• Investment management, including research for
specific assets, due diligence, and review of third
party managers.
• Fees charged by third party managers.
• Custodial, accounting,
administration.

legal,

and

general

Summary of Total NWM Fees Paid for
Planning and Portfolio Management
Fee Description

NWM Advisory Fee

Maximum Minimum Average All
Fee (<$500K) Fee (>$20M) NWM
Clients

1.50%

0.50%

0.87%

Weighted Cost of NWM Investment Pools*
- Third Party
Management Fees **

0.48%

0.48%

0.48%

- NWM Pool
Administration Fees

0.14%

0.14%

0.14%

- NWM Pool
Management Fee

0.16%

0.16%

0.16%

2.28%

1.28%

1.65%

Total Fee For
Planning & Investments

* Weighted average cost of all NWM pools across our entire client base.
** Does not include performance or incentive fees charged by third party managers as they vary year-to-year.

In summary, the weighted average fee that our clients
pay for our advisory and portfolio management services
is 1.65% per year. The actual fee that each individual
client pays will vary based on the size and allocation of
their portfolio that we are managing on their behalf.
Note that the NWM advisory fee is also tax deductible
for non-registered accounts, and thus the after-tax net
fee is considerably lower.
So how do these fees compare to other balanced
investment alternatives?
The table to the right (NWM vs. ETF or Balanced Fund
Fees) compares the total fee paid by the average NWM
client to that of an investor who invests solely in lowcost ETFs (but through a financial advisor advisor who
charges a 1% annual management fee) and another who

Our Passion. Your Prosperity

NWM vs. ETF or Balanced Fund Fees
Average
ETF
Balanced
Fee Description
NWM Fee-Based Fund
Portfolio Portfolio Portfolio
Fee-Based
0.87%
1.00%
N/A
Advisory Fee
Average Cost of
0.78%
0.88%
2.31%
Investment Products *
Total Fee For
1.65%
1.88%
2.31%
Planning & Investments

The Price
of Advice

* Average MER of all Canadian-domiciled ETFs as of December 31, 2012 (Morningstar)
* Median MER of all retail Canadian Balanced Funds as of September 30, 2011 (Investor Economics)

Overall, we are able to position our average client into
the appropriate portfolio at a cost of approximately
1.65% per year, which includes all costs related to
ongoing financial, reporting, investment management
and pooled fund administrative/custodial expenses. We
believe this to be a very fair and competitive outcome,
and is part of what has allowed us to generate above
average returns for clients over an extended period of
time.
As a reminder, the partners, employees and shareholders
of NWM invest their own families’ assets alongside
our clients, so our common objective of seeking the
best risk-adjusted investment results at the lowest
reasonable cost could not be better aligned.
There’s a saying in the kitchen: “never trust a

skinny chef, as obviously they don’t eat their
own cooking.”
At NWM, we happily consume our own advice.

VANCOUVER: HEAD OFFICE:
5TH FLOOR - 1508 WEST BROADWAY,
VANCOUVER BC V6J 1W8 T: 604.739.6450
KELOWNA:
LANDMARK III SUITE 520 - 1632 DICKSON AVE,
KELOWNA BC V1Y 7T2 T: 250.763.9757

www.nicolawealth.com
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invests in commonly used commission-based balanced
mutual funds (also purchased through an advisor, but
whose compensation is built into the Management
Expense Ratio of the fund) available in Canada.

TAC T I C S I S E P T E M B E R 2 01 3 I DY L A N R E E C E , C F P, C LU, C I M & J O H N N I CO L A , C F P, C LU, C H FC

A

re commissions coming to an end? Financial
industry regulators around the world are coming to
the conclusion that embedded commissions in financial
products may contain inherent conflicts of interest, and
that investors would be better served if financial advisors
were required to have a “fiduciary duty” over their clients’
affairs.
We at NWM could not agree more. We were one of
the first advisory firms in Canada to adopt a fee-based
portfolio management model and already have a legal
fiduciary duty to our clients, which we believe has allowed
us to become one of the fastest growing wealth managers
in Canada and, more importantly, to create long-term
and trusted relationships with our client families.

