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1.0 Introduction 
Prior to making a recommendation, a Financial Advisor must have a thorough 
understanding of the account holder, which would include their personal and 
financial circumstances, their savings goals and their risk profile to document their 
KYC information. In addition, the Financial Advisor must also have a thorough 
understanding of the investment products they are recommending, based on 
conducting a reasonable due diligence to meet the know-your-product (KYP) 
requirements. Collectively this information forms the basis for a suitability 
determination, that must include putting the interest of the account holder first in 
making a recommendation. 
 
This document is intended to provide a Financial Advisor with guidelines to establish 
a suitability framework to comply with GP Wealth Management (“GPWM”) policy 
requirements.  
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2.0 Collecting KYC Information 
A Financial Advisor must obtain and maintain accurate and timely Know-Your-Client 
(KYC) Information for each account holder. Without accurate and timely KYC 
Information, A Financial Advisor and Supervisory Staff are not able to determine 
whether a transaction or recommendation is suitable for an account holder. As a 
result, a Financial Advisor must obtain complete and accurate KYC Information when 
opening a new plan (account). In addition, the KYC information for an account holder 
must be updated at minimum every 36 months or when a Financial Advisor becomes 
aware of a material change. 
 
Decisions regarding portfolio construction and management will emanate from the 
KYC Information provided by an account holder in the GP New Account Application 
Form, KYC Update Form, and the Investor Profile Questionnaire. When documenting 
the KYC information, the following eight factors form part of the investor profile when 
constructing or managing a plan for an account holder. The factors are broadly 
categorized as follows: 
 

Factor Plan Specific Client Specific 

Age  Yes 

Annual Income  Yes 

Net Worth  Yes 

Investment Knowledge  Yes 

Investment Objectives Yes  

Risk Tolerance Yes  

Time Horizon Yes  

Tax Considerations Yes Yes 

2.1 Age 

The date of birth of an account holder must be recorded, and consideration should 
be given to age when determining the savings goals, investment objective, 
investment time horizon and risk tolerance of an account holder. Particular care must 
be exercised concerning account holders who may be vulnerable due to age 
considerations or limited investment knowledge. For example, if an account holder is 
elderly, their capacity to withstand a downturn in the value of their plan (account) is 
reduced. There are also considerations of diminished mental capacity for an account 
holder in the elderly age group. 
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Important Notice: 
 

 If the account holder is over age 60; the DSC Purchase Option is prohibited. Only LL and FE 
Purchase Option is available. 

 If the account holder is over age 70; the DSC and LL Purchase Option is prohibited. Only FE 
Purchase Option is available.  

 Effective January 1, 2022, all LL and DSC purchase options are prohibited. Existing PACs will 
continue until June 1, 2022. However, any changes to an existing PAC must be done using 
the FE version of the mutual fund. 

 Effective June 1, 2022, all PACs running on DSC and LL Purchase Options will be eliminated 
and converted to the FE version. 

2.2 Gross Annual Income 

When requesting this information, refer to personal gross annual income from all 
sources which include employment (earned), pension (company and government) 
and investment income (interest and dividends) to consider the investment 
objectives and cash flow requirements of an account holder. The information is a 
vital part in helping assess and offer suitable products, services, or strategies. There 
should not be any assumptions made of the relationship between the Investment 
time horizon, investment objectives, risk tolerance, and annual income of an account 
holder.  
 
For a Joint Plan, the Gross Annual Income must be collected for each co-account 
holder. 

2.3 Net Worth 

A Financial Advisor must take reasonable steps to determine the net worth, which 
includes understanding financial and other assets and liabilities for an account 
holder. In certain circumstances, the Financial Advisor or supervisory staff may need 
to inquire about investments held outside GP Wealth Management by the account 
holder to acquire a sufficient understanding of an account holder’s net worth in 
support of a suitability determination. For example, this information may be 
particularly important to assess whether an investment recommendation may lead an 
account holder to become over-concentrated in an investment product or sector. 
 
The net worth calculation is used to determine an account holder’s assets and 
liabilities and in what form. A Financial Advisor must determine and record an 
account holder’s liquid assets plus fixed assets less the details of their liabilities.  

2.3.1 The importance of Net Worth in the completion of KYC 
 

The more detailed information a Financial Advisor can document regarding the net 
worth of an account holder, the better. For example, does the account holder have a 
pension plan, does the account holder have assets elsewhere (liquid and fixed), 
what is the composition of their debt? All of these must factor into the account 
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holder’s profile and the recommendations the Financial Advisor makes for a 
particular investment plan. If an account holder has a low net worth, and their 
investments represents a large percent of their net worth, it may not be advisable to 
recommend high risk investments as the account holder may not be able to 
withstand a loss should the markets be volatile. In this example, the capacity for risk 
is low, regardless of the account holder’s attitude towards risk. Keep in mind that risk 
capacity outweighs risk attitude, and this critical information will be revealed through 
the completion of an Investor Profile Questionnaire (IPQ).  
 
Also, when recording the net worth information for an account holder and spouse or 
partner, the net worth must reflect the combined total of the account holder and 
spouse/partner. 

2.3.2 Net Worth Assessment for Leveraged Plans 

For a non-registered, leveraged plan (account), details of the net worth must be 
recorded for the account holder. Specifically, the liquid assets plus fixed assets less 
total liabilities in detail must be recorded for the account holder.  
 
