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I nt roduct ion 

Choosing an investm ent  advisor need not  be a difficult  undertaking. While it  m ay seem  
challenging due to the vast  array of firm s and individuals offering various services and financial 
products, we believe we can sim plify the process. This sect ion is intended to give you a clear 
understanding of all the opt ions available so that  you can m ake an inform ed choice. 

The Port folio Managem ent  Associat ion of Canada (PMAC)  represents firm s, registered as “port folio 
m anager”  whose prim ary focus is discret ionary investm ent  m anagem ent  for clients. Few 
organizat ions are perm it ted to provide discret ionary m anagem ent  where the port folio m anagers 
m ake their own decisions in m aking and changing investm ents for  clients. To be able to do so, 
port folio m anagers m eet  the highest  condit ions of regist rat ion with the securit ies com m issions. 

Financia l Services Providers and Their  Products 

Below you will find inform at ion that  highlights the differences between the products and services 
offered by others and com pare them  with those of investm ent  counsel. On the Understanding 
Your I nvestm ent  Opt ions webpage located under the Investor Cent re on our website, you will find 
a Due Diligence Checklist  that  we encourage you to use, not  only for select ing an investm ent  
counsel or port folio m anager, but , if appropriate, for understanding the im portant  details of 
others offering investm ent  services. We think it  will give you greater insight  into the style, 
qualificat ions and com pensat ion of advisers. 

Port folio Managers 
 

These firm s are registered with securit ies com m issions as port folio m anager and are regulated by 
them . Most  port folio m anagers in these firm s hold the coveted Chartered Financial Analyst  
designat ion and abide by a st r ict  code of ethics. Their only business is the discret ionary 
m anagem ent  of investm ent  port folios for individuals, estates and t rust s,  charitable foundat ions, 
corporat ions, pension funds and endowm ent  funds. I nvestm ent  counsel fees are lim ited, in m ost  
cases, to a percentage of the assets under m anagem ent .  For individuals, the tax-deduct ible fees 
generally range from  1%  to 2%  plus a fee for t he safe custody of client  assets by a separate 
financial inst itut ion. I nvestm ent  counsel and port folio m anagers also offer  pooled funds to clients 
with sm aller am ounts to invest  than the m inim um  for segregated accounts. These firm s provide:  

Segregated Accounts 

Not  to be confused with segregated funds, (see below)  these are separate, custom  port folios only 
available from  investm ent  counsel and port folio m anagem ent  firm s. Care is taken by the 
investm ent  counsellor to understand the investm ent  object ives, personal circum stances and risk 
tolerance of each client  and, with this inform at ion, a suitable port folio of investm ents is 
const ructed. Port folio m anagers seek a m inim um  account  size for segregated accounts that  
typically ranges from  $500,000 upwards and is, m ost  com m only, in the $500,000 to several 
m illion range. 
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Pooled Funds 

These are sim ilar to m utual funds in st ructure but  require a m inim um  investm ent  of $150,000 and 
disclosure is in the form  of an inform at ion circular as opposed to a prospectus. There is no sales 
fee involved in buying a pooled fund and the m anagem ent  fee is generally in the range of 1%  and 
is 1%  to 2%  less than in m utual funds. Pooled funds are generally available from  investm ent  
counsel firm s, port folio m anagers and insurance com panies.  

Brokers, I nvestm ent  Dealers and Securit ies Dealers 
 

These are firm s registered with securit ies com m issions to t rade in securit ies as agent  or  principal 
-  they can buy or sell securit ies for you through other brokers or by selling from  their own 
inventory or buying direct ly from  you for their own account . Brokers and investm ent  dealers are 
m em bers of a stock exchange and are regulated by the Investm ent  I ndust ry Regulatory 
Organizat ion of Canada ( I IROC)  (www.iiroc.ca ) . Securit ies dealers are regulated by securit ies 
com m issions. All these firm s are com pensated by t ransact ion com m issions that  are shared with 
salespeople. 

Salespeople em ployed by brokers and investm ent  dealers are registered and regulated through 
the Investm ent  I ndust ry Regulatory Organizat ion of Canada ( I IROC)  and are known by various 
t it les. Som e of these are investm ent  advisers, account  execut ives and registered representat ives 
but  there m ay be others in use. Whatever they are called, it  is im portant  to know that  they 
generally are com pensated by t ransact ion com m issions. But , in som e cases, certain salespeople 
are able to charge an annual fee for the advice and recom m endat ions that  they provide. Products 
available from  brokers and investm ent  dealers include:  

Securit ies advice and execut ion:  Brokers and investm ent  dealers buy and sell securit ies and 
m utual funds for  clients only on direct ion of the client .  Only brokers who have been conferred 
the CIM designat ion are able to provide discret ionary investm ent  m anagem ent . I nvestm ent  
dealers also assist  corporat ions in raising capital through new bonds or shares that  they sell to 
clients and the public. 

Wrap Accounts:  I n wrap accounts, typically, the broker or dealer selects an investm ent  counsel or 
port folio m anagem ent  firm  to m anage pooled funds in which clients of t he broker invest  and the 
individual salesperson provides the client  with advice. These are products where the cost  of 
advice and the m anagem ent  are "wrapped" into one fee. You can expect  "wrap" fees to average 
between 2.5%  and 3.7%  and, if m utual funds are used in the wrap account , m ake certain that  
t railer fees are excluded from  the "wrap" fee. 