CHANGES AHEAD FOR THE
FINANCIAL SERVICES INDUSTRY?
The financial services industry has been under attack
from both the media and regulators with respect to its
poor track record of providing investors with clear and
concise reporting on fees and returns, and managing
conflicts of interests relating to commissions earned on
financial products (both investments and insurance).
We believe our industry needs to greatly improve in all of
these areas, and that regulators will eventually enact new
rules to improve these issues, as they have recently done
in the United Kingdom and Australia with the banning
of embedded commissions and establishing advisory
fiduciary duty.

In fact, in December 2012 the Canadian Securities
Administrators (CSA) issued a discussion paper that, if
implemented, will dramatically change how mutual funds
are sold in Canada and how advisors are paid. The major
recommendations were as follows:
• Advisor services are to be specified and provided in
exchange for trailing commissions.
• A standard class of mutual funds for Do It Yourself
(DIY) investors with no or reduced trailing
commissions.
• Trailing commission component of management fees
to be unbundled and charged/disclosed as a separate
asset-based fee.
• Establish overall limits on commissions and
discontinue the practice of advisor compensation
being set by mutual fund manufacturers.
• Implement higher legal standards or duties for
advisors.
What this really comes down to is that the CSA is asking
for full disclosure on fees and how advisors are paid.
Needless to say, there are some in the investment industry
who are threatened by this and are trying to stop or water
down these recommendations.
One of Nicola Wealth Management’s founding principles
has been to provide clients with transparent reporting.
This includes transparency on our planning advice
(written financial plans and projections), the results of
client investment returns, and fees paid for our services.
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In fact, in 1999 NWM was one of the first wealth
management firms in Canada to move away from
commissions on investment products and to adopt a feebased compensation model, as we believed it contained
the least inherent conflicts of interest and was thus
beneficial for both us and our clients. It also meant we
could access and recommend a range of investments that
had no embedded commissions, such as ETFs and F-Class
(commission-free) funds of first-rate investment managers.
Furthermore, due to our registration as a Portfolio
Manager with the provincial securities regulators, we
have “fiduciary duty” over our clients’ affairs, which means
under law we must put our clients’ financial interests ahead
of our own.
This compares to the majority of investment advisors and
insurance agents who do not have such fiduciary duty, but
rather comply to a lower “duty of care” model that does
not mandate the client’s best interest be placed ahead of
the advisor’s (they must simply do what is “appropriate”
for the client). Our industry and the end investor would
be well served by mandating that all advisors have such
fiduciary duty.

THE VALUE OF ADVICE
So how valuable is receiving financial advice in the first
place? According to a survey conducted in 2011 by market
research experts Ipsos Canada, those who worked
with a financial advisor had 150% to 650% more wealth
than those that did not, and these results applied to all
household income brackets (i.e. advice did not just benefit
the wealthy).
A significant challenge facing many investors is the
inability to determine whether they are receiving “value”
from their financial advisor. This means investors are
often unaware of what services their advisor can or should
provide for their fee, or, more commonly, how much they
are actually paying their advisor each year, since most fees
and expenses are embedded within financial products and
are not well disclosed.
The basic principles of how we structure and manage
our clients’ financial planning needs and assets can be
summarized as follows:
Strategic Advice: Each client should have a well thoughtout financial plan that is reviewed and adjusted regularly.
This ongoing planning typically includes retirement
income projections, tax and compensation planning, estate
and insurance strategies, cash/debt management, business
succession and continuation planning, and philanthropic
giving.
2
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When well executed, a strategic financial plan will achieve
key objectives sooner and will almost certainly result in
reduced taxes, thereby contributing to higher net returns
and increased wealth for our clients.
Diversified Asset Allocation: Many recommended
asset allocation models are split between equities and
bonds with diversification only occurring geographically
(e.g. Canadian, U.S., international). We have always
believed that a broader range of asset classes including
real estate, private equity, alternative strategies and other
forms of fixed income assets such as mortgages, preferred
shares and high yield bonds, are needed to create a truly
diversified portfolio.
Transparent & Effective Reporting: Clients should
be provided with clear and integrated reporting that
indicates the following:
1. Their current financial position (assets, debts, income,
etc.).
2. The return on their portfolio, including long and
short-term results and the ability to drill down and get
performance information on each asset class within the
portfolio.
3. The cash income being generated each quarter and year
from rents, dividends, interest, and capital gains.
4. Portfolio management fees paid (tax deductible in nonregistered accounts).
5. Comprehensive fiscal reporting for personal, trust, and
corporate year-end tax return filing.
Over our near 20-year history, we have invested heavily in
technology and our reporting systems to provide clients
with what we hope is timely, transparent, and meaningful
information that enables them to determine the ongoing
value they receive from their relationship with NWM.
As a results-oriented wealth manager, we also need to track
how our clients’ portfolios are faring relative to appropriate
benchmarks and our competitors. While high-quality
client service and strategic planning are important to longterm success, we need to ensure our clients are realizing
an adequate real rate of return on their financial assets
that will allow them to achieve their unique financial
objectives. In addition to generating reasonable returns,
capital preservation during times of financial stress is also
a key objective.
We believe our broadly diversified asset allocation approach
and focus on cash flow improves the net results our clients
achieve. The chart near the top of page 3 (NWM vs. The
Marketplace) shows the actual weighted average return for
w w w. n i c o l a w e a l t h .c o m

