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COMMENT I\

- Ensure fees and
. commissions are
.disclosed up front

DavID KAUFMAN
Alternative Investor

here has been a lot of
£ - talk recently about the
. duty of care owed by
financial advisors to their cli-
«ents. At one end of the care
«Spectrum is fiduciary duty,
'the highest level at law, At
‘the other, the rather nebulous
_concept of “suitability”
. Fiduciary duty commands
. advisors act at all times in the
‘best interest of their clients,
'with any potential conflict of
‘interest mitigated through
‘disclosure and other actions.
- Suitability basically requires
advisors ensure prospective
-investments are suitable for
their clients, taking into ac-
‘count the clients’ return ob-
‘jectives, risk tolerance and
‘time horizon. :

At first blush, these seem
vmore or less the same. They
.are not,

Consider a woman who
‘goes shopping for a pair of
‘winter boots. She informs the
.salesperson she would like
\black boots that are warm,
;durable and waterproof. He
‘fetches a pair that is black,

Is your advisor
acting in your
- best interests?

- Thereis nothing
+ wrong with
-advisors collecting
~ commissions

L

\Warm, durable and water-
proof. The cost is $400. He‘l
«does not inform his customer
‘the boots are going on sale the
.very next day, or that another
Jvery similar pair is $200,

- To use financial jargon, the
‘boots are perfectly suitable
«for the customer, but the pur-
'chase is not in the customer’s
;best interest.

All too often, advisors, to
whom the lesser standard of
suitability applies, sell their
clients the $400 pair of boots,

For example, an advisor
might purchase mutual funds
with deferred sales charges
(that carry stiff penalties for
redemption within the first
five to seven years after pur-
chase) for clients who may re-
quireliquidity in much shorter
time frames. Or investments
(usually new issues) that pay
commissions to advisors are
purchased in fee-based ac- '
counts, resulting in a double-
dip scenario that is not dis-

closed to clients



clearly and in plain English.
Other times, client portfolios
are churned with no Durpose
other than generating com-

missions,
This is not to Say — and let
me be clear about this — that
Here is a list of questiorfs your financial advisor

that will help you make this in any of these activities, nor
decision for yourself (and you ; that your interests are placed
should consider adding a few behind his or hers. The major-
of your own): ! ity of financial professionals
L Are you receiving a commis- | are totally committed to their
sion and/or trailer fee from clients’ needs, but this sort of
the purchase you are recom- activity does occur with shock-
mending? ing regularity and the amazing
2. If so, how much, and for thing is that there are often no
what period of time will I be rules in place that forbid it.
subjected to any redemption One day we will catch up
fee? J

to other jurisdictiong and re-
pblace the various standards
currently in place with a sim-
Dle blanket “best interest of
the client” rule that will apply
to any individual entrusted
with assisting others to man-

3. How exactly will my port-
folio be better after the pro-
posed investment than it is _ﬂ
now? =
Let’s remember that advis-
ors, like everyone else, must
make a living, There is abso-

e S o age their l:}noney in any way,
lutely nothing wrong e et Partly because of the patch-
visors mllecting comElsflml']; work of securities regulators
or trailer fees from funds i the Canadian system is saddled
which their clients invest, nor with, and partly because of the
is there anything wrong with advisory community’s extreme.
advisors charging their clients ly powerful lobby, T wouldn’t
commissions directly in com- hold my breath for this,
pensation for the trnaluable'g: Instead, I recommend tak-
search and advice they provide.

ing this issue into your own
hands and establish a rela-
tionship with Your advisor |

The line is crossed, how-
ever, when the receipt of a

benefit to the advxs?;‘h Woclilljstg that gives you some of the

the disadvantage o he clien protections you may not auto-

A few si{:;jple %ﬁeﬁi}:)elﬁi;?nd ;nanically be given through
help to reduce the egislation or regulation,

of this happening to you. Ask Irrespective of what stan-

them and protect yourself. of care your advisor must

Financial Post adhere to, there is ng jurisdic-

keass tion that allows any registrant

David Kaufman is president of in any corner of the Canadian

Westcourt Capital Corp., a port- financial markets to lieto a cli-

folio manager special-
izing in traditional
and alternative asset
classes and invest-
ment strategies. drk@
westcourteapital.com

ent. Therefore, if you ask the
right questions, you can eljcit
the kind of ful] disclosure that
will allow you to decide for
yourself if a recommendation
isin your best interest.
== It takes guts to ask these
sorts of questions, but jt is
exactly the power imbalance
in the advisor-client relation-
ship that allows less serupu-
lous advisors to give less than
wholly impartjal advice to
their clients,
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