Net Worth should only include assets of the account holder and their spouse/partner, 
with liquid assets being defined as those assets that are not subject to restrictions 
and that are readily converted into cash without penalties in the case of needing 
access. For example, an RRSP is generally not considered a liquid asset as there 
would be taxes owing on a withdrawal and would therefore not be considered as 
liquid assets for the purposes of the liquidity test. 

2.3.3 Net Worth Assessment for Accredited Investors   

Keep in mind that the qualification as an accredited investor based on net worth has 
no relationship with the risk profile of an account holder.  
 
An account holder that qualifies as an accredited investor based on net worth may 
have the capacity to withstand financial loss but may not necessarily have an 
appetite or risk attitude to tolerate high risk investments. The qualification of net 
worth should be used in part to determine if an account holder qualifies to purchase 
certain securities that a “modest” investor would not be eligible to purchase.  

2.3.4 Net Worth for Joint Accounts 

If the co-account holder is a spouse or partner, the information must be collected and 
recorded as combined assets and liabilities for the purposes of Net Worth. 
 
For all other joint plans, the Net Worth information must be collected and recorded 
for each co-account holder separately.  
 
We ask for a summary or detailed net worth information which consists of: 
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Net Worth 
Category 

 
Description 

Total  
Liquid Assets 

A total of assets including all Cash Savings, Term Deposits/GICs, Securities 
(Individual/Mutual Funds), other securities including RRSP, RESP, TFSA and 
any other property that are readily convertible to cash. 

Total  
Fixed Assets 

A total of assets including your home, investment properties, vacation 
properties, vehicles and any other property (pensions, LIRA/LIF) that is not 
readily converted to cash and not net of any liabilities against those assets. 

Total  
Liabilities 

Includes credit cards, mortgages, line of credit balances, car loans, personal 
bank loans or any other indebtedness or amounts owing against any assets 
identified above. 

 
In some instances, depending on the product, service or strategy recommended, a 
Financial Advisor may be required to ask for more detailed net worth information to 
assess the suitability of the recommended product, service, or strategy. 

2.4 Investment Knowledge 

Investment Knowledge generally indicates the understanding by an account holder of 
the general principles of investing, investment products and the associated risks.  
 
Determining which category is appropriate for an account holder, includes inquiring 
about their previous experience with investing, their level of understanding of 
financial markets, the relative risk and limitations of various types of investments, 
and how the level of risk affects potential returns. Particular care must be exercised 
concerning an account holder who may be vulnerable due to considerations of age 
or disability. The information gathered will provide insight into the risk profile of an 
account holder and will help to determine the types of products, strategies or 
services which may be suitable for the account holder, including which products may 
need more detailed explanations or time to understand. If the information provided 
by an account holder appears to be inconsistent with their apparent level of 
investment knowledge, further inquiry is expected. For example, an account holder 
may indicate they are willing to accept a higher level of risk, however, if past 
investment experience is very limited, it may call into question their true 
understanding of the risk they appear to be willing to undertake. In other words, an 
account holder with “Novice” or “Fair” Investment Knowledge may not adequately 
understand higher risk products, despite a desire to invest in these types of 
investments. 
 
Similarly, where an account holder indicates investment knowledge to be “Good” or 
“Sophisticated”, the Financial Advisor should document through written notes an 
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assessment of their investment experience, particularly as it relates to investing in 
Medium-High and High Risk rated products or when borrowing money to invest. 
 
For joint plans, Investment Knowledge must be collected and recorded for each co-
account holder. 
 
The recording of Investment Knowledge is determined from 4 broad categories 
explained below. 
 

Investment Knowledge Description 

Novice 
Typically describes an investor with very limited knowledge or 
experience with products including bonds, mortgages, stocks, mutual 
funds, term deposits and real estate. 

Fair 
Typically describes an investor with some knowledge or experience 
with products including bonds, mortgages, stocks, mutual funds, term 
deposits and real estate. 

Good 
Typically describes an investor with average knowledge or experience 
with products including bonds, mortgages, stocks, mutual funds, term 
deposits and real estate. 

Sophisticated 
Typically describes an investor with extensive knowledge and 
experience with products including bonds, mortgages, stocks, mutual 
funds, term deposits and real estate. 

Investment (Product) Experience 

We record information about specific types of products an account holder currently 
owns or may have had experience within the past.   
 
This information is also used to provide some assessment or indication of an account 
holder’s risk tolerance and to understand the types of products, services or strategies 
which may be suitable for the account holder. If the account holder does not have any 
experience with any products, record “no product experience” in your advisor notes. 
 
Currently we ask if the account holder has had experience with the following types of 
products: 
 

Products Description 

Term Deposits Includes short term and long term Guaranteed Investments. 

Bonds Includes corporate and government debt that is vulnerable to interest rate and 
market value fluctuations. 
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Mortgages Includes borrowing to buy a home, investment property, Line of Credit, 
Investment Loans (RSP/Leverage) or Personal Loans (Auto). 

Stocks Includes common shares and their derivatives as well as commodities and 
futures. 

Mutual Funds Includes fixed income and dividend income funds and equity funds.  