all NWM clients, after fees, for the previous one, three,
and five-year periods, as well as since January 2000 (all
returns to June 30, 2013).
It compares those results to both traditional balanced
mutual funds and the indices (returns of the indices
are reduced by 1% per year to reflect the actual MER
one would pay to hold Exchange Traded Funds and the
approximate trading commissions incurred to acquire and
rebalance the portfolio on an ongoing basis).

NWM vs. The Marketplace (to June 30, 2013)
1 Year 3 Years 5 Years Jan 1/00
Weighted Average
5.15% 4.85% 3.73% 6.19%
NWM Client Return *
Balanced Fund
Peer Index **

8.14% 6.07% 2.91% 3.90%

Balanced Index
Returns ***

7.32% 6.32% 2.39% 3.31%

* Annualized Weighted Average NWM client returns to June 30, 2013 after all fees and expenses
** 60% Cdn Neutral Balanced Peer Index and 40% Global Neutral Balanced Peer Index (Morningstar)
*** 40% DEX Bond Universe, 35% TSX Composite, 12.5% S&P/500, 12.5% MSCI World All
Country World Index (Morningstar). Returns reduced by 1% per year as noted above.

As demonstrated by the figures above, we continue to
provide our clients with longer-term net returns that are in
excess of reasonable benchmarks, and with approximately
one-third less volatility (or risk, defined as standard
deviation) since January 2000.
Below is a chart that shows year-by-year returns for our
clients versus the average balanced portfolio available
in Canada (60% Cdn Neutral Balanced Peer Index and
40% Global Neutral Balanced Peer Index [Morningstar]).
It shows that one can achieve better returns and reduce
volatility at the same time.

NWM Balanced Fund Peer Index

more of the following ways:
1. Acquire the assets on behalf of the clients directly in
either segregated accounts or in NWM Pooled Funds.
2. Acquire pools or funds managed by third parties at
the best price possible for our clients. (This is usually
done by purchasing F-Class funds which have no
commission embedded in their structure.)
3. Buy Exchange Traded Funds (ETFs) for each asset
class we want to have in our clients’ portfolio. These
ETFs tend to have lower costs than the F-Class funds
of third party managers, but there are trading costs
to acquire them through custodians. In addition,
not all asset classes are available through ETFs (e.g.
private equity, hedge funds, and Canadian commercial
mortgages).
4. Engage third party managers on a special institutional
basis, where the pricing is considerably less than the
F-Class fund offered by the same managers, and
hold these low-cost investments in our own pooled
funds. Usually the minimum investment for these
institutional investments is between $5-million and
$10-million. We can save our clients between 20 and
30 basis points per year versus just using the F-Class
shares.
Overall, we have the bulk of clients’ assets in the NWM
Pooled Funds using a mix of options one and four above.
While fees may be lower if we simply buy investments
directly for clients rather than by using third party
managers, there are many examples where the third
party manager provides value far in excess of their fees.
Our position is to do both, keeping our clients’ overall
costs down, but not at the expense of accessing
exceptional managers at a reasonable price. In other
words, we are seeking the best possible, risk-adjusted
returns net of fees and expenses.

