider’s list of
composite descriptions, including composites that are not typically marketed or that have been
terminated within the past five years.

This requirement is an acknowledgement that, before investing with a Fiduciary Management
Provider, a prospective client will often want to gain knowledge of the Fiduciary Management
Provider that goes beyond information about the particular composite strategy in which they may
want to invest. Requesting a GIPS Composite Report for other composites may help the prospec-
tive client gain a fuller picture of the investment activities of the Fiduciary Management Provider’s
investment activities and a deeper understanding of the Fiduciary Management Provider with
which they are considering investing.

Provision 31.A.19

All data and information necessary to support all items included in GIPS COMPOSITE
REPORTS MUST be captured, maintained, and available within a reasonable time frame, for all
periods presented in these reports.

Discussion

A fundamental principle of the GIPS standards for FMPs is the need for Fiduciary Management
Providers to be able to ensure the validity of their claim of compliance. It is, therefore, important
for current and prospective clients and regulators to have confidence that all items included in a
GIPS Composite Report are supported by the appropriate records. This provision applies to GIPS
Composite Reports for all composites, whether the composite is marketed or not.

Fiduciary Management Providers must maintain records to be able to recalculate their perfor-
mance history as well as substantiate all other information included in a GIPS Composite Report
for all periods shown. This requirement applies to all periods for which performance is presented
in the GIPS Composite Report. If the regulators require records to be kept for longer periods than
those required by the GIPS standards for FMPs, care should be taken to ensure that the Fiduciary
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Management Provider follows the strictest of the recordkeeping requirements applicable to the
Fiduciary Management Provider.

It is understood that the required data may not be immediately available. For example, data may
need to be retrieved from an offsite location or from a third-party service provider. However, the
data and information required to be maintained by this provision must be available in a usable for-
mat within a reasonable time frame. In all instances, either paper (hard-copy) records or electron-
ically stored records will suffice. If records are stored electronically, the records must be accessible
and able to be printed or downloaded, if needed. Records stored in a system that is not operable
and from which data cannot be retrieved will not satisfy the recordkeeping requirements.

Although most Fiduciary Management Providers are looking for a very precise list of the min-
imum documents that must be maintained to support all parts of the GIPS Composite Report,
including the ability to recalculate the Fiduciary Management Provider’s performance history,
there is no single list of records that will suffice in all situations. Each Fiduciary Management
Provider must determine for itself which records must be maintained. The following lists
include records that Fiduciary Management Providers should consider maintaining to meet
the recordkeeping requirements of this provision. None of these lists should be considered
exhaustive. The actual records required will depend on the Fiduciary Management Provider’s
particular circumstances.

Records to Support Scheme-Level Returns
1. scheme holdings reports, with investment positions and valuations, including information
supporting the determination of fair value,

2. information to prove that performance is based on actual assets, including bank/custodial
statements and reconciliations,

scheme transactions reports,
outstanding trades reports,

corporate action reports,

3
4
5
6. income received/earned reports,
7. accrued income reports,

8. foreign or other withholding tax reclaim reports,
9. cash flow/weighted cash flow reports,

10. foreign exchange rates,

11. support for scheme benchmark returns,

12. information on calculation methodology used for scheme net returns and scheme relative
returns,
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13. information provided by a third party (e.g., a sub-advisor or custodian) where it may be neces-
sary for a Fiduciary Management Provider to take additional steps to ensure the information
provided by the third party can be relied on to meet the requirements of the GIPS standards
for FMPs, and

14. investment management fee information.

Records to Support Composite-Level Returns and Other Composite-Level Data

1. schemes included in the composite,
a. when each scheme entered (and exited, if applicable) the composite,
b. each scheme’s relative return for each period, and
c. each scheme’s ending market value for each period,

2. number of schemes in the composite and the composite assets as of each calendar year end,
and any other period for which this information is presented in GIPS Composite Reports,

internal dispersion calculation data,
support for information ratio calculations,

support for drawdown calculations, and

o o,

support for annualized ex post standard deviation calculations.

Records to Support the Inclusion of a Scheme in a Specific Composite

or Its Exclusion from All Composites

1. composite definitions, particularly related to the composite inclusion criteria, including the
definition of discretion,

list of schemes excluded from composites, if any, and the reasons for exclusion,

investment management agreements and investment guidelines and amendments thereto,
reports provided to clients if used to help determine composite assignment,

analytics used to support composite assignment or composite exclusion, and

ook, DN

e-mail/other correspondence with clients regarding documented changes to a scheme’s
investment mandate, objective, or strategy.