Real Estate Includes owning a home (principal and vacation), investment properties or 
land. 

2.5 Determining Savings Objectives and Investment Objectives 

Savings objectives are the goals or results desired by an account holder. The 
discussion between the Financial Advisor and an account holder should include 
consideration of any liquidity needs.  
 
The discussion provides the opportunity for the account holder to express their 
savings objectives or goals in non-technical terms that are meaningful to them. 
Examples would include saving for retirement, investing for the purchase of a new 
home, investing for post-secondary education, or investing to generate income from 
the invested capital. The completion of an Investor Profile Questionnaire (IPQ) helps 
to inform and support how savings objectives were identified.  
 
It should be noted that investment objectives are not pre-determined by the type of 
plan opened by the account holder. For example, a Registered Retirement Income 
Fund (RRIF) plan does not automatically lead to investment objectives of 100% 
income, nor does it mean that all the investments in the plan must contain income 
producing mandates. In addition, a plan that provides cash flow to the account 
holder, for example a systematic withdrawal, does not lead to an investment 
objective of “income”, as cash flow can be derived from varying types of investment 
products. 
 
For the purposes of determining the Investment Objectives of an account holder, 
“Income” should be understood as an account holder desiring “Guaranteed 
Investments”, “Fixed Income” or “Dividend Income” investment product that provides 
interest income or dividend income, whereas “Cash Flow” should be understood as 
money going to the account holder through a distribution from one or more 
investment products within a plan.  A plan that provides “Cash Flow” may be 
invested in a wide variety of investment products to meet the needs and 
expectations of the account holder and not necessarily “Income” type investment 
products only. 
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An account holder may have multiple investment objectives for a given plan. In this 
case, record investment objectives by using percentages for each objective which 
can be a combination of the percentages of the four categories identified below. All 
percentages must be positive numbers greater than or equal to zero and the sum of 
all categories must add up to 100%. 
 
An account holder may have more than one plan administered with us with a 
different set of objectives indicated for each plan. 
 

Investment 
Objective 

 
Description 

Safety 

This would be the portion of the portfolio in an account holders’ plan that they 
cannot afford to lose any value regardless of their risk tolerance, and is typically 
invested in GICs, term deposits, daily and high interest savings accounts. 
 
This objective indicates a desire for “guaranteed income” in the type of 
investments suited to meet the needs of an account holder. 

Income 

This would be the portion of the portfolio in account holders’ plan that is invested 
in securities such as fixed income products that produce interest income or 
common shares that produce dividend income. 
 
This objective indicates a desire for “interest Income” and “dividend income” in 
the type of investments suited to meet the needs of an account holder. 

Growth 

This would be the portion of the portfolio in account holders’ plan that is invested 
in common shares that provide for capital appreciation of assets and produce 
capital gains. 
 
This objective indicates a desire for “growth” in the type of investments suited to 
meet the needs of an account holder.  

Speculation 

This would be the portion of the portfolio in account holders’ plan that is invested 
in assets where the account holder is willing to lose up to 100% of the investment 
and is typically invested in exempt market products and venture capital funds. 
 
This objective indicates a desire for “aggressive growth” in the type of 
investments suited to meet the needs of an account holder. 

 
A Financial Advisor and Supervisory Staff must use this information to ensure that an 
account holder’s savings objectives and financial goals can be met with the 
investments held or being recommended. 

2.6 Aligning Investment Objectives and Risk Tolerance  

A Financial Advisor and Supervisory Staff are required to assess the risk profile of an 
account holder through a reliable, repeatable and consistent process that 
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incorporates willingness to accept risk (attitude) and ability to withstand potential 
financial loss (capacity). Risk attitude and risk capacity are separate considerations 
that together make up the overall risk profile or risk tolerance of an account holder. In 
assessing the risk tolerance of an account holder, a Financial Advisor must utilize a 
consistent and repeatable process that captures both considerations in the 
assessment of Risk Tolerance recorded on the Plan KYC. The questions on the 
Investor Profile Questionnaire (IPQ) are designed to capture and measure both 
capacity and attitude for risk. 
 
In completing an IPQ, an account holder should not be influenced by the Financial 
Advisor as to the way they respond to questions around attitude or capacity for risk. 
Where the expectation for returns conflicts with the risk profile, the Financial Advisor 
is expected to have a detailed conversation with the account holder(s) on the 
relationship between risk and return to reconcile such conflicts and establish realistic 
expectations with the account holder.  
 
A Financial Advisor cannot override the risk profile or other KYC considerations to 
meet the expectations for returns for an account holder. If the goals or return 
expectations cannot be achieved without taking on higher risk than the account 
holder is willing or able to accept, the Financial Advisor should clearly explain the 
available alternatives, such as saving more or deferring their investment time 
horizon.  
 
Another point to consider is that the shorter the investment time horizon, the less risk 
an account holder should be willing to accept. It should be noted that higher returns 
are generally associated with higher risks but not vice versa. An investment 
objectives should be achievable based on the risk tolerance and not contradict each 
other, for example, an investment objective of speculation and risk tolerance of “very 
low”, “low”, “low to moderate” or “moderate” would be inconsistent. 
 