THE PRICE OF ADVICE

NWM returns in up years
average 0.78% higher,
and 5.36% higher in
down years

In order for us to build the asset allocation model we want
for our clients, we need to be able to access assets in one or

The table on the following page (Summary of Total Fees
Paid) outlines a summary of what our clients pay for
costs related to ongoing investment management and
financial planning based on our investment model
discussed above. The components of the costs stem from
the following:
• Ongoing planning work for clients (retirement, tax,
estate, philanthropic, etc.).
• Reporting on their investment results and tax filing
requirements.
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In fact, in 1999 NWM was one of the first wealth
management firms in Canada to move away from
commissions on investment products and to adopt a feebased compensation model, as we believed it contained
the least inherent conflicts of interest and was thus
beneficial for both us and our clients. It also meant we
could access and recommend a range of investments that
had no embedded commissions, such as ETFs and F-Class
(commission-free) funds of first-rate investment managers.
Furthermore, due to our registration as a Portfolio
Manager with the provincial securities regulators, we
have “fiduciary duty” over our clients’ affairs, which means
under law we must put our clients’ financial interests ahead
of our own.
This compares to the majority of investment advisors and
insurance agents who do not have such fiduciary duty, but
rather comply to a lower “duty of care” model that does
not mandate the client’s best interest be placed ahead of
the advisor’s (they must simply do what is “appropriate”
for the client). Our industry and the end investor would
be well served by mandating that all advisors have such
fiduciary duty.

THE VALUE OF ADVICE
So how valuable is receiving financial advice in the first
place? According to a survey conducted in 2011 by market
research experts Ipsos Canada, those who worked
with a financial advisor had 150% to 650% more wealth
than those that did not, and these results applied to all
household income brackets (i.e. advice did not just benefit
the wealthy).
A significant challenge facing many investors is the
inability to determine whether they are receiving “value”
from their financial advisor. This means investors are
often unaware of what services their advisor can or should
provide for their fee, or, more commonly, how much they
are actually paying their advisor each year, since most fees
and expenses are embedded within financial products and
are not well disclosed.
The basic principles of how we structure and manage
our clients’ financial planning needs and assets can be
summarized as follows:
Strategic Advice: Each client should have a well thoughtout financial plan that is reviewed and adjusted regularly.
This ongoing planning typically includes retirement
income projections, tax and compensation planning, estate
and insurance strategies, cash/debt management, business
succession and continuation planning, and philanthropic
giving.
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When well executed, a strategic financial plan will achieve
key objectives sooner and will almost certainly result in
reduced taxes, thereby contributing to higher net returns
and increased wealth for our clients.
Diversified Asset Allocation: Many recommended
asset allocation models are split between equities and
bonds with diversification only occurring geographically
(e.g. Canadian, U.S., international). We have always
believed that a broader range of asset classes including
real estate, private equity, alternative strategies and other
forms of fixed income assets such as mortgages, preferred
shares and high yield bonds, are needed to create a truly
diversified portfolio.
Transparent & Effective Reporting: Clients should
be provided with clear and integrated reporting that
indicates the following:
1. Their current financial position (assets, debts, income,
etc.).
2. The return on their portfolio, including long and
short-term results and the ability to drill down and get
performance information on each asset class within the
portfolio.
3. The cash income being generated each quarter and year
from rents, dividends, interest, and capital gains.
4. Portfolio management fees paid (tax deductible in nonregistered accounts).
5. Comprehensive fiscal reporting for personal, trust, and
corporate year-end tax return filing.
Over our near 20-year history, we have invested heavily in
technology and our reporting systems to provide clients
with what we hope is timely, transparent, and meaningful
information that enables them to determine the ongoing
value they receive from their relationship with NWM.
As a results-oriented wealth manager, we also need to track
how our clients’ portfolios are faring relative to appropriate
benchmarks and our competitors. While high-quality
client service and strategic planning are important to longterm success, we need to ensure our clients are realizing
an adequate real rate of return on their financial assets
that will allow them to achieve their unique financial
objectives. In addition to generating reasonable returns,
capital preservation during times of financial stress is also
a key objective.
We believe our broadly diversified asset allocation approach
and focus on cash flow improves the net results our clients
achieve. The chart near the top of page 3 (NWM vs. The
Marketplace) shows the actual weighted average return for
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all NWM clients, after fees, for the previous one, three,
and five-year periods, as well as since January 2000 (all
returns to June 30, 2013).
It compares those results to both traditional balanced
mutual funds and the indices (returns of the indices
are reduced by 1% per year to reflect the actual MER
one would pay to hold Exchange Traded Funds and the
approximate trading commissions incurred to acquire and
rebalance the portfolio on an ongoing basis).