Records to Support a Fiduciary Management Provider's Claim of Compliance

1. GIPS standards for FMPs policies and procedures, covering all periods for which the Fiduciary
Management Provider claims compliance with the GIPS standards for FMPs,

2. definition of the Fiduciary Management Provider, historically and current,
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3. supporting calculation for total Fiduciary Management Provider assets reported as of each
calendar year end and any other period for which total Fiduciary Management Provider assets
is presented in GIPS Composite Reports,

composite definitions, inception dates, and composite creation dates,
list of composite descriptions,

list of composite risks, and

N o g s

GIPS Composite Reports and supporting information for all composites.

Any Additional Records Necessary to Support a Claim of Compliance

1. system and control reports from independent accountants or other third parties (e.g., account-
ing reports, other internal controls/compliance reports for the client and/or custodians),
third-party (e.g., sub-advisory, custodial, performance data provider) agreements,

minutes of relevant decision-making committees (e.g., a board, an investment committee,
a GIPS compliance committee),

4. systems manuals, especially for the systems that generate the scheme returns, composite
returns, and GIPS Composite Reports,

5. documentation of efforts made to provide all prospective clients with GIPS
Composite Reports,

6. documentation of efforts made to provide, in the case of a material error, a corrected GIPS
Composite Report to all appropriate parties,

7. underlying benchmark data (if not publicly available), and
documentation of providing the following to any prospective client that made such a request:
a GIPS Composite Report,
a list of composite descriptions,
a list of composite risks,
policies for valuing schemes,

policies for calculating performance, and

-~ Mo e o oD

policies for preparing GIPS Composite Reports.

It is expected that all Fiduciary Management Providers will have disaster recovery plans to
mitigate the loss of records for any reason, whether from a catastrophic event beyond the con-
trol of the Fiduciary Management Provider or a situation within the control of the Fiduciary
Management Provider. If a Fiduciary Management Provider that claims compliance with the GIPS
standards for FMPs experiences a catastrophic event that destroys all of its records and electronic
or other backup systems, the Fiduciary Management Provider should try to reconstruct the nec-
essary information by obtaining the information from clients, custodians, consultants, or any
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other party outside the Fiduciary Management Provider that might have duplicate copies of those
records. If the underlying data to support the GIPS Composite Report was destroyed because of
extreme circumstances beyond the Fiduciary Management Provider’s control and is unavailable
from other sources, however, the Fiduciary Management Provider may continue to claim compli-
ance and show performance if the lack of records for the unavailable period(s) is disclosed.

For example, assume Fiduciary Management Provider A claims compliance with the GIPS stan-
dards for FMPs, and the records for Fiduciary Management Provider A from its inception on

1 January 2017 through 31 December 2017 were destroyed under extreme circumstances beyond
the Fiduciary Management Provider’s control. The Fiduciary Management Provider can claim
compliance with the GIPS standards for FMPs but must disclose that the Fiduciary Management
Provider’s records for the period from 1 January 2017 through 31 December 2017 were destroyed
under extreme circumstances beyond the Fiduciary Management Provider’s control and the data
are unavailable from other sources. The Fiduciary Management Provider must also consider any
applicable regulatory requirements and must remember that the GIPS standards for FMPs are
ethical standards based on the principles of fair representation and full disclosure. Any perfor-
mance information presented must adhere to these principles.

All Fiduciary Management Providers are reminded that, above all else, they must follow all appli-
cable laws and regulations regarding the calculation and presentation of performance, including
all recordkeeping requirements.

Provision 31.A.20

The FIDUCIARY MANAGEMENT PROVIDER is responsible for its claim of compliance with the
GIPS standards for FMPs and MUST ensure that the records and information provided by
any third party on which the FIDUCIARY MANAGEMENT PROVIDER relies meet the REQUIRE-
MENTS of the GIPS standards for FMPs.