It is important to note that not all “Medium”, “Medium High” or “High” risk investments 
are appropriate for an “Income” objective. Financial Advisors must ensure that the 
specific “Medium”, “Medium High” or “High” risk investment recommended to the 
account holder meets an “Income” objective, i.e., a dividend focused equity fund. 
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Guidelines to aligning “Investment Objectives” with “Risk Tolerance” 
 

 
 Investment Objectives  Risk Tolerance  
 
 The total percentage in the Investment Objective section should equal the total percentage in the 

Risk Tolerance section 
 

        
 %  

Safety  
Very Low 

Low 
%  

     
 

  
% 

 

Income  

Very Low 
Low 

Low to Medium 
Medium 

Medium High* 
High* 

 
% 

 

     

 
  

% 
 

Growth  

Low to Medium 
Medium 

Medium to High 
High 

 
% 

 

     

 
 %  

 Speculation  High 
%  

     
 

 
* There are certain situations where the above matrix specific to an investment 
objective of “Income” and risk rating of “Medium”, “Medium High” or “High” may 
apply. An example would be products offered via offering memorandum, or exempt 
products that are income investment products (i.e., Mortgage or High Yield 
Investments) with a risk rating of “Medium”, “Medium High” or “High”.  Under these 
circumstances, advisor notes must be provided, and the investment product 
recommended must meet an “Income” objective. 
 
When asking an account holder to indicate risk tolerance, a Financial Advisor can 
record it in six (6) categories and apportion the plan with a percentage in each 
category to reflect the risk profile of the account holder.  
 
We then rank all approved products for their combined risk factors and compare the 
product risk rating with the stated risk tolerance of an account holder to ensure that 
none of the holdings in the investment portfolio exceed their stated risk tolerance of 
the account holder. 
 
While higher returns are generally associated with higher risk, higher risk 
investments may not achieve higher returns. 
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Risk Tolerance Description 

Very Low 
For an investor seeking an expected rate of return and with a very low risk of 
losing money over the short to long term; typically for Daily and High Interest 
Savings Accounts, Treasury Bills, Term Deposits (GIC’s). 

Low 

For an investor seeking an expected rate of return sufficient to provide some 
current income with a low risk that they will lose money in ordinary 
circumstances over the medium to long term; typically for Money Market Funds, 
many Canadian Fixed Income Funds, Municipal, Provincial and Federal Bonds 
and Mortgages. 

Low to Medium 

For an investor expecting less than normal returns, but with a low risk, although 
higher than the “low” category, of losing money over the medium to long term; 
typically for Asset Allocation Funds and Balanced Funds, although some Equity 
Funds may qualify. 

Medium 
For an investor expecting normal rates of return from equity investments with a 
normal amount of risk; typically for Canadian and North American Equity funds, 
as well as Global Large Cap Equity Funds. 

Medium to High 

For an investor seeking slightly higher than normal rates of return and willing to 
undertake above average risk to achieve that; typically for Equity Funds that 
invest in specific countries (emerging markets) or specific sectors of the 
economy. 

High 

For an investor seeking higher returns who is willing to take a substantial risk 
that they will lose money; typically for Equity Funds that invest in specific 
countries (small cap stocks in emerging markets) or specific sectors of the 
economy (small cap or venture capital). 

2.7 Time Horizon to achieve the investment objectives 

When asking for this information we intend for an account holder to indicate the time 
when they believe they will need access to 30% or more of the entire portfolio within 
the plan to which this question refers, within the range of years indicated. We then 
use this information to help determine if an investment is suitable for an account 
holder given the time period indicated in holding the investment. An account holder 
may have more than one plan with a different investment time horizon for each plan. 
 
As part of an overall assessment of a plan, a Financial Advisor and Supervisory Staff 
must incorporate investment time horizon in determining the overall investment 
objectives of an account holder. Keep in mind that a plan type does not automatically 
dictate an account holder’s investment time horizon. It will often depend upon an 
account holder’s investment objectives. An account holder must choose one of the 
following time frames for each of their plans: 
 
Less than 1 year 5 to less than 10 years 
1 to less than 3 years 10 to less than 20 years 
3 to less than 5 years 20 years or more 
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An Investment Time Horizon of 5 years or more is considered long term as part of 
the overall investment objectives of an account holder.  

2.8 Tax Considerations 

Since tax on an investment can erode gains, consideration must be given to an 
account holder’s tax situation to optimize after-tax returns. A plan type does not 
automatically dictate the type of investments that should be chosen nor should the 
recommendation for choosing an investment be based solely for tax reasons. 

2.9 Documenting Client KYC utilizing the Investor Profile Questionnaire (IPQ)  

Using the Investor Profile Questionnaire is an important piece in documenting the 
“Know-Your-Client” information and in the development of an Investor Policy 
Statement. With the enhanced requirement to rationalize an account holder’s KYC 
information and profile, utilizing the IPQ is required to complete a proper suitability 
assessment and to meet the Know Your Client obligations.  
 
The Investor Profile Questionnaire (IPQ) consists of 15 targeted questions that cover 
the full range of KYC: 
 
Investment Knowledge 1 question 
Investment Time Horizon 1 question 
Investment Objectives 1 question 
Risk Capacity 6 questions 
Risk Attitude 6 questions 

 
Generally, when recording the investment time horizon, investment knowledge and 
investment objectives on the IPQ a Financial Advisor can generally align the 
information to the KYC Form. However, with the Risk Capacity and Risk Attitude 
questions, consideration must be given to several items collectively to determine the 
appropriate risk tolerance of an account holder. 
 
