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INTRODUCTION
Setting target returns for an overall portfolio helps
you track the success of the institution, but only
by further articulating performance goals can you
measure the success of the investment team.
In order to analyze, measure, and improve investment strategy, asset allocation, security selection, and
investment activity, you need a rigorous and quantifiable approach to tracking performance and attribution. This
paper presents a framework for such an approach within a multi-asset class portfolio.
A multi-asset class portfolio will typically classify and measure along the asset class or strategy dimension. This
framework requires you to define a multi-level taxonomy for that dimension, assign benchmarks weights and returns
for each member of each level of the taxonomy, and classify each portfolio holding with a value from the dimension’s
taxonomy.

In more practical terms, this means:
1) Defining the strategy groupings on which you will report
2) Defining benchmarks and weights for each strategy, group, or family that you want to compare against
3) Associating each portfolio holding with a strategy so that the position can be rolled up to the group levels,
  and ultimately to the total portfolio.

SEGMENTATION AND CLASSIFICATION
Collection
Don’t underestimate the challenge of collecting all of your accounting and performance data in one place, for a single
period and across time. Often, each asset class is in its own information silo, with a unique method for calculating
returns, weight or contribution. Therefore, a prerequisite for any performance analysis is a consistent methodology for
defining gains, flows, weights, returns and contributions, across all segments of the total portfolio, and having the data
available in a central location.
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Segmentation
Proper segmentation is key to articulating your investment strategy. You need to define the dimensions on which you
will segment and the taxonomy for each dimension. For example, a standard dimension would be geography, and the
taxonomy for geography will include countries that roll up to regions that roll up to continents. In addition to providing
a vocabulary for talking about allocations and returns, a portfolio that is segmented according to industry standard
classifications can more easily be compared to peers or other appropriate benchmarks.

Classification
You need to classify all of your portfolio holdings with a taxonomy value from each dimension that you use for
performance analysis. This defines the group into which the position’s performance gets aggregated. For a given period,
a position can be part of a single grouping. If you want to change the group it belongs to over time, you will need to
preserve how it was classified at any point in time.

BENCHMARKS
Benchmark Selection
A benchmark is defined by an index or a weighted combination of indexes. Selecting a benchmark appropriate to each
segment of the portfolio is critical to meaningful comparison and analysis.
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Industry literature1 prescribes that, for benchmarks to be useful, they should be:
• Unambiguous
• Investable
• Measurable
• Appropriate
• Reflective of current investment opinions
• Specified in advance
Where not defined explicitly, a benchmark return can be calculated as a weighted rollup of the benchmark returns of the
children of the hierarchy level, using target or actual weights, as appropriate. For example, an asset class benchmark
return can be the weighted rollup of the strategies within the asset class.

Target Weights
You can provide minimum and maximum weights and a specific target allocation to each member of the taxonomy
that sums up to 100% for the entire portfolio. You may have multiple sets of target weights: the investment committee
may provide target weights, and an allocation consultant may provide target weights. You may choose to analyze your
performance against any or all target sets.

1

Bailey, Jeffery V., “Are Manager Universes Acceptable Performance Benchmarks?” Journal of Performance Management, Spring 1992.
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Excess Returns
This is what you are looking to understand in your performance analysis. It is the active return of the investment team –
the actual portfolio return above or below that of the benchmark, for each member of each level of the taxonomy.

Attribution
The return that each member of the taxonomy contributes to the excess return of the portfolio.

ANALYZING PERFORMANCE
Effective performance analysis helps you understand
how your investment decisions contributed to your success.

DEFINITIONS
Performance Period – Performance is calculated monthly, with the assumption that there are minimal or no
external cash flows intra-month.A benchmark is defined by an index or a weighted combination of indexes. Selecting a
benchmark appropriate to each segment of the portfolio is critical to meaningful comparison and analysis.