Discussion

A Fiduciary Management Provider that claims compliance with the GIPS standards for FMPs is
responsible for its claim of compliance. Therefore, a Fiduciary Management Provider that uses a
third party to provide any service (e.g., custody or performance measurement), and relies on that
service, must ensure that the records and information provided by the third-party service provider
meet the requirements of the GIPS standards for FMPs. The Fiduciary Management Provider is
responsible for ensuring that the data received from various external sources is accurate and must
be able to aggregate information that may be supplied by external service providers as needed.

A Fiduciary Management Provider should carefully research any third-party service provider and
should engage only reputable service providers.
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It is acknowledged that, in some cases, it may be challenging to obtain information from a third
party that meets the requirements of the GIPS standards for FMPs. A Fiduciary Management
Provider has the option of bringing performance in house rather than placing reliance on a
third party. A Fiduciary Management Provider can also make adjustments to the information
provided by a third party so that it meets the requirements of the GIPS standards for FMPs.

For example, if a Fiduciary Management Provider received from a third party an asset-weighted
composite return, the Fiduciary Management Provider could recalculate the composite return
by equal-weighting the scheme relative returns to ensure compliance. As another example,
suppose that a custodian reflects interest income on a cash basis. The Fiduciary Management
Provider may make adjustments to the income information from the custodian to properly reflect
accrued income.

When using third-party service providers, Fiduciary Management Providers are encouraged to
ensure that adequate service-level agreements are in place to provide the historical records nec-
essary, both currently and as needed in the future. It may be helpful to partner with custodians,
administrators, prime brokers, and investment managers that understand what is needed to
comply with the GIPS standards for FMPs.

Fiduciary Management Providers must establish policies and procedures to ensure that third-
party information provided by a custodian or an underlying external manager adheres to the
requirements of the GIPS standards for FMPs, if the Fiduciary Management Provider places
reliance on that information. A thorough examination of third-party service providers’ policies
and procedures should be conducted when they are hired. It is recommended that Fiduciary
Management Providers who claim compliance with the GIPS standards for FMPs conduct peri-
odic testing or other monitoring procedures that ensure that the policies and procedures of any
third-party service provider on which the Fiduciary Management Provider relies have not changed
since the service provider was first hired and are being applied consistently and appropriately.

Provision 31.A.21

The FIDUCIARY MANAGEMENT PROVIDER MUST NOT include THEORETICAL PERFORMANCE
in the GIPS COMPOSITE REPORT.

Discussion

Because the intent of the GIPS standards for FMPs is to accurately and fairly represent actual
Fiduciary Management Provider performance, no theoretical performance is permitted in the
GIPS Composite Report. Theoretical performance is performance that is not derived from a
scheme or composite with actual assets invested in the strategy presented. Theoretical perfor-
mance comes in many forms including model, backtested, hypothetical, simulated, indicative,
and forward-looking performance.
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Provision 31.A.22

Changes in the FIDUCIARY MANAGEMENT PROVIDER’S organization MUST NOT lead to
alteration of historical performance.

Discussion

Over time, the organization of a Fiduciary Management Provider may change. For example, a
Fiduciary Management Provider may transition from a private to a public corporation, or a man-
agement buyout may result in a publicly traded company becoming a private entity. Regardless of
the reason for the change in a Fiduciary Management Provider’s organization, historical compos-
ite performance must remain part of the Fiduciary Management Provider’s history. In considering
issues regarding the use of historical performance, it is important to remember that performance
is the record of the Fiduciary Management Provider, not of the individual. For example, suppose
that a sole investment decision maker for a composite leaves a Fiduciary Management Provider
and the new portfolio manager continues to manage the composite according to the same invest-
ment mandate or strategy as the previous manager. The Fiduciary Management Provider must
link the historical performance of the composite to the ongoing performance achieved by the
new manager.

Provision 31.A.23

The FIDUCIARY MANAGEMENT PROVIDER MUST present only performance that is in compli-
ance with the GIPS standards for FMPs in GIPS COMPOSITE REPORTS.