Assessing Risk Capacity 
 
An account holder’s age combined with their financial situation, including assets and 
debt, amount of income and the stability of that income, are important when 
determining how much risk can be taken on with investment products. The questions 
in this section deal with these aspects in relation to an account holders’ capacity for 
risk.  
 
The maximum score for this section is 68. 
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Interpreting the results 
 
The scores for each section of the Questionnaire are meant to help inform the 
completion of the KYC – specifically, Investment Knowledge, Investment Time 
Horizon, Investment Objective, and Risk Tolerance. Based on the account holders’ 
scores in each of these categories, the IPQ also provides a suggested asset mix with 
general guidelines.  
 
The scores with respect to Risk Capacity and the resulting allocation on the KYC 
Risk Tolerance and recommended asset mix will rely on interpretation and 
judgement. While scoring 30 or more indicates that the account holder has some 
capacity for risk and exposure to some aggressive growth products maybe 
appropriate, it is the starting point in determining the appropriate amount and should 
not be interpreted as the account holder accepting 100% high risk.  
 
It should not be inferred that a score of 30 or more means the account holder is an 
aggressive investor and wants substantial exposure to MH or H Risk investments, 
but rather that it may be appropriate to recommend that a portion of the KYC Risk 
Tolerance allocation be in MH or H risk.  
 
The following table provides basic guidelines as to the suggested allocation to Risk 
Tolerance on the KYC based on the score in this category: 
 
Risk Capacity Score Guidelines for Risk Tolerance Allocation 
30-34 Up to 10% in MH or H 
35-39 Up to 15% in MH or H 
40-44 Up to 20% in MH or H 
45-49 Up to 30% in MH or H 
50-54 Up to 40% in MH or H 
55-59 Up to 50% in MH or H 
60 or more More than 50% in MH or H 

 
If the Risk Capacity Score is in the 60+range, which would potentially allow for 50% 
or higher Risk Tolerance allocation on the KYC, it is important to go back and reflect 
on the responses to each of the questions in the Risk Capacity and Risk Attitude 
sections before making the final assessment. Consider the client’s age? What’s the 
client’s investment knowledge and experience with investing? What’s the client’s net 
worth, and what percentage does this plan represent to the liquid assets and to the 
net worth? 
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A 50% or higher risk allocation in MH or H Risk investments is a significant amount 
of risk for an account holder to undertake. The utmost care must be taken when 
arriving at the percent amount that is suitable for the account holder. 
 
Assessing Risk Attitude 
 
Here the account holder is asked a series of questions around hypothetical gain/loss 
scenarios. The questions are meant to gauge the account holders’ comfort and 
attitude towards risk.  
 
The maximum score for this section is 60. 
 
Interpreting the results 
 
You may find that there is a disconnect between the account holder’s capacity and 
attitude towards risk. For example, the account holder may express an appetite for 
risk, scoring high on Risk Attitude, but their score for capacity is low. Conversely, 
they may have a high capacity for risk but score lower for risk attitude. The risk 
profile for an account holder should reflect the lower of (a) the account holder’s 
willingness to accept risk (attitude) and (b) the account holder’s ability to endure 
potential financial loss (capacity).   
 
In this scenario a Financial Advisor may need to counsel the account holder on an 
appropriate balance between moderate and aggressive investment products. Their 
attitude could change quickly if they are aggressively positioned, a good portion of 
their net worth is invested in a plan, and the investments experience a significant 
drop in value. These potential scenarios must be envisioned by the Financial Advisor 
and adequately communicated to the account holder. An account holder relies on a 
Financial Advisor for advice, and it must be balanced, and always in the best 
interests of the account holder. The burden will be on the Financial Advisor to 
demonstrate that proper care has been taken regarding KYC and investment product 
recommendations. 
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3.0 Know Your Product and Portfolio 
Construction 
Prior to making any recommendations to purchase or sell a security, a Financial 
Advisor must take steps to know the product. Specifically, a Financial Advisor should 
take the following steps: 
 

 Only recommend securities that have been approved by GP Wealth 
Management. 

 Know the relevant details about the security. This includes knowing its 
structure, features, risk, the initial and ongoing costs of acquiring, owning and 
disposing of the security and the impact of those costs on performance or 
returns for an account holder. Costs may include fees such as commission or 
sales charges, service or trailer fees, management fees, and other costs such 
as fund expenses. 

 Compare the security to a reasonable range of alternatives within its peer 
group that are available within GP Wealth Management.  

 Document the research and the rationale for the recommended security.  
 Make the research readily available at the request of supervisory staff. 

3.1 Know Your Product: Advisor Due Diligence Requirements 

A Financial Advisor has an obligation and a requirement when making a 
recommendation of a security to place the interest of the account holder first. That 
obligation requires a documented assessment of the security that includes a 
reasonable bases for a recommendation.  
 
