"INVESTMENT TECHNIQUES

he key to successful invest-

ing is monitoring your

portfolio returns regularly.

For example, if your port-
folio grew 15% each year for three
years and then goes down by 15% in
the fourth year, the total annual com-
pound growth for this four-year pe-
riod is only 6%. It may be too late to
find out that your portfolio did not
perform as projected, especially if you
are only a few years away from your
retirement.

During the initial interview with a
potential client, I ask the question:
“What was the return on your current
portfolio?” In a typical response, the
investor usually stares at the ceiling for
a while and eventually says, “I don’t
know!”

Each fund company, dealer, broker
or trustee (for a self-directed registered
investment) sends out periodic state-

ments. You may end up with stacks of

paper, usually destined for the recy-
cling box. Most likely, these statements
do not tell you what your annual com-
pound returns are.

The exact calculation of the com-
pound annual return involves calcu-
lating what is called the “Internal Rate
of Return” (IRR). IRR is a complex

calculation and is outside the scope of

this article.

Sometimes, a simpler method
called the modified Dietz is used. But
this method becomes inaccurate as you
make significant deposits or withdraw-
als at irregular time intervals, or if the
markets are very volatile.
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I'will present here a simpler method
that I use. Although it is not exact, it
will give a rough estimate of your port-
folio growth.

I use a spreadsheet program to
make this calculation easier. If you
don’t like computers, you can use a
standard 6-column paper.

The first column is the line number.
Starting with “0”, fill the column all
the way down.

The second column is the date. Fill
it out quarterly, starting with the in-
ception date. I use March, June, Sep-
tember and December to coincide
with the statements that I receive.

In the third column, enter all your
deposits to and withdrawals from your
account during each quarter. Depos-
its include:

* Cash or in-kind deposits, and
* Transfers in from other accounts.
Do not include money you did not put

Example A

Columni Column 2 Column 3

Line No Quarter Deposits &
Ending Withdrawals: ($)

0 Oct-91 181,592

1 Dec-91 51,681

2 Mar-92 -

3 Jun-92 4,000

4 Sep-92 5,000

5 Dec-92 -

6 Mar-93 -

7 Jun-93 -

8 Sep-93 -

9 Dec-93 76,117

10 Mar-94 16,978

11 Jun-94 -

12 Sep-94 -

13 Dec-94 =

- Estimating Your
Portfolio Return

in, such as:

* dividends,

* interest income, and

¢ other distributions.

Withdrawals (use a minus sign) in-
clude:

* cash or in-kind withdrawals, and
* transfers out to other accounts.
Do not include money yox did not re-
ceive, such as:

* redemption charges,

® sales’ commissions, and

* trustee fees.

The fourth column is simply the run-
ning total of all deposits and withdraw-
als. Your deposits increase this number,
and withdrawals will decrease it.

The fifth column is the actual mar-
ket value of your portfolio at the end
of each quarter. You can obtain it from
your quarterly statements.

The last column, Column 6, is cal-
culated by dividing the market value

Column 4 Column 5 Column 6
Cumulative - - : Market Growth
Deposits ($) : Value ($) =~ Ratio
181,592 181,592 1.00
233,273 233,273 1.00
233,273 242,601 1.04
237,273 250,736 1.06
242,273 253,293 1.05
242,273 261,609 1.08
242,273 263,109 1.09
242,273 264,609 1.09
242,273 266,109 1.10
318,390 337,726 1.06
335,368 390,320 1.16
335,368 379,644 1.13
335,368 395,376 1.18
335,368 383,734 1.14
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Table 1 - Estimating the Compound Annual Growth Rate of Your Portfolio (Column 5) By the cumulative total
(Column 4). I call this the “Growth

Compound Annual Return Ratio”.