Income and Expenses – Income includes unrealized and realized gains, and all expenses. You should be able to
report returns net or gross of management, incentive and administration fees.

Modified Dietz – Performance is calculated using the modified Dietz methodology. The rate of return (ROR) for a
position is its gain or loss in value, net of external flows, divided by its average assets during the period.

Average Assets for each position is the prior month-end balance plus cash flows weighted by the amount of time
from when those cash flows occur until the end of the period. Cash and other assets and liabilities (COAL) has its own
average assets value for the period and are included in all calculations when reporting on the entire portfolio.

The Whole is the Sum of its Part – The rate of return at each aggregate level in the taxonomy is a weightedrollup calculation of the returns of each position in that level (strategies, group, family, fund), where the weighting factor
is the average assets of each position. This return is the equivalent of dividing income by average assets for the level as
a whole.
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Contribution – Contribution is the rate of return multiplied by the weight of the position in the portfolio over a
selected span of time. Contribution tells you how much each position contributed to the overall return of the portfolio,
and is a building block for attribution analysis. The sum of the contribution of all positions in a portfolio is equal to the
rate of return for that portfolio.

Multi-Period Returns – To calculate the compounded return over multiple periods, geometrically link the
monthly returns.

Time-weighted Returns – All performance calculations described in this paper refer to time-weighted returns. We
leave for another paper the discussion of Internal Rate of Return (IRR) and its usefulness in a multi-asset class portfolio.

RETURNS
The first question of performance analysis is generally about the overall portfolio, which asks:

“Did I beat the benchmark?”
By comparing the actual portfolio returns to benchmark returns at target allocation weights, you can see how your
returns compared to the expectation — over standard time-spans, or month-by-month. This represents the overall value
that the investment team brings to the table, compared to using industry standard weightings invested into indexes.
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Analysis of returns is most meaningful when looking at total portfolio returns as opposed to those of a segment of the
portfolio, because it does not account for weights of the segment.

WEIGHTS
You may also look at how your allocation by strategy or asset class compared to your target allocations, over a span of
time. This is an interesting building-block in the total understanding of your performance, but in itself isn’t sufficient since
it doesn’t account for the returns of each segment. Hence, it doesn’t explain if the difference in weightings had a positive
or negative effect.
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ATTRIBUTION ANALYSIS
Attribution is the best way to quantify the excess return over a specific time span, since it takes into account, for
each component of the portfolio, its weighting and return in comparison to its benchmark. Differences in rate of return
are attributed to manager selection decisions. Differences in weight are attributed to market-timing and macro-view
decisions. The intersection of the two dimensions help you understand how well your investment team did.
There are four permutations of actual and benchmark portfolios that intuitively illuminate investment decisions. Each
pillar in this graph answers a different question:

Actual weight / Actual returns – How much did each strategy contribute to my returns?
Actual weight / Benchmark returns – How would I have done if I invested into the benchmark rather than
selecting my own managers?

Target weight / Actual return – How would I have done if I had kept my manager decisions, but used target
weights rather than my actual weights?

Target weight / Benchmark return – How would my portfolio have done had I used the target weighting
suggestions and invested into the benchmarks?

© 2016 Backstop Solutions Group, LLC

09

www.backstopsolutions.com

White Paper | Performance and Attribution

Another way of looking at the same information is to isolate the selection and weighting decisions for each strategy
or asset class during that time period to see how they affected returns, (in this case using a modified Brinson, Hood,
Beebower model):

Weighting effect = (actual weight – target weight) x benchmark return
Selection effect = (actual return – target return) x actual weight
These views help you focus on your investment decisions and how they contributed to your success. While past
performance is no guarantee of future results, measurement is the first step that leads to control and eventually to
improvement!

POSITION PERFORMANCE
You can see the details behind the performance analysis by looking at the actual positions in the portfolio. You can
infer answers to selection and weighting questions by analyzing how a manager performed compared to their own
benchmark, or to the benchmark of the aggregate level into which they roll-up.