Discussion

The GIPS Composite Report may include only performance that is compliant with the GIPS stan-
dards for FMPs. This requirement ensures that the information presented in a GIPS Composite
Report is comparable between Fiduciary Management Providers. Non-compliant performance
may not be presented. Non-compliant performance includes, but is not limited to, the following:
e asset-weighted composite returns,

® non-portable composite returns, and

e theoretical performance (e.g., hypothetical, model, and backtested performance).
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Provision 31.A.24

Performance from a past FIDUCIARY MANAGEMENT PROVIDER may be used to represent the
historical performance of the new or acquiring FIDUCIARY MANAGEMENT PROVIDER and
LINKED to the performance of the new or acquiring FIDUCIARY MANAGEMENT PROVIDER if
the new or acquiring FIDUCIARY MANAGEMENT PROVIDER meets the following REQUIRE-
MENTS on a COMPOSITE-specific basis:

a. Substantially all of the investment decision makers MUsT be employed by the new or
acquiring FIDUCIARY MANAGEMENT PROVIDER (e.g., research department staff, portfolio
managers, and other relevant staff);

b. The decision-making process MUST remain substantially intact and independent within
the new or acquiring FIDUCIARY MANAGEMENT PROVIDER;

c. The new or acquiring FIDUCIARY MANAGEMENT PROVIDER MUST have records to sup-
port the performance; and

d. There MUST be no break in the track record between the past FIDUCIARY MANAGEMENT
PROVIDER and the new or acquiring FIDUCIARY MANAGEMENT PROVIDER.

If any of the above REQUIREMENTS are not met, the performance from a past FIDUCIARY
MANAGEMENT PROVIDER MUST NOT be LINKED to the ongoing performance record of the
new or acquiring FIDUCIARY MANAGEMENT PROVIDER.

Discussion

When all or some investment management staff from a Fiduciary Management Provider join a
new Fiduciary Management Provider, the performance of a past Fiduciary Management Provider
may be linked to or used to represent the historical performance of a new or acquiring Fiduciary
Management Provider if all of the following requirements are met on a composite-specific basis:

e Substantially all of the investment decision makers (e.g., research department staff, scheme
managers, and other relevant staff), are employed by the new or acquiring Fiduciary
Management Provider;

® The decision-making process remains substantially intact and independent within the new or
acquiring Fiduciary Management Provider;

® The new or acquiring Fiduciary Management Provider has records that document and support
the performance; and

e There is no break in the track record between the past Fiduciary Management Provider and
the new or acquiring Fiduciary Management Provider.
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If all of these portability requirements are met, the historical track record for the composite from
the past or acquired Fiduciary Management Provider may be ported and linked to the continu-
ing composite track record at the new or acquiring Fiduciary Management Provider and pre-
sented as a continuous track record. Although linking the track record is not required, it is best
practice to do so.

If the Fiduciary Management Provider does not meet all of these portability requirements, it
may not link the track record from the past or acquired Fiduciary Management Provider. The
actions that a Fiduciary Management Provider may take with respect to the use of the compos-
ite track record from the past Fiduciary Management Provider will depend on which require-
ment(s) cannot be met. In all cases, performance from a past Fiduciary Management Provider
must never be presented when the new or acquiring Fiduciary Management Provider does not
have records to document and support the performance. Suppose that the new or acquiring
Fiduciary Management Provider has records that document and support the performance from a
past Fiduciary Management Provider, but one or more of the other portability requirements are
not met. In such a case, performance from the past or acquired Fiduciary Management Provider
must not be linked to performance at the new Fiduciary Management Provider. For guidance on
situations in which a break occurs in the track record between the past Fiduciary Management
Provider and the new or acquiring Fiduciary Management Provider but all other portability
requirements are met, see Provision 31.A.25.

For a Fiduciary Management Provider to be able to link the track record from the past Fiduciary
Management Provider to the ongoing composite performance at the new Fiduciary Management
Provider in a GIPS Composite Report, the track record must include all schemes that were man-
aged in the strategy at the past Fiduciary Management Provider—that is, it must be composite
performance. Where the provision states “on a composite-specific basis,” the word “composite”
refers to the entire composite from the past Fiduciary Management Provider, not a subset of
schemes. This is true even if the past Fiduciary Management Provider did not claim compli-

ance with the GIPS standards for FMPs. Although the GIPS standards for FMPs do not have a
requirement that all schemes must transfer from the past Fiduciary Management Provider to

the new Fiduciary Management Provider, the Fiduciary Management Provider must have all the
records needed to document and support the entire composite performance history. If the new
or acquiring Fiduciary Management Provider cannot create a complete composite track record
from the past Fiduciary Management Provider and can only create the track record using a subset
of schemes, that information cannot be linked to the track record of the composite at the new or
acquiring Fiduciary Management Provider in a GIPS Composite Report.