For each security recommended, a Financial Advisor must consider at least the 
following data points: 
 
 Load Type – Fee Based (F), Front-End Load (FEL), Low Load (LL), or 

Deferred Sales Charge (DSC). 
 Management Expense Ratio (MER) 
 Embedded Service or Trailer Fee 
 Risk Tolerance Rating 
 The 1,3,5, and 10-year historical performance 
 Investment objectives 

 
Investment Fund Security with an existing history 
 
A due diligence procedure for documenting the rationale to recommend an approved 
investment fund security with an existing history must include: 
 
 Identify a product for recommendation. 
 Identify the product’s CIFSC (Canadian Investment Funds Standards 

Committee) category for a comparative analysis. 
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 Begin a comparative analysis by filtering all the products with the same 
CIFSC category and the same “Load Type”. It is expected that a Financial 
Advisor has discussed the load type including the compensation related to the 
product for recommendation putting the interest of the account holder first in 
relation to any conflict of interest. See “additional consideration with costs and 
compensation” below for more information. 
 

 Next, compare the product to all the products in the same category (all 
approved products) with the same load type with the following data points:  
 
(i)  MER 
(ii)  Embedded Service or Trailer Fee 
(iii)  Risk Rating 
(iv)  Investment Objective 
(v)  Historical 1, 3, 5, 10-year performance against an appropriate benchmark.  
 

 Compare the data points of the “product for recommendation” with the “funds 
in the CIFSC category and document each data point as “below average”, 
“average” or “above average” for a comparative analysis. 

 Document the rationale for the recommended product based on the collective 
information.  

 The rationale must be reasonable and put the interest of the account holder 
first. 

 
Other consideration when documenting the rational to recommend a product: 
 
 Note the Fund Manager and the expertise related to the product. 
 Note any unique attributes of the product, i.e., areas of investment, 

Environmental Social and Corporate Governance, Socially Responsible 
Investing, etc.  

 Note the Fundata “Fund Grade”. 
 
Investment Fund Security with no history 
 
A due diligence procedure for documenting the rationale to recommend an approved 
investment fund security with no history (new product) must include: 
 
 Identify a product for recommendation. 
 Identify the product’s CIFSC (Canadian Investment Funds Standards 

Committee) category for a comparative analysis. 
 Begin a comparative analysis by filtering all the products with the same 

CIFSC category and the same “Load Type”. It is expected that a Financial 
Advisor has discussed the load type including the compensation related to the 
product for recommendation putting the interest of the account holder first in 
relation to any conflict of interest. See “additional consideration with costs and 
compensation” below for more information. 
 

 Next, compare the product to all the products in the same category (all 
approved products) with the same load type with the following data points:  
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(i)  MER 
(ii)  Embedded Service or Trailer Fee 
(iii) Risk Rating 
(iv) Investment Objective 

 
 Compare the data points of the “product for recommendation” with the “funds 

in the CIFSC category and document each data point as “below average”, 
“average” or “above average” for a comparative analysis. 

 Document the rationale for the recommended product based on the collective 
information. 

 The rationale must be reasonable and put the interest of the account holder 
first. 

 
Other consideration when documenting the rational to recommend a product: 
 
 Note the Fund Manager and the expertise related to the product 
 Note any unique attributes of the product, i.e., areas of investment, 

Environmental Social and Corporate Governance, Socially Responsible 
Investing, etc. 

 With no historical performance information for the recommended fund 
document the rational for the recommendation of the fund absent of this 
information.  

 Note the Fundata “Fund Grade”. 
 
Additional consideration with costs and compensation: 
 
Any conflict of interest related to compensation, whether real or perceived must be 
addressed and resolved putting the interest of the account holder first. A conflict of 
interest related to compensation defined broadly, includes any instance where the 
interests of the account holder and Financial Advisor may be inconsistent or 
divergent, or where a Financial Advisor may be influenced to put their interests 
ahead of the account holder.  
 
Examples include a focus on third party compensation such as trailing commissions 
or upfront commission from a deferred sales charge purchase option, or internal 
compensation arrangements and incentive practices. The expectation is that the 
recommendation of a product is based on the reasonable attributes of the product 
without influence from compensation associated with the product. 
 
The potential and actual impact of costs can have a significant impact on the returns 
of a plan held by an account holder. A Financial Advisor must assess the relative 
costs of the options available to an account holder when making a suitability 
determination, as well as the impact of those costs. 
 
This includes assessing the impact on the overall return of a plan based on any 
compensation paid, directly or indirectly, to the firm, whether by the account holder, 
the firm, or a third party. A Financial Advisor must put the account holder’s interest 
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first when selecting from multiple suitable options available to the account holder and 
must document the reasonable basis for their suitability determinations.  
 
The term “cost” is interpreted broadly and includes all direct and indirect costs, fees, 
commissions and charges, including trailing commissions and any other kind of 
direct and indirect compensation which may be associated with an account holder 
purchasing, selling, holding or exchanging an investment product.  
 
Monitoring 
 
It is also the responsibility of the Financial Advisor and GP Wealth Management that 
any material changes in the attributes of a product must be addressed. If the change 
renders a product unsuitable for an account holder, an appropriate action must be 
taken to recommend replacing the product with a suitable product. 

3.2 Fund or Security Risk Ranking 

As part of constructing a portfolio, we classify an investment product based on the 
information provided by the issuer in the product’s disclosure document such as the 
prospectus, offering memorandum or information sheet. All investments are 
classified into one of the following six risk rating categories identified below and are 
aligned with the risk tolerance profile of an account holder.  
 