Manager Benchmark Contribution – How much did the manager diverge from the return that I expected for
that specific manager?

Strategy Benchmark Contribution – How much did the manager add or subtract from the return I would have
achieved had I invested that same money into the benchmark for the rollup level?
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Taking into account the actual return offset from the benchmark and the weight of the position within the portfolio, you
can easily identify favorable and unfavorable choices over a selected span of time. Comparing to the strategy benchmark
is interesting because it shows how each position adds or detracts from the portfolio’s strategy return compared to
benchmark. Comparing to the manager benchmark is interesting because a manager may underperform their broad
strategy benchmark, but still beat a more specific benchmark assigned to them. For example, you may be counting on
that manager to preserve capital, and not produce gains.
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THE BACKSTOP
ACCOUNTING SOLUTION
Cogency’s portfolio management solution
ensures robust and consistent performance
and attribution reporting of a multi-asset class portfolio.

A SINGLE VERSION OF THE TRUTH
Backstop Accounting (Previously Cogency) provides a platform for bringing together the
accounting and performance data for all asset classes in a central location. Relevant
performance and attribution features of this platform include:
Modified Dietz – Backstop Accounting calculates time-weighted returns for all positions using modified Dietz
methodology, accounting for mid-period cash-flows.

Multi-level taxonomies – You can define multiple multi-level taxonomies (strategy, asset-category, geography),
and run performance reports using any or all of them.

Strategy drift — You can date strategy changes, so that when you change a position’s strategy at a point in time, it
need not affect performance reports before that time.

Benchmarks — You can define benchmarks for each position, strategy and/or asset class level. Where you don’t
explicitly provide one, Backstop Accounting will create a weighted benchmark using the component benchmarks and
weights in that level.

Carve-outs — You can measure performance vs benchmark with or without specially marked strategies, subportfolios, be they risk overlay, or private equity which you want to exclude from the comparison to benchmark timeweighted returns.

Target allocation sets — Each portfolio can have a primary target allocation set in a given period, and any number
of other ‘test’ allocation sets.

Dashboards — Dashboards use graphs and charts to highlight the key results of the analysis. From there, you can
drill-down into detailed data views.

Data views — Data views capture all of the actual and target performance, for any time period, at any aggregation
level, so that you can dig into the details of what caused any effect.
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CONCLUSION
Effective performance and attribution analysis
enables unbiased and clear evaluation of your
investment decisions.
A good performance and attribution model provides a framework for measuring and evaluating
your investment decisions. This allows investors to interpret performance results in a more
informed and quantifiable manner.
Specifically, such a framework provides clear answers to questions such as:
• How well did you do with an investment over time?
• How did you do compared to a benchmark?
• How well did a strategy perform over time, compared to other strategies?
• How well you did you perform with a strategy, in a given period, and over time?
Additionally, the right tools can simplify the complexity of data collection and performance computation, and present you
with simple, visual information that provides answers to the above questions.

© 2016 Backstop Solutions Group, LLC

13

www.backstopsolutions.com

White Paper | Performance and Attribution

ABOUT BACKSTOP SOLUTIONS
Backstop Solutions Group is the leading provider of a comprehensive cloud-based productivity suite of solutions for
the alternative investment industry, including hedge funds, funds of funds, pensions, endowments, foundations, private
equity firms, consultants, and family offices. Founded in 2003, Backstop pioneered the industry’s first cloud-based
software that helps firms in the alternative investment management industry achieve greater business agility. Backstop’s
comprehensive suite of solutions includes Backstop CRM, Backstop IR, Backstop Research, Backstop Portfolio,
Backstop Portal, and Backstop Accounting. With offices across the United States and in Europe and Asia, Backstop
now serves over 700 firms worldwide, making it one of the fastest growing software providers in the financial services
industry. For more information visit, www.backstopsolutions.com. Or get LinkedIn with us!
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