Outside of a GIPS Composite Report, an acquiring Fiduciary Management Provider that has
records for only a subset of schemes in a composite from a past Fiduciary Management Provider
may link the performance of the subset of schemes in the composite to the ongoing performance
of the composite at the new Fiduciary Management Provider if the linking is requested by a pro-
spective client. The linked information may be presented in a one-on-one presentation that is cre-
ated for and will be used only by the prospective client.
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The linked information may also be presented outside of a GIPS Report if the following conditions
are met:

o The linked information is presented in a one-on-one presentation that includes the delivery
of a GIPS Composite Report, if the corresponding GIPS Composite Report has not been
previously delivered to the prospective client;

e The linked information is presented only to prospective clients who the Fiduciary
Management Provider believes are sufficiently knowledgeable about investments and can
understand the relevance and limitations of the track record being presented;

o There are sufficient disclosures regarding the linked information so that prospective clients
understand that this is not a GIPS-compliant track record. Disclosure, however, does not
necessarily prevent information from being false or misleading;

e The linked information is not presented if a GIPS-compliant track record is requested; and

e The linked information is not included in a consultant database.

If an acquired Fiduciary Management Provider is compliant with the GIPS standards for FMPs,
the performance history meets the portability requirements, and the new or acquiring Fiduciary
Management Provider chooses to port the performance, then the Fiduciary Management
Provider must port the entire compliant track record that was presented by the acquired
Fiduciary Management Provider. If the ported track record is longer than 10 years, the acquir-
ing Fiduciary Management Provider may choose to present only a 10-year track record in GIPS
Composite Reports.

If a Fiduciary Management Provider wishes to port performance from an acquired non-compli-
ant Fiduciary Management Provider and link it to the Fiduciary Management Provider’s ongoing
performance, if it is possible, it must build a composite track record from the prior Fiduciary
Management Provider of at least five years, or since inception if the composite has been in exis-
tence for less than five years. If it is not possible to build a composite track record from the prior
Fiduciary Management Provider of at least five years, or since inception if the composite has
been in existence for less than five years, it must build the history for as long as the Fiduciary
Management Provider is able to do so.

There may be cases in which a similar strategy is managed by the past Fiduciary Management
Provider and the new or acquiring Fiduciary Management Provider. The new or acquiring
Fiduciary Management Provider cannot combine the pre-acquisition track records or assets

of a composite from the acquired Fiduciary Management Provider with a composite from the
acquiring Fiduciary Management Provider and then show the combined track record or assets
as GIPS-compliant information. The Fiduciary Management Provider must determine if it will
use the track record from the past Fiduciary Management Provider or use its own track record.
On a prospective basis, the ongoing composite may consist of schemes from the past Fiduciary
Management Provider that have transferred to the new or acquiring Fiduciary Management
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Provider and continue the same investment mandate or strategy as well as schemes from the new
or acquiring Fiduciary Management Provider that meet the definition of the composite.

Example

EMP A is acquired by and merges with FMP B to create FMP AB. The effective merger
date is 1 August 2020. Both FMP A and FMP B claim compliance with the GIPS stan-
dards for FMPs, and all portability requirements are met. Both Fiduciary Management
Providers manage an Unconstrained Liabilities Plus 0.5% < x < 1.5% Composite strategy
(Composite A and Composite B, respectively). It is decided that, after the acquisition, all
schemes will be managed according to the Composite A strategy, and Composite A will
be the surviving composite. The schemes in Composite B will be modified to conform
to the strategy of Composite A and moved into Composite A. Composite B will cease

to exist. FMP AB wants to present a track record for its Unconstrained Liabilities Plus
0.5% < x < 1.5% Composite that includes performance from FMP A.

The historical track record presented for the Fiduciary Management Provider’s
Unconstrained Liabilities Plus 0.5% < x < 1.5% Composite through 31 July 2020 would be
the track record for FMP A’s unconstrained composite.

Starting 1 August 2020, the effective date of the merger, the historical track record of
Composite A will be linked to the ongoing performance of Composite A. Starting no ear-
lier than 1 August 2020, Composite A will include the schemes from Composite B that are
now managed in the same strategy as the schemes in Composite A.