On occasion, a fund’s prospectus risk rating may be different in its prospectus than 
what may be mentioned in the table below for various reasons. Under these 
circumstances, the risk classification identified in the prospectus must be used. 
 
Refer to the Canadian Investment Funds Standards Committee (CIFSC) categories 
for complete details. 
 

Fund Risk 
Classification 

General Fund/Investment Product Type 

Very Low 

 GIAs 
 Daily Interest Savings Accounts 
 Canadian Money Market 
 U.S. Money Market 

 Guaranteed Investment Certificates  
 Term Deposits 
 Treasury Bills 

Low 

 2025 Target Date Portfolio 
 Canadian Fixed Income 
 Canadian Inflation Protected Fixed 
Income 

 Canadian Short Term Fixed Income 
 Floating Rate Loan 
 Principal Protected Notes (if held till 

maturity) 
 Short Term Target Date Portfolio 

Low  
to  
Medium 

 Canadian Corporate Fixed Income 
 Canadian Equity Balanced 
 Canadian Long Term Fixed Income 
 Canadian Fixed Income Balanced 

 Global Fixed Income 
 High Yield Fixed Income 
 Preferred Share Fixed Income 
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Medium 

 2030 Target Date Portfolio 
 Canadian Dividend & Income Equity 
 Canadian Neutral Balanced 
 Financial Services Equity 
 Global Corporate Fixed Income 
 Global Equity Balanced 
 Global Equity Balanced 
 Global Fixed Income Balanced 
 Global Neutral Balanced 

 Tactical Balanced 
 Alternative Credit Focused 
 2035 Target Date Portfolio 
 Canadian Equity 
 Canadian Focused Equity 
 European Equity 
 Global Equity 
 International Equity 
 North American Equity 
 U.S. Equity 

Medium  
to  
High 

 Alternative Market Neutral 
 Asia Pacific Equity 
 Canadian Focused Small/Mid Cap Equity 
 Canadian Small/Mid Cap Equity 
 Geographic Equity 
 

 Global Infrastructure Equity 
 Global Small/Mid Cap Equity 
 Miscellaneous – Income and Real 

Property 
 Real Estate Equity 
 U.S. Small/Mid Cap Equity 
 Emerging Markets Fixed Income 

High 

 2035+ Target Date Portfolio 
 Greater China Equity 
 Miscellaneous – Undisclosed Holdings 
 Passive Inverse/Leveraged 
 Precious Metals Equity 
 Retail Venture Capital 
 Sector Equity 
 Alternative Equity Focused 

 Alternative Multi-Strategy 
 Alternative Other 
 Asia Pacific ex-Japan Equity 
 Emerging Markets Equity 
 Energy Equity 
 Miscellaneous – Other 
 Natural Resources Equity 
 Commodity 

3.3 Investment Objectives for Each Security 

As part of constructing a portfolio, each security is classified into one of the following 
Investment objective categories identified below and must be aligned with the 
savings objectives and needs of an account holder. 

Securities are categorized as follows: 

Security Type Investment Objective 
Guaranteed Investments 100% Safety 

Fixed Income Funds 100% Income 
Balanced Funds 50% Income/50% Growth 

Dividend Income Funds 25% Income/75% Growth 
Equity Funds 100% Growth 

 
Investment Fund securities are classified using the CIFSC Categories and 
information provided by the issuer the prospectus, fund facts document, offering 
memorandum or information sheet.  



22 | P a g e  
 

3.4 Asset Mix and Investment Objectives 

Asset mix refers to the allocation of capital (funds) into certain types of asset 
categories. Since a sizable portion of the returns from a portfolio can be attributable 
to asset allocation, it is paramount that an account holder’s situation is considered in 
totality. The asset allocation of a plan should be managed based on the KYC 
information and there should be no attempt to time the markets for an account 
holder. The portfolio should be constructed to meet the savings objectives and 
financial goals of an account holder. A Financial Advisor must only recommend 
securities that fits the investment time horizon, investment objectives and risk 
tolerance of the account holder. A recommendation must be made putting the 
interest of the account holder first, based on reasonable and sound judgment as a 
prudent person would do under the circumstances. A Financial Advisor should 
document the rationale behind the recommendation made to an account holder. 
When making a recommendation, a Financial Advisor must bear in mind that past 
performance of an investment is not indicative of future returns.  
 
If the expectations for returns conflict with the risk profile of an account holder, a 
Financial Advisor should have a detailed discussion with the account holder on the 
relationship between risk and expected return to reconcile such conflicts and 
establish realistic expectations. A risk profile or other KYC information must not be 
overridden to justify undertaking higher risk for potentially higher returns. If the goals 
or savings objectives cannot be achieved without taking higher risk than the account 
holder is able or willing to accept, the Financial Advisor should discuss alternatives 
such as saving more or extending their investment time horizon.  

3.4.1 Rebalancing 

The constitution of an account holder’s plan (account) can change for several 
reasons such as fluctuations in the market value of the holdings, Pre-Authorized 
Contributions (PAC), Systematic Withdrawal Plans (SWIPs), additional deposits and 
withdrawals. An account holder’s plan composition should be assessed by the 
Financial Advisor and Supervisory Staff when any of the transactions identified 
occur. As part of the assessment, our current portfolio and suitability policy allows for 
some variance within an account holder’s plan. The variance allows for an account 
holder’s plan to have a cumulative risk whereby it may exceed an account holder’s 
specified risk composition by up to a maximum of 10%.  
 
