
From: Jim Cripps 
[mailto:jcripps@assante.com]<mailto:[mailto:jcripps@assante.com]> 
Sent: September-14-12 2:32 PM 
To: 'cbabin@bcsc.bc.ca' 
Subject: Comment re National Instrument 31-103 

 
Dear Sir/Madam: 

 
As a financial advisor who has grappled with rate of return reporting 
concepts for years, I would like to comment and make some proposals 
with respect to Rate of Return Reporting as described in Section 10 of 
Appendix A of the Proposed Amendments to NI 31-103 and its Companion 
Policy. (See Below.) 

 

 
 
 
 
 
I was particularly heartened by the clear, complete, and considered 
discussion of this matter in Section 10 of Appendix A. (See Below.) 
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While I have long been a proponent for money-weighted reporting for the 
purpose of evaluating returns that are relevant for making projections 
of the adequacy of resources to provide retirement income, it should be 
obvious that investors will compare reported rates of return on their 
account to reported rates of return on indexes and for individual 
mutual funds. Here is an example which shows why this is important. 

 

 
 

 
 
 
I have attached the spreadsheet from which this screenshot has been 
taken so that someone can check the calculations. The Analysis Toolpak 
in the Add-Ins section of the Options Menu Item must be installed to 
get access to the XIRR function. 

 
To highlight the issues that can arise from making such comparisons, I 
have shown the IRRs that result from three different return patterns 
with a zero (0) ten-year growth rate, annual returns that are 10% above 
and below zero, and a $10,000 year-end annual contribution. (The 
initial amount, the annual amount, the base return, and the volatility 
can easily be changed in the attached spreadsheet.) 

 
 
It should be clear from the variation of the above returns that 
comparing these returns to unadjusted index returns would yield no 
useful information whatsoever and would be quite misleading in a number 
of cases. Therefore, if account returns are to be reported only on an 
money-weighted or "Internal Rate of Return" basis, then returns for an 
appropriate set of indexes should be calculated for each account using 
the same set of cash flows. This would need to be done on an account 
by account basis by creating a set of dollar-weighted indexes for the 
account. This calculation would use the same cash flows as the IRR 
calculation to create a "pseudo index" based on the same cash flows for 
the account [James Cripps] by using the cash flows to purchase and 
redeem units in the relevant index. It should not be difficult for 
dealers to obtain daily index values to do these calculations. 

 
Alternatively, dealers could provide time-weighted (which would also 
entail creating an index of the account value for each account) and 
dollar-weighted numbers for the account and leave it to third parties 



or advisors to explain the different uses for each number. 
 
Another alternative to requiring dealers to calculate additional 
returns would be to require dealers to provide client account data in 
an electronic form that would make it economically viable for clients 
or third parties that they hire help them calculate and interpret the 
return data. Maybe dealers could even provide return data to advisors 
and a provide an approved comparative return "calculation app". This 
latter notion would be a lot more cost effective and actually provide 
relevant information to those clients who wanted to see and understand 
comparative return data. 

 
Daniel Kahneman, the Nobel Prize-winning behavioural economist points 
out that one of the key ways the individuals make decision errors is to 
engage in "narrow framing", i.e. looking only at the immediate context 
in order to make a decision. His solution is for them to use "broad 
framing" and consider more data. Showing a client only account returns 
without a relevant comparison standard would be classic example of 
narrow framing and almost certainly lead to worse decisions than having 
no information at all. 

 
Finally, from a philosophical point of view, I suggest that there is no 
one Rate of Return Method that is "more accurate" as is stated in the 
Appendix above. Each return calculation is suitable for its designed 
purpose and cannot replace the other one. 

 
I hope that the foregoing comments are useful and lead to an improved 
basis for reporting investor returns.[James Cripps] Please note that 
the foregoing views are mine personally and in no way puroprt to 
represent the views of Assante Financial Management Ltd. or its 
associated companies. 

