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Discussion Matrix for Open Forum


“If investors spend five minutes a year trying to figure out the direction of the stock market, they have wasted four minutes.”














Peter Lynch

“Things are seldom as they seem, skim milk masquerades as cream, specifically; sellers and their representatives invariably present financial projections having more entertainment value than educational value. In the production of rosy scenarios, Wall Street can hold its own against Washington.”




 



Warren Buffett
	Ref
	Scenario or issue
	Potential risks 
	Comments and suggestions from the group

	1. 

	ABC adviser is a small firm with $30 million under management. The sole owner manages all portfolios and places all trades. An employee manages all filings and records.


	· Lack of segregation of duties 
· No independent oversight of decisions or client investment recommendations
· KYC and client investment policy are not up-to-date
	· Establish some review procedures
· Have employee or external auditors perform some checks

· Discuss portfolio holdings with client

	2.

	Owner/PM favors alternative products and is selling many client fund holdings (equity and balanced funds) and putting a large allocation of client portfolios into a new proprietary hedge fund that the adviser manages.

	· Has the adviser followed a strategic investing plan and invest in line with client’s expectations and the investment policy?
· Has proper due diligence on the new products been performed?
	· Set out clear asset allocation targets for client portfolios

	3.

	As an adviser, I face unanticipated ethical dilemmas. Should I develop sound and relevant principles of ethical conduct for my employees?
What are my firm’s ethical responsibilities?
Do I just need to obey the law?

What is “reasonable judgment,” as described in the CFA Institute’s Code and Standards? 


	· Identify ethical responsibilities
· Commit to have a client focus rather than the firm’s self-interest.
· Make reasonable inquiry into all client’s financial situations before making recommendations.
· Discuss issue with legal counsel or BCSC 


	

	4. 
	Many ICPMs are fund managers and distributors. Does my firm have a fiduciary duty to the investment fund or to the underlying unitholders of the fund?

	Fiduciary duty may not be clear. 

In many cases, law in Canada recognizes that a person who holds a position of trust with care of assets holds a duty to the client. 
Does my duty to clients mean my firm will eliminate all conflicts of interest in favor of the client?

Standard of care of investment fund manager is introduced in NI 81-107.
	

	5.

	ABC advisers claim that they are concerned about whether they need or can afford to put more resources into the firm’s compliance area. The firm is wondering: how much is enough?
	· Is a policy manual in place?
· Is it living document?
· Has any self-assessment or testing been performed on the compliance program?
· Are regular tests and reviews performed?
· Is there an obvious whole in the compliance manual?


	

	6.

	ABC advisers’ personal trading policy does not cover IPOs or private placement purchases by employees. Is there a need to cover these areas?

	· Opportunities in some IPOs and private placements are limited; there may be the appearance of opportunity if advisers receive these offerings.
· What type of investments does the firm allow staff to invest? Is there a conflict?


	

	7.

	ABC advisers just set up some new pooled-funds to sell to clients. The adviser must establish new policies for charging expenses to the funds.
What are some considerations for setting policies?


	· What are the fees and expenses and how do the offering documents disclose these fees?
· Will the firm charge its own overhead expenses to the funds? What are eligible expenses for the funds?
· Proxy voting
· Fair allocation of assets among funds
· What is the relationship between direct management fees and indirect operating costs?

	

	8. 

	What are your firm’s know-your-products (KYP) procedures?
Do you use a due diligence checklist to help vet new complex products?

Do I understand the new products strategies?

Do I understand the product underlying risks?


	Know your products before considering buying for or recommending to clients. 
What is the risk and reward trade-off for the product?
	

	9.

	ABC advisers outsource most custodial, valuation, and client-reporting functions.
Do they need proper oversight or regular monitoring of the work performed?


	What is the duty of the fund manager when employing an outside consultant or service provider?
You can delegate a function but you cannot delegate responsibility.
	

	10.

	ABC advisers place brokerage transactions with broker-dealers or registered representatives that refer clients to their funds.
If the result is higher brokerage costs, is this in the best interests of clients, or best execution?


	Cost is only one aspect of best execution and consideration must be given to other aspects such as research, speed of execution, risk of trade failure, etc.
	

	11.


	ABC conducts all trades by phone with a discount broker that has high minimum trade costs. They were approached by another discount broker that said it could charge them much less due to its trade routing technology.
Should ABC consider improving its trade process and technology used?


	What are the costs and benefits in terms of executing trades through firm A vs. firm B? 
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