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December 21, 2001

V1A FEDERAL EXPRESS and FACSIMILE

Prefessional Standards and Advoeacy

Association for Tovestment Management and Research (“AIMR™)
P.O. Box 3668

Charlottesville, Yirginia 22903

Fax: (504} 951-5320
Re: Guidance Starement on Composite Definition

To whorn it may concerm:

T. Rowe Price Associates, Inc., T. Rowe Price International, Inc., the T. Rowe Price
Invesiment Counsel Group, T. Rowe Price Canada, Inc., and T. Rowe Price Global Asset
Management Limited {collectively, the “Price Advisers™) weleome the opportunity te
camment on the proposed Guidance Statement on Composite Definition.  According 10
lhe proposed Guidance Staternent. “[tilwee of the most fundamental issues 2 firm must
consider to achieve compliance with the GIPS standards are Definition of the Firm,
Composite Construction, and Discretian.” The Price Adwvisers, emwloying over 70
Chartersd Financial Analysts, agree with thus perspective and commend ATMR s ¢ffort to
provide clear gidance on these fandamental concepts.

We are, however, concerned by ATMR’s impositron of a JTanuary 1, 2002 implementation
date for the U.S. and Canadian version of GIPS, particularly in light of the fact that
AIMR has (1} acknowledged that the 1997 AIMR-PPS handbook iz significantly
outdated and that a GIPS handbook will not be available until Spring 2002, well after the
proposed GIPS umplementation date;, (2) only recently drafted proposed puidance tor
concepts deemed “fundamental” to compliance with GIPS; and (3) placed Dums in the
position of atternpting to formally document policies and procedures to implement the
GIPS standards while fundamental guidance retnains open for public comument threugh
the GIPS implementation date.

We believe that smplementation withoul clear and final guidance placzs an investment
adviser in an especially difficolr position for the very reasons acknowladeed by AIMR on
multiple occasions, including the Octoher 200] AIMR-PPS conference. At that
conference, AIMR acknowledged that many tnterpretive differences have histoncally
existed among ATMR reprasentatives, as well as mdspendant venifiers, and that it is
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necessary to provide clearer gudance oo GIPS and accreditation standards to ensure
industry-wide consistenicy. In addifion, 1t was noted that even though certain finns had
complance claims independently verified, the firms were later found non-compliant by
the SEC. We believe these concerns pose very real compliance issucs for investment

agdvisers.

Tuming to the proposed Guidance Statement on Composite Defipition, we have the
following udditional comments.

The guidelines provide that if a firmo sets a minimum asset level for portfolios ta be
meluded in a composite, no portfolios below that asset level can be included in the
composite. At the same time, the puidelines state that if a portfolio falls below the
niimimum asset level due to market movements, a firm must leave the portfolio 1n the
origrpal composite unti! there Is a documented change in cliem guidelines or an
acknowledgement from the client that the firm considers the poitfolio too small to
implement the composite strategy.

The AIMR-FPS GIPS standards provide in Section 3.A.5 that portfolios mnst not be
swilched from onc composite (o another unless documented changes n ¢lient cuidelines
ot the redefinition of the composite make switching appropriate. We agrec that this is ap
appropnate rcason for switching a pertfolie 1o a different compesite. However, we
believe it is mpracticabie to seek acknowledgement frem a client that the firm considers
the portfolio too smazll to implement the composite strategy. The client s not in a position
to make thts judgement, not is there any reason a client should be placed in this pasition,
The decision to include or exclude a client account in 2 composite should rest with the
firm, net with the client. In accerdance with the AIMR-PPS standards, the Sun will have
to justity its decision. Moreover, clients are not particularly concernsd about their
portfulio’s inclusion or exclusion in a firm’s composite. They are much more concerned
with their respective portfolio values as provided in client account staternents. In
addition, clionts arc very reluctant to sign documents other that, those absolately required
to mauayge Lheir account, and m our view, there is no real justification for askmg them to
do so here,

We are alse concemed that the reason a portfolio falls below the miniroum composiic
requirement may not always be apparent. In addition, the performance of a portfolio
below the minimum may vary considerably from other portfolios managed in accordance
with the corposite strategy. The inclusion of certain portfolios and exclusion af others
selow composite minimums seems to contradict directly ADVR s consistency standard.
We further believe that it may be difficult to justify in the event of an independent
verification. We believe instead thet 2 fiern should adopt procedures regarding portfalios
that fall below minmum compesite regnuirements that wouid permut the 8 to
temporanly remove the portfolio from a composite if the fitm determines that portfolio
size would sigruticanily impede the (irm from fully itnplementing its intended strategy.
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I the size of the portfolio snbsequently meets the minimum {or inclusion in the
compasite, then the portfolio can be returned to the composite.

Please do oot hesitate to contact me if you requira addifional mtbnmation or elarificetion
Tegarding ouf comiments.

Sincerely,

way I ks

Naney M. Morris

cc:  Henry Hopkins
Managmg Director and Chief Legal Counsel