 
Respectfully submitted, 

 
James B. F. Cripps, C.F.A., R.F.P., CFP 
Assante Financial Management Ltd. 
1600-800 West Pender Street 
Vancouver, B.C. V6C 2V6 
Vox: 604-685-1938 
Fax: 604-685-9815 
Mobile: 778-836-5232 
Email: jcripps@assante.com<mailto:jcripps@assante.com> 
Website: jamescripps.com 

 
 
---------------------------------------------------------------- 
WARNING: All e-mail to or from this address is recorded by Assante and 
is subject to archival, monitoring and/or review, by and/or disclosure 
to, someone other than the recipient. This message is intended only for 
the persons to whom it is addressed. It may contain information that is 
privileged and confidential. If you are not the intended recipient, 
please contact the sender immediately and delete the e-mail without 
reading it or making a copy. 
Any distribution, copying, or other use of this email by a person other 
than the intended recipient is prohibited. Precautions have been taken 
to screen this e-mail for viruses but it may not be virus free. We are 
not responsible for any damage that may be caused by this e-mail. This 
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communication is for information purposes only and is not an offer to 
sell or solicitation  of an offer to buy any financial product, an 
official confirmation of any transaction or an official statement of 
Assante. E-mail transmission cannot be guaranteed to be secure of 
error-free. 



Initial Amount $100,000.00 

Annual Y/E Contribution $10,000.00 

 
 
Return Ratio Wealth Amount Internal Rate of Return (IRR) 

 

Base Return 0.00%  Date Pattern 1 Pattern 2 Pattern 3 Pattern 1 Pattern 2 Pattern 3 Pattern 1 Pattern 2 Pattern 3 
Fluctuating Return 10.00%            
   12/31/2000    $100,000.00 $100,000.00 $100,000.00 ‐$100,000.00 ‐$100,000.00 ‐$100,000.00 
James B.F. Cripps  $10,000.00 12/31/2001 1.1000 0.9091 0.9091 $120,000.00 $100,909.09 $100,909.09 ‐$10,000.00 ‐$10,000.00 ‐$10,000.00 

09/14/2012  $10,000.00 12/31/2002 1.1000 0.9091 1.1000 $142,000.00 $101,735.54 $121,000.00 ‐$10,000.00 ‐$10,000.00 ‐$10,000.00 
  $10,000.00 12/31/2003 1.1000 0.9091 0.9091 $166,200.00 $102,486.85 $120,000.00 ‐$10,000.00 ‐$10,000.00 ‐$10,000.00 
  $10,000.00 12/31/2004 1.1000 0.9091 1.1000 $192,820.00 $103,169.87 $142,000.00 ‐$10,000.00 ‐$10,000.00 ‐$10,000.00 
  $10,000.00 12/31/2005 1.1000 0.9091 0.9091 $222,102.00 $103,790.79 $139,090.91 ‐$10,000.00 ‐$10,000.00 ‐$10,000.00 
  $10,000.00 12/31/2006 0.9091 1.1000 1.1000 $211,910.91 $124,169.87 $163,000.00 ‐$10,000.00 ‐$10,000.00 ‐$10,000.00 
  $10,000.00 12/31/2007 0.9091 1.1000 0.9091 $202,646.28 $146,586.85 $158,181.82 ‐$10,000.00 ‐$10,000.00 ‐$10,000.00 
  $10,000.00 12/31/2008 0.9091 1.1000 1.1000 $194,223.89 $171,245.54 $184,000.00 ‐$10,000.00 ‐$10,000.00 ‐$10,000.00 
  $10,000.00 12/31/2009 0.9091 1.1000 0.9091 $186,567.17 $198,370.09 $177,272.73 ‐$10,000.00 ‐$10,000.00 ‐$10,000.00 
  $10,000.00 12/31/2010 0.9091 1.1000 1.1000 $169,606.52 $218,207.10 $195,000.00 $169,606.52 $218,207.10 $195,000.00 
    1.0000 1.0000 1.0000   IRR ‐1.4898% 1.8095% 0.3400% 

Time‐Weighted Return 0.0000% 0.0000% 0.0000%  
The calculation proposed by Securities 

Mutual Funds, Indexes, and the CFA Institute Report Time‐Weighted Returns Regulators is IRR.  How is a client to make 
sense of this? 

 
 

Notes: Cash Flows are Deposited on the Dates Shown. At the end of every year after the Initial Amount is deposited ($100,000 above), the Annual Year‐End Amount is Deposited ($10,000). The Base 
Return is the average compound return of the account; the Fluctuating Return is a volatility factor. The spreadsheet allows these parameters to be changed. 



 


