
What Every Investor Should Know...

Managing the Relationship between
You and Your Adviser

O ne of the most important issues to consider
when hiring a financial adviser is the relation-
ship you hope to establish. Are you hiring an

adviser to manage a specific portion of your assets, or do
you want a professional who will have full knowledge of
your financial, and even personal, situation? Whichever
level of advisory services you choose, the long-term 
success of your affiliation relies on open, two-way 
communication built on a foundation of trust.

Gathering the Facts You should expect your adviser to
ask questions about your entire financial position. It is
important that you give your adviser all the information
necessary to manage your account, including full disclo-
sure of your financial assets, income streams, and 
liabilities (significant one-time or recurring obliga-
tions). Doing so helps your adviser understand the 
elements that affect your financial goals. Questions to
ask include:

Are you disclosing all of your assets — not only cash, stocks,
and bonds but also other investments, such as equity positions
in family businesses, real estate holdings, private partnership
interests, and loans you may have made? Will the adviser 
handle all of your assets or only a portion of them? What assets
have been designated for retirement, education, wealth transfer,
or other specific needs? When will you need the assets? What are
your income requirements now and in the near future? Do you
have significant, unique, or recurring liabilities?

You and your adviser should also discuss these broad
investment issues:

What does risk mean to you, and what is your risk tolerance
level? What return do you hope to achieve? What are the conse-
quences if you do not achieve your investment objectives? 
What are your investment constraints? What is your tax situa-
tion? Do you have any special tax circumstances that might
apply? Should your investment portfolio reflect any social
responsibility considerations? 

Successful 

relationships

are built on

open, two-way 

communication 

and trust.

A financial adviser will be able to 
make the most appropriate recom-
mendations if he or she is aware of
your complete investment portfolio.
Armed with the facts, a financial 
adviser should then provide you with
a customized plan called an “invest-
ment policy statement” for managing
your assets.

The Investment Policy Statement By
working together, you and your
adviser will be able to create a finan-
cial plan for your specific needs that can adjust to changes in
your investment circumstances. An investment policy statement
(IPS) is a written document that sets out your investment objec-
tives, tolerance for risk, investment constraints, and special
needs as well as guidelines you wish to establish for investing
your assets. The IPS serves as a blueprint for investment manage-
ment and provides the basis for your relationship with your
financial adviser. The statement should include performance
benchmarks, a schedule for portfolio review, and other policies
relevant to managing the relationship. 



An up-front discussion with your adviser about the IPS will
prevent misunderstandings later. You can also ask:

How often will we meet to go over my portfolio and financial circum-
stances? What written reports and related materials will be made
available? How often will I receive these reports? 

Like providers of any personal service, financial advisers 
balance a client’s requests for service with account manage-
ment time constraints. Keep in mind that most advisers 
employ pre-formatted performance reports. If you would
like to see additional information, you should discuss this
with your adviser. Flexibility will vary with each firm.
Understanding your needs will help your adviser determine
if he or she can meet your expectations.

Educating the Client A financial adviser should be willing to
keep you up to date on trends and risks in the financial 
markets and how they may affect your investment portfolio.
You should also expect your adviser to clearly explain his or
her reports and other materials and how they relate to the
management of your assets.

Lastly, if your adviser is managing a taxable account, he or
she should be aware of your tax situation and discuss the
consequences of your investment strategy. Your adviser
should compare and contrast for you the tax efficiency of
different types of investments and the tax consequences of
holding a given type of investment in taxable and tax
deferred accounts. It is important that you understand the
rationale behind the allocation of your assets to investments
and vehicles with different tax treatment for the purpose of
achieving higher after-tax returns.

Communication You and your adviser share the same goal
— achieving your investment objectives. Two-way communi-
cation is crucial in such a partnership. Just as you provided
full disclosure to your adviser, your adviser needs to provide
the same to you. In addition to giving you a clear explana-
tion of his or her investment approach, an adviser should:

• Adhere to the agreed-upon investment plan and 
not deviate from it unless the changes have been 
discussed with you; 

• Disclose fees that will be incurred over a given 
period of time; and

• Discuss how frequently he or she will communicate
with you. 

Communication should be open and straightforward; 
honest feedback, including negative feedback where appro-
priate, is important to making the relationship work.

Assessing Your Relationship The bottom-line performance
of your portfolio is only one aspect to consider when assess-
ing the relationship with your financial adviser. Others are:

• Understanding and feeling comfortable with your
financial adviser and his or her investment approach,
that is, the investment philosophy and decision-
making processes; and 

• Looking at the performance of your portfolio
against an appropriate, pre-designated benchmark
upon which you both agree.

Monitoring your adviser’s performance and discussing your
portfolio’s results with the adviser should be an on-going
process.

The Partnership A financial adviser should be someone
who acts as a sounding board for ideas and provides solid
counsel to help you meet your investment objectives. While
you are ultimately in charge, it is important to remember
the specific roles that you and your adviser play to ensure a
long-lasting partnership.

Advisers particularly well qualified to help you with these processes
will hold the Chartered Financial Analyst® (CFA®) designation,
awarded by CFA Institute.

CFA Institute is the global, non-profit professional
association that administers the Chartered Financial
Analyst® curriculum and examination program
worldwide and sets voluntary, ethics-based profes-
sional and performance-reporting standards for the

investment industry. CFA Institute was known as AIMR (Association for Investment
Management and Research) from 1990 to early 2004 and before that was two separate
organizations whose roots go back to 1947. More information may be found at
www.cfainstitute.org.

The information contained in this piece is not intended to and does not provide legal, tax,
or investment advice. If assistance is required, the services of a competent professional
should be sought.

©2007   CFA Institute

Contact CFA Institute for more 
information on its programs 
and services:

560 Ray C. Hunt Drive
P.O. Box 3668
Charlottesville, VA 22903-0668

(800) 247-8132 phone (usa & canada)
+1 (434) 951-5499 phone
+1 (434) 951-5262 fax

info@cfainstitute.org  email
www.cfainstitute.org  internet

Charlottesville       New York       Hong Kong       London