When using the Portfolio Construction and Rebalancing Grid, an account holder’s 
cumulative asset allocation risk cannot decrease by more than 10% of an account 
holder’s cumulative risk tolerance. The plan (account) should be rebalanced when 
the percentage of cumulative asset allocation based on the market value of the 
portfolio decreases by 10% or more when arranged in the order of increasing risk. 
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Consideration must be given to diversification and tax implications when 
rebalancing. 
 
The rebalanced plan (account) should reflect an account holder’s most recent KYC 
information on file. 

3.4.2 Monitoring and Maintaining Portfolio Suitability 

Using the "Plan Analysis Tool" available in W.investment to review the investment 
holdings against the account holder’s recorded plan KYC can help a Financial 
Advisor keep a portfolio suitable. 

If there’s a change in the risk rating or investment objective of a product, supervisory 
staff may send a query to the Financial Advisor identifying an account holder’s plan 
as unsuitable in this regard. It is very important that the Financial Advisor resolves 
these queries immediately, generally within 10 business days. To help a Financial 
Advisor better assess and ensure compliance with an account holder’s KYC, the 
Financial Advisor is strongly encouraged to use the "Plan Analysis Tool". 

To review an account holder’s plan in W.investment, choose the plan to review by 
clicking on the radio button on the left and then clicking on the yellow icon that looks 
like a scale located on the on the top right. 

 

 
The results displayed by the Plan Analysis Tool can be used to help a Financial 
Advisor quickly assess if the plan is offside, and how to re-balance the plan to bring it 
onside. 
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The tool provides a very good initial assessment to determine if the portfolio is 
aligned with the plan KYC of the account holder. It's very simple to use and will help 
a Financial Advisor quickly and accurately ensure that the portfolio of an account 
holder is in line with their risk tolerance and investment objectives. 

3.4.3 Trading in Medium-High (MH) and High (H) Risk Rated Funds 

It’s a regulatory requirement for supervisory staff to review 100% of trades greater 
than $2,500 which are placed into either Medium-High (MH) Risk or High (H) Risk 
Rated Funds.  In other words, a transaction into a MH or H Risk Rated Fund is a 
trigger for higher scrutiny, which may result in a query from supervisory staff.  
 
To put some context around MH or H Risk Rated Fund as it relates to portfolio 
construction recommendations, of the entire universe of investment fund holdings in 
the Canadian market, there is approximately 10% positioned in MH and H Risk 
Rated Funds.  What does this mean for a Financial Advisor recommending higher 
risk rated funds? Here are some considerations: 
 
 If a recommendation for either a MH or H risk rated fund exceeds that 10% 

benchmark, it is considered outside of the norm and will be subject to 
additional scrutiny.  A Financial Advisor should ensure that they have 
objectively documented the risk profile for the account holders using the IPQ 
in addition to written notes. 

 If the account holder is 60 years of age or older, a recommendation into a MH 
or H risk rated fund will be examined and a Financial Advisor will be expected 
to provide a rationale for recommending a MH or H risk rated fund to an 
elderly account holder. Again, sufficient notes are a must in addition to the 
IPQ. 

 The net worth of the account holder is also taken into consideration. For 
example, if the net worth is modest, a recommendation into a MH or H risk 
rated fund will pose additional risk regardless of the attitude toward risk of the 
account holder. In this scenario, the capacity for risk may not support the 
allocation to MH or H risk rated funds. A Financial Advisor should be able to 
provide meeting notes that sufficiently speak to a rationale for recommending 
MH and H risk rated investment funds. 

 For MH and H Risk Rated Funds, a Financial Advisor must document an 
objective rationale to include reasonable concentration thresholds by issuer, 
asset class and product type. 
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3.4.4 KYCs with 10% or more in MH and H Risk Tolerance Allocation 

With only 10% of all investment fund assets in Canada invested in the “medium/high” 
and “high” risk rating category, supervisory staff use this as a guideline for further 
review when a KYC is submitted with a risk tolerance allocation that exceeds 10% in 
MH and H Risk. In addition to sufficient meeting notes, the IPQ must be completed, 
and the KYC Risk Tolerance allocations must align with the IPQ.  
 
MH and H Risk Rated Funds present a higher level of risk to an account holder and 
therefore, a higher standard of care must be taken when recommending these funds. 
This means an in-depth assessment of suitability is expected and must be well 
documented, including detailed notes with an IPQ.  

4.0 Reference Documents 
MSN -025; Suitability Obligations for Unsolicited Orders 
MSN -035; Recording and Maintaining Evidence of Client Trade Instructions  
MSN -048; Know Your Product 
MSN -0065; Excessive Trading 
MSN -0069; Suitability Guidelines 
MSN-074; Leverage Risk Disclosure 
MSN-0078; MFDA Rules 2.4.4 (Transaction Fees or Charges) and 5.1(b)(iv) 
GP Wealth New Account Application Form 
KYC Form 
Investor Profile Questionnaire 
Unsuitable Position/Transaction Acknowledgement 
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