Financial Planners 
 

The term  " financial planner"  is broadly used in Canada by a variety of f inancial services 
professionals. As a consum er, it  is often difficult  to wade through the m yriad of inform at ion and 
determ ine what  services are being provided and at  what  cost  when seeking financial planning 
services. Current ly anyone in the financial services sector can use the term  " financial planner"  to 
m arket  or describe his /  her skills. However, there is only one registered and governed financial 
planning t it le in Canada and that  is the Cert ified Financial Planner Designat ion or the "CFP" as it  is 
often referred to. The CFP designat ion is conferred and m onitored by a not - for-profit  organizat ion 
called the Financial Planners Standards Council (FPSC)  of Canada. 

Cert ified Financial Planners have taken extensive courses and exam inat ions to earn this 
professional designat ion and they m ust  part icipate in annual cont inuing educat ion program s to 
m aintain their CFP status. Furtherm ore, they m ust  ensure they operate their planning pract ices in 
accordance with the FPSC's stated ethics and guidelines. Detailed inform at ion regarding the 

______________________________________________________________________________ 

  www.port foliomanagement .org 

http://www.iiroc.ca/


designat ion, the FPSC and helpful consum er inform at ion can be found on their website:  
www.fpsccanada.org.The FPSC website also lists registered planners in your area and you can use 
this resource to confirm  that  a planning professional you are interested in working with is indeed 
a CFP designat ion holder in good standing. 

Cert ified Financial Planners are com pensated in a variety of ways but  in essence com pensat ion 
breaks down into three possible m odels:  

Fee for  Service 

The planner will charge a fee for any services rendered.  This fee can be calculated based upon an 
hourly rate or a flat  fee negot iated at  the t im e of engagem ent . 

Fee for  Service and Com m ission 

The planner will charge a fee for the developm ent  of a financial plan and will also receive a 
com m ission (either from  the consum er or from  the product  provider,  for exam ple, a life insurance 
com pany should life insurance be purchased)  for any product  purchased to assist  in m eet ing the 
stated object ives of the financial plan. 

Com m ission Only 

The planner will be com pensated solely by com m ission generated from  products that  are 
purchased to fulfill the object ives of the plan. Com m ission m ay be paid by the consum er or by the 
product  provider.  

Each of these m odels has it s pros and cons and it  is im portant  that  consum ers ask when 
interviewing a prospect ive planner t o ensure they fully understand how the planner will be 
com pensated. I t  should also be noted that  som e planners provide st r ict ly planning services. Other 
planners m ay provide planning and can also assist  consum ers with their invest ing or insurance 
needs. 

Mutual Fund Dealers 
 

These are firm s registered as m utual fund dealers with securit ies com m issions that  em ploy 
salespeople to dist r ibute m utual funds. Som e Dealers have their own m utual fund products or 
products of a related firm  while others are independent  and sell only products of unrelated m utual 
fund com panies. Mutual fund dealers are com pensated by com m issions, earned on sales to clients 
that  they share with their salespeople. Som e m utual fund dealers also charge a m anagem ent  fee 
for  their advice on a port folio of m utual funds. Mutual fund dealers are to be regulated by the 
Mutual Fund Dealers Associat ion. 

Salespeople em ployed by m utual fund dealers are also to be regulated by the Mutual Fund 
Dealers Associat ion. They are largely in the business of selling m utual funds in return for 
com m issions. These com m issions include a port ion of the sales charge and an ongoing " t rail 
com m ission" or service fee. For a fund sold on a deferred sales charge basis, a salesperson 
typically earns 4%  to 6%  on the sale, an ongoing com m ission of .5%  to .75%  plus a port ion of 
the sales charge ( if any)  levied when the client  sells. Many refer to them selves as " financial 
planners"  and you certainly should know the qualificat ions they really have. (See Financial 
Planners above.)   Products offered by m utual fund dealers and their salespeople include:  

Mutual Funds 

These are investm ent  products where m any investors pool their m oney with others and share in a 
professionally m anaged port folio of securit ies. Mutual funds are sold under a prospectus, which is 
a disclosure docum ent  reviewed by a securit ies com m ission to ensure it s com pleteness. Mutual 
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funds charge fees and expenses to the fund and disclose this as the m anagem ent  expense rat io -  
the percentage that  the total fees and expenses are of the total value of the fund. Managem ent  
expense rat ios of funds range between 2%  and 3.5% . Mutual fund com panies are m em bers of the 
Investm ent  Funds Inst itute of Canada. 

Segregated Funds 

These are sim ilar to m utual funds except  that  t hey provide a long- term  guarantee of the return of 
the capital invested and they are sold by insurance agents, as well as m utual fund dealers. 
Disclosure is in the form  of an inform at ion circular as opposed to a prospectus. The fee for the 
guarantee is about  1%  in addit ion to the m anagem ent  expense rat io which averages 3%  to 4.5% . 

Financial I nst itut ions 
 

A special note about  financial inst itut ions. Typically, financial inst itut ions are in all of the 
businesses discussed above, in addit ion to banking services. I t  is im portant  to note that  each 
subsidiary offering specific services, and the people working in the subsidiary, m ust  be registered 
and regulated to provide such services. The separate subsidiaries all m ust  operate in the m anner 
described above for investm ent  counsel and port folio m anagers, brokers and investm ent  dealers 
and m utual fund dealers. Som e wealth m anagem ent  divisions of financial inst itut ions also provide 
financial planning services. 
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