Provision 31.A.25

Performance from a past FIDUCIARY MANAGEMENT PROVIDER may be used to represent
the historical performance of the new or acquiring FIDUCIARY MANAGEMENT PROVIDER
when there is a break in the track record between the past FIDUCIARY MANAGEMENT
PROVIDER and the new or acquiring FIDUCIARY MANAGEMENT PROVIDER if the new or
acquiring FIDUCIARY MANAGEMENT PROVIDER meets the following REQUIREMENTS on a
COMPOSITE-specific basis:

a. Substantially all of the investment decision makers MmusT be employed by the new or
acquiring FIDUCIARY MANAGEMENT PROVIDER (e.g., research department staff, portfolio
managers, and other relevant staff);

b. The decision-making process MUST remain substantially intact and independent within
the new or acquiring FIDUCIARY MANAGEMENT PROVIDER;

c. The new or acquiring FIDUCIARY MANAGEMENT PROVIDER MUST have records to
support the performance;
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d. The new or acquiring FIDUCIARY MANAGEMENT PROVIDER MUST separately present the
performance before the break and after the break; and

e. The new or acquiring FIDUCIARY MANAGEMENT PROVIDER MUST NOT LINK perfor-
mance prior to the break in the track record to the performance after the break in the
track record.

Discussion

A break in the performance track record between the past Fiduciary Management Provider

and the new Fiduciary Management Provider may occur for a number of reasons. For exam-

ple, an acquired team may be required to take a garden leave prior to joining the new Fiduciary
Management Provider, and the schemes previously managed by the acquired team would not

be managed by them during the garden leave, resulting in a gap in performance until a track
record is established at the new Fiduciary Management Provider. If there is a break in the perfor-
mance track record between the past Fiduciary Management Provider and the new or acquiring
Fiduciary Management Provider, it may be permissible for performance from the past Fiduciary
Management Provider to be used to represent the historical performance of the new or acquiring
Fiduciary Management Provider if certain requirements are met.

First, the Fiduciary Management Provider must meet the requirements for portability listed in a
through c in the provision:

e Substantially all of the investment decision makers are employed by the new or acquiring
Fiduciary Management Provider;

o The decision-making process remains substantially intact and independent within the new or
acquiring Fiduciary Management Provider; and

e The new or acquiring Fiduciary Management Provider has the records to support
performance.

Second, the Fiduciary Management Provider must meet the requirements for the presentation
of the performance from the past Fiduciary Management Provider listed in d through e in the
provision:

e Performance before and after the break in the track record must be presented separately; and

e Performance prior to the break in the track record must not be linked to the performance after
the break in the track record.

If the Fiduciary Management Provider does not meet all of the tests specified in items a through c,
the performance from the past Fiduciary Management Provider must not be used to represent the
historical performance of the new or acquiring Fiduciary Management Provider.
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If all of the tests specified in items a through c are met, and the Fiduciary Management Provider
chooses to present the performance from the past Fiduciary Management Provider, the track record
must be shown in two segments: one segment representing performance before the break in the track
record and one segment representing performance after the break in the track record.

As an example, suppose that FMP A acquires FMP B, which managed the Unconstrained
Liabilities Plus 0.5% < x < 1.5% Composite. All conditions for portability are met, except that a
break occurs in this composite’s performance track record during the acquisition process. The
performance track record for the Unconstrained Liabilities Plus 0.5% < x < 1.5% Composite

at FMP B begins on 1 August 2018 and ends on 18 June 2020, the date of the acquisition. The
track record resumes at FMP A on 1 July 2020. The complete track record for the Unconstrained
Liabilities Plus 0.5% < x < 1.5% Composite may be shown, but it must be shown in two segments.
It may then show performance from 1 July 2020 forward. These two segments of the composite’s
track record must be presented separately and must not be linked.

The following example shows an excerpt of a GIPS Composite Report and how the performance
might be presented, with the break in performance clearly indicated.

Composite Annualized Annualized

Relative Net 36-Month 36-Month

Returns to Ex Post Std Information

Full Liabilities Dev to Full Ratio to Full Number of Composite

Year TWR (%) Liabilities (%) Liabilities (%) Schemes Assets (£) FMP Assets (£)®
1 Jul-31 Dec 2020" 1.04 6 1,791,785,332  34,121,522,443
1Jan-31 May 2020V 0.42 N/A
2019 -0.02 0.71 -0.95 5 1,972,403,885 N/A
2018@ 1.01 0.88 -1.00 4 1,783,136,218 N/A

(M There were no schemes in the composite in June 2020.
() Returns are for the period from 1 August 2018 (inception date) through 31 December 2018.