&% 6% 8% 10% 12%  14% 16%  18% To arri d N
Line No ; Growth Ratio O arrive at your Compm‘m annu.
0 1.00 1.00  1.00 100 1.00  1.00 1.00 1.00 growth rate, go to the last line of your
1 1.01 1.01  1.02  1.02 103 103 1.04 1.04 table and read the line number (Col-
2 1.02 1.03  1.04 105 1.06 1.07 = 1.08 1.09 umn 1) and the growth ratio (Column
3 1.03 1.04 106 1.07  1.09 1.10 . 112 1.13 6). Go to Table 1. Find the same line
4 1.04 1.06 -~ 1.08 1100 112 114 116 118 number and move across to the right
5 1.05 1.08 1.10 1.13 1'_15 1.18 1.20 1.23 until you find your growth ratio. Look
6 1.06 1.0 112 115 119 122 125 158 the column heading. This is the
7 1.07 111 114 118 122 126 130 134 up the &
8 1.08 112 117 121 125 130 135 1.39 approximate compound annual growth
9 1.09 114 119 124  1.29 134 140 145 of your portfolio. That simple!
10 1.10 116 121 127 133 138 145 1.51
11 1.11 117 124 130 137 143 150  1.58 Example A
12 1.12 119 126 133 140 - 148 156 1.64 The projected growth rate in the
L s R S R I tee iy “igs,  Cngmal reirement plan was 120 per
15 116 124 133 143 153 163 L74 186 year. After completing the table, we see
16 1.17 126 136 146 157 168  1.81 1.94 that the growth ratio after the 13
17 1.18 128 139 150 1.62 174 1.88  2.02 quarter was 1.14. Looking at Table 1,
18 1.19 130 141 154 166 1.79. 1.95 2.11 go to line 13 and move right across
19 1.20 132 144 157 171 185  2.02 2.20 this line until you find 1.14. In this
20 1.22 1.34 . - 1.47 1.61 1.76 1.91 2.10 2.29 case, it happcns to be the first column;
21 1.23 136 150 165 1.81 198  2.18 2.38 read the column heading of 4%. This
22 1.24 138 153 169 186 204 2.2 2.49 is the approximate compound annual
23 1.25 140 156 173 192 211 235 2.59 the 13- (39-month)
24 1.27 142 7189 LI7 197 218 244 2.70 feturn over the 15-quartet {57-mont
25 128 144 162 181 203 225 253 281 period. When I worked out the exact
26 1.29 146 1.65 186 209 233 262 = 293 calculations based on exact dates of in-
27 1.30 1.48 1.68 1.90 2.15 2.40 2.72 3.06 vestment, the actual return was 5.06%.
28 1.32 150 - 1.71 195 221 2.48 2.83 3.19 This estimation is close enough to con-
29 1.33 153 175  2.00 227 256 2.93 3.32 clude that the portfolio was not per-
30 1.34 155 178 2.04 234 265 = 3.04 3.46 forming as projected.
31 1.36 1.57 1.82  2.09 240 274  3.16 3.61
32 1.37 159  1.85 = 214 2.47  2.83  3.28 3.76
33 1.38 1.62  1.89  2.20 254  2.92  3.40 3.92 Example.B‘
34 1.40 1.64 192 225 2,62  3.02 353  4.08 After realizing that the return was
35 1.41 1.66  1.96 230  2.69 3.12  3.66 4.26 not meeting the investment objectives,
36 1.42 1.69 2.00 2.36 2.71 3.22 3.80 4.44 the portfolio was redesigned and rear-
37 1.44 171  2.04 241 285 332 3.95 4.62 ranged.
38 1.45 1.74 208 247 293 343 410 4.82 The performance of the new and
39 1.47 1.76  2.12 253  3.01  3.55 4.25 5.02 imoroved ortfolio is tracked in 2 new
40 1.48 179 216 259 . 3.10  3.66 441  5.23 proved p

table (Example B).
Example B The growth ratio after the 10*
Line No Quarter Deposits & Cumulative ~ Market Growth quarter is 1.38. Go to line 10 of Table
Ending  Withdrawals ($) Deposits ($) Value ($)  Ratio 1, move across to the right until a

0 Dec-94 383,734 383,734 383,734 1.00 growth ratio of 1.38 is found. This cor-
1 Mar-95 7,150 390,884 403,239 1.03 responds toa Compound a_nnual return
2 Jun-95 - 390,884 416,191 1.06 of 14% during this 10-quarter (30-
3 Sep-95 _ 390,884 417,471 1.07 month) time frame.
4 Dec-95 _ 390,884 426,298 1.09
5 Mar-96 6,182 397,066 454,855 1.15 Once you have your table, all you
6 Jun-96 _ 397,066 481,464 1.21 have to do is add one line each quar-
7 Sep-96 _ 397,066 500,779 1.26 ter, and read off the compound annual
8 Dec-96 _ 397,066 516,177 1.30 growth from Table 1.
9 Mar-97 1,321 398,388 515,275 1.29
10 Jun-97 10,000 408,388 564,629 1.38
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Two to three years of history should
be sufficient for a meaningful estima-
tion. Make sure to monitor your returns.
Time is your friend. Don't waste it.

Cemi] Otar, IA, CFP, P Eng, Tndepend-
ent Financial Advisor, W. H. Stuant &
Associates, Thornbill, Ontario (905)889-
7170.



