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Measuring

performance

Money weighted rate of return

The money-weighted rate of return (MWR) takes into account the cash flows in and out of an
investment over a given period. It's used to show the overall return on capital over that time.

The MWR is not generally appropriate for comparing the performance of different portfolios.
That's because it's strongly influenced by the timing of cash flows, which may be out of a
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manager’'s control. So it is hard to see if it's the manager who has made the difference or

just the timing of money in or out.

But where the MWR is useful is in showing how a specific
investment is performing in light of the cashflows in or out.

While it's less useful for assessing the skills of a manager,
it is very useful in indicating how well placed the client is to
achieve their investment goals.

Formula for calculating the money-weighted rate of return (MWR)
of a fund:

p.(D*Vi-vo-C)
(VO +[CxN/12])

R = is the return on the investment
D = the income paid out

V1 = sale price of the investment at the end of
its term

VO = purchase price of the investment at the start of
its term

C = new money introduced during the year

N = the number of months for which the new money
was invested

Example

Income paid out to client of £1,000 during the term of the
investment (one year). The investment’s current value is
£28,000, and the original amount invested was £25,000.
A further £2,000 is invested six months into the year.

D =£1,000

V1 = £28,000

VO = £25,000

C = £2,000

N=06

To calculate the money-weighted rate of return:

(£1,000 + £28,000 — £25,000 — £2,000)

(£25,000 + [£2,000 x 6/12])

The money-weighted rate of return for the fund = 0.0769
or 7.69%.
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Important information: This document has been prepared for general information purposes only. It does not constitute advice (whether
investment, legal, regulatory, tax or otherwise) provided by Columbia Threadneedle Management Limited.
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