NWM vs. The Marketplace (to June 30, 2013)
1 Year 3 Years 5 Years Jan 1/00
Weighted Average
5.15% 4.85% 3.73% 6.19%
NWM Client Return *
Balanced Fund
Peer Index **

8.14% 6.07% 2.91% 3.90%

Balanced Index
Returns ***

7.32% 6.32% 2.39% 3.31%

* Annualized Weighted Average NWM client returns to June 30, 2013 after all fees and expenses
** 60% Cdn Neutral Balanced Peer Index and 40% Global Neutral Balanced Peer Index (Morningstar)
*** 40% DEX Bond Universe, 35% TSX Composite, 12.5% S&P/500, 12.5% MSCI World All
Country World Index (Morningstar). Returns reduced by 1% per year as noted above.

As demonstrated by the figures above, we continue to
provide our clients with longer-term net returns that are in
excess of reasonable benchmarks, and with approximately
one-third less volatility (or risk, defined as standard
deviation) since January 2000.
Below is a chart that shows year-by-year returns for our
clients versus the average balanced portfolio available
in Canada (60% Cdn Neutral Balanced Peer Index and
40% Global Neutral Balanced Peer Index [Morningstar]).
It shows that one can achieve better returns and reduce
volatility at the same time.

NWM Balanced Fund Peer Index

more of the following ways:
1. Acquire the assets on behalf of the clients directly in
either segregated accounts or in NWM Pooled Funds.
2. Acquire pools or funds managed by third parties at
the best price possible for our clients. (This is usually
done by purchasing F-Class funds which have no
commission embedded in their structure.)
3. Buy Exchange Traded Funds (ETFs) for each asset
class we want to have in our clients’ portfolio. These
ETFs tend to have lower costs than the F-Class funds
of third party managers, but there are trading costs
to acquire them through custodians. In addition,
not all asset classes are available through ETFs (e.g.
private equity, hedge funds, and Canadian commercial
mortgages).
4. Engage third party managers on a special institutional
basis, where the pricing is considerably less than the
F-Class fund offered by the same managers, and
hold these low-cost investments in our own pooled
funds. Usually the minimum investment for these
institutional investments is between $5-million and
$10-million. We can save our clients between 20 and
30 basis points per year versus just using the F-Class
shares.
Overall, we have the bulk of clients’ assets in the NWM
Pooled Funds using a mix of options one and four above.
While fees may be lower if we simply buy investments
directly for clients rather than by using third party
managers, there are many examples where the third
party manager provides value far in excess of their fees.
Our position is to do both, keeping our clients’ overall
costs down, but not at the expense of accessing
exceptional managers at a reasonable price. In other
words, we are seeking the best possible, risk-adjusted
returns net of fees and expenses.

THE PRICE OF ADVICE

NWM returns in up years
average 0.78% higher,
and 5.36% higher in
down years

In order for us to build the asset allocation model we want
for our clients, we need to be able to access assets in one or

The table on the following page (Summary of Total Fees
Paid) outlines a summary of what our clients pay for
costs related to ongoing investment management and
financial planning based on our investment model
discussed above. The components of the costs stem from
the following:
• Ongoing planning work for clients (retirement, tax,
estate, philanthropic, etc.).
• Reporting on their investment results and tax filing
requirements.
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• Investment management, including research for
specific assets, due diligence, and review of third
party managers.
• Fees charged by third party managers.
• Custodial, accounting,
administration.

legal,

and

general

Summary of Total NWM Fees Paid for
Planning and Portfolio Management
Fee Description

NWM Advisory Fee

Maximum Minimum Average All
Fee (<$500K) Fee (>$20M) NWM
Clients

1.50%

0.50%

0.87%

Weighted Cost of NWM Investment Pools*
- Third Party
Management Fees **

0.48%

0.48%

0.48%

- NWM Pool
Administration Fees

0.14%

0.14%

0.14%

- NWM Pool
Management Fee

0.16%

0.16%

0.16%

2.28%

1.28%

1.65%

Total Fee For
Planning & Investments

* Weighted average cost of all NWM pools across our entire client base.
** Does not include performance or incentive fees charged by third party managers as they vary year-to-year.