®)FMP A acquired composite assets from FMP B on 1 July 2020. FMP assets prior to 2020 are shown as not applicable (N/A) because the
composite was not part of FMP A.

In keeping with the principles of fair representation and full disclosure, the GIPS standards for
FMPs require Fiduciary Management Providers to handle all situations involving a break in
performance with the highest transparency.

In order for a Fiduciary Management Provider to be able to use the track record from the past
Fiduciary Management Provider in a GIPS Composite Report, the track record must include all
schemes that were managed in the strategy at the past Fiduciary Management Provider—that is,

it must be composite performance. Where the provision states “on a composite-specific basis,” the
word “composite” refers to the entire composite from the past Fiduciary Management Provider,
not a subset of schemes. This is true even if the past Fiduciary Management Provider did not claim
compliance with the GIPS standards for FMPs. Although the GIPS standards for FMPs do not

32 | © 2020 CFA Institute. All rights reserved. www.cfainstitute.org


www.cfainstitute.org

31. Fundamentals of Compliance

have a requirement that all schemes must transfer from the past Fiduciary Management Provider
to the new Fiduciary Management Provider, the Fiduciary Management Provider must have all the
records needed to document and support the entire composite performance history. If the new

or acquiring Fiduciary Management Provider cannot create a complete composite track record
from the past Fiduciary Management Provider and can only create the track record using a sub-
set of schemes, that information cannot be used at the new or acquiring Fiduciary Management
Provider in a GIPS Composite Report.

Outside of a GIPS Composite Report, an acquiring Fiduciary Management Provider that has
records for only a subset of schemes in a composite from a past Fiduciary Management Provider
may use the performance of the subset of schemes from the past Fiduciary Management Provider
at the new Fiduciary Management Provider if the information is requested by a prospective client.
The subset information may be presented in a one-on-one presentation that is created for and will
be used only by the prospective client.

The subset information may also be presented outside of a GIPS Composite Report if the follow-
ing conditions are met:

® The subset information is presented in a one-on-one presentation that includes the delivery of
a GIPS Composite Report, if the corresponding GIPS Composite Report has not been previ-
ously delivered to the prospective client;

e The subset information is presented only to prospective clients who the Fiduciary
Management Provider believes are sufficiently knowledgeable about investments and can
understand the relevance and limitations of the track record being presented;

o There are sufficient disclosures regarding the subset information so that prospective clients
understand that this is not a GIPS-compliant track record. Disclosure, however, does not nec-
essarily prevent information from being false or misleading;

e The subset information is not presented if a GIPS-compliant track record is requested; and

e The subset information is not included in a consultant database.

Provision 31.A.26

If the FIDUCIARY MANAGEMENT PROVIDER chooses to include a GIPS COMPOSITE REPORT in
marketing materials, the FIDUCIARY MANAGEMENT PROVIDER MUST indicate this fact in the
marketing materials.

Discussion

Provision 31.A.11 requires Fiduciary Management Providers to make every reasonable effort to
provide a GIPS Composite Report to prospective clients. If a GIPS Composite Report is included
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in marketing materials, there must be a disclosure that will inform prospective clients that a GIPS
Composite Report is included in the marketing materials. The disclosure should be prominent
(e.g., included in the table of contents) and is intended to help prospective clients locate the GIPS
Composite Report within the marketing materials. Such a disclosure will help to highlight the
importance of the GIPS Composite Report.

Provision 31.A.27

The FIDUCIARY MANAGEMENT PROVIDER MUST notify CFA Institute of its claim of compliance
by submitting the GIPS standards for FMPs COMPLIANCE NOTIFICATION FORM. This form:

a. MusT be filed when the FIDUCIARY MANAGEMENT PROVIDER initially claims compliance
with the GIPS standards for FMPs.

b. MusTt be updated annually with information as of the most recent 31 December, with the
exception of FIDUCIARY MANAGEMENT PROVIDER contact information, which MmusT be
current as of the form submission date.

C. MusrT be filed annually thereafter by 30 June.

Discussion

Fiduciary Management Providers must notify CFA Institute of their claim of compliance by sub-
mitting the Compliance Notification Form, which can be found on the CFA Institute website
(cfainstitute.org.)

When first coming into compliance, the Fiduciary Management Provider must submit the
Compliance Notification Form to CFA Institute using the email address gipsfmps.uk@cfainsti-
tute.org once it has met all of the requirements of the GIPS standards for FMPs. The Fiduciary
Management Provider must not claim compliance with the GIPS standards for FMPs unless the
Compliance Notification Form has been submitted to CFA Institute.

After the initial filing, the form must be filed annually by 30 June. Information provided in the
Compliance Notification Form must be as of the most recent 31 December, with the exception of
the Fiduciary Management Provider’s contact information. Contact information must be current
as of the form’s submission date. Fiduciary Management Providers must establish policies and
procedures to ensure the form is submitted by the deadline.

The Compliance Notification Form must reflect the definition of the Fiduciary Management
Provider used to determine Fiduciary Management Provider—wide compliance with the GIPS
standards for FMPs, even when the definition of the Fiduciary Management Provider differs from
the legal entity of the Fiduciary Management Provider.
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31.B. Fundamentals of Compliance—Recommendations

Provision 31.B.1

The FIDUCIARY MANAGEMENT PROVIDER SHOULD comply with the RECOMMENDATIONS of
the GIPS standards for FMPs, including RECOMMENDATIONS in any interpretive guidance
published by CFA Institute and the GIPS standards for FMPs governing bodies.

Discussion

The recommendations contained in the GIPS standards for FMPs are suggested tasks or actions
that are considered best practice and should be followed or performed, although they are not
required. The GIPS standards for FMPs must be applied with the objectives of fair representation
and full disclosure of investment performance. However, meeting the objectives of fair represen-
tation and full disclosure, which are the fundamental principles of the GIPS standards for FMPs,
may mean that a Fiduciary Management Provider must follow the recommendations in addition
to the requirements of the GIPS standards for FMPs. If a Fiduciary Management Provider chooses
to adopt any recommendations, its policies and procedures must reflect how that recommenda-
tion is applied.

Provision 31.B.2

The FIDUCIARY MANAGEMENT PROVIDER SHOULD update GIPS COMPOSITE REPORTS
quarterly.

Discussion

GIPS Composite Reports contain important information, but the value and relevance of that
information are affected by the timeliness with which the GIPS Composite Report is updated.
A GIPS Composite Report that includes returns that are significantly out of date is not help-
ful to prospective clients. For this reason, it is required that Fiduciary Management Providers
update GIPS Composite Reports within 12 months of the end of the most recent calendar
year. In the interest of fair representation and full disclosure, however, it is recommended
that GIPS Composite Reports be updated quarterly to provide more timely information to
prospective clients.

www.cfainstitute.org © 2020 CFA Institute. All rights reserved. | 35


www.cfainstitute.org

Global Investment Performance Standards (GIPS®) for FMPs to UK Pension Schemes: Explanation of the Provisions in Section 31

When updating a GIPS Composite Report to include monthly, quarterly, or year-to-date returns,
Fiduciary Management Providers are required to update only the following information:

e composite relative returns, and

e significant events that would help a prospective client understand the GIPS Composite
Report.

Fiduciary Management Providers may also update other information in the GIPS Composite
Report, such as number of schemes in the composite and composite assets, but are not
required to do so.

Provision 31.B.3

The FIDUCIARY MANAGEMENT PROVIDER SHOULD provide to each current client, on an
annual basis, a GIPS COMPOSITE REPORT of the coMPOSITE in which the client’s SCHEME is
included.

Discussion

It is recommended, but not required, that Fiduciary Management Providers provide a GIPS
Composite Report to current clients. It is likely to be helpful for a client to know how the client’s
own scheme performed relative to other schemes that are managed according to the same invest-
ment objective, mandate, or strategy. In addition to composite performance, GIPS Composite
Reports include important disclosures and presentation items that a Fiduciary Management
Provider may not provide to current clients as a regular part of client reporting. These disclosures
and presentation items may provide useful information to current clients in their periodic assess-
ment of the Fiduciary Management Provider.
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