In summary, the weighted average fee that our clients
pay for our advisory and portfolio management services
is 1.65% per year. The actual fee that each individual
client pays will vary based on the size and allocation of
their portfolio that we are managing on their behalf.
Note that the NWM advisory fee is also tax deductible
for non-registered accounts, and thus the after-tax net
fee is considerably lower.
So how do these fees compare to other balanced
investment alternatives?
The table to the right (NWM vs. ETF or Balanced Fund
Fees) compares the total fee paid by the average NWM
client to that of an investor who invests solely in lowcost ETFs (but through a financial advisor advisor who
charges a 1% annual management fee) and another who
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NWM vs. ETF or Balanced Fund Fees
Average
ETF
Balanced
Fee Description
NWM Fee-Based Fund
Portfolio Portfolio Portfolio
Fee-Based
0.87%
1.00%
N/A
Advisory Fee
Average Cost of
0.78%
0.88%
2.31%
Investment Products *
Total Fee For
1.65%
1.88%
2.31%
Planning & Investments

The Price
of Advice

* Average MER of all Canadian-domiciled ETFs as of December 31, 2012 (Morningstar)
* Median MER of all retail Canadian Balanced Funds as of September 30, 2011 (Investor Economics)

Overall, we are able to position our average client into
the appropriate portfolio at a cost of approximately
1.65% per year, which includes all costs related to
ongoing financial, reporting, investment management
and pooled fund administrative/custodial expenses. We
believe this to be a very fair and competitive outcome,
and is part of what has allowed us to generate above
average returns for clients over an extended period of
time.
As a reminder, the partners, employees and shareholders
of NWM invest their own families’ assets alongside
our clients, so our common objective of seeking the
best risk-adjusted investment results at the lowest
reasonable cost could not be better aligned.
There’s a saying in the kitchen: “never trust a

skinny chef, as obviously they don’t eat their
own cooking.”
At NWM, we happily consume our own advice.
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invests in commonly used commission-based balanced
mutual funds (also purchased through an advisor, but
whose compensation is built into the Management
Expense Ratio of the fund) available in Canada.
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re commissions coming to an end? Financial
industry regulators around the world are coming to
the conclusion that embedded commissions in financial
products may contain inherent conflicts of interest, and
that investors would be better served if financial advisors
were required to have a “fiduciary duty” over their clients’
affairs.
We at NWM could not agree more. We were one of
the first advisory firms in Canada to adopt a fee-based
portfolio management model and already have a legal
fiduciary duty to our clients, which we believe has allowed
us to become one of the fastest growing wealth managers
in Canada and, more importantly, to create long-term
and trusted relationships with our client families.

CHANGES AHEAD FOR THE
FINANCIAL SERVICES INDUSTRY?
The financial services industry has been under attack
from both the media and regulators with respect to its
poor track record of providing investors with clear and
concise reporting on fees and returns, and managing
conflicts of interests relating to commissions earned on
financial products (both investments and insurance).
We believe our industry needs to greatly improve in all of
these areas, and that regulators will eventually enact new
rules to improve these issues, as they have recently done
in the United Kingdom and Australia with the banning
of embedded commissions and establishing advisory
fiduciary duty.

In fact, in December 2012 the Canadian Securities
Administrators (CSA) issued a discussion paper that, if
implemented, will dramatically change how mutual funds
are sold in Canada and how advisors are paid. The major
recommendations were as follows:
• Advisor services are to be specified and provided in
exchange for trailing commissions.
• A standard class of mutual funds for Do It Yourself
(DIY) investors with no or reduced trailing
commissions.
• Trailing commission component of management fees
to be unbundled and charged/disclosed as a separate
asset-based fee.
• Establish overall limits on commissions and
discontinue the practice of advisor compensation
being set by mutual fund manufacturers.
• Implement higher legal standards or duties for
advisors.
What this really comes down to is that the CSA is asking
for full disclosure on fees and how advisors are paid.
Needless to say, there are some in the investment industry
who are threatened by this and are trying to stop or water
down these recommendations.
One of Nicola Wealth Management’s founding principles
has been to provide clients with transparent reporting.
This includes transparency on our planning advice
(written financial plans and projections), the results of
client investment returns, and fees paid for our services.
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