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 FEES, FEES, FEES 
 

Haven’t written for a while so I thought it was time to get back to it. 
But gee, I just can’t seem to get past this fee thing! In Volume 1, Issues 
2, 3, and 4 of Quaero JOURNAL we argued for more transparency of 
investment fees and costs by relying on some basic math and spreadsheet 
analysis to propose a flat fee concept. In this issue however, we acknowledge 
that it will be some time before the world finally sees the light and freely and 
fully accepts our ideas on this subject. Fees charged in basis points (“bps”) 
will prevail yet for a few years, so in the meantime we need to ask ourselves 
this question: “Expressed in bps, what is a reasonable fee to pay for 
investment management services?” 

And the answer is . . . “well, that depends”. And it depends on a large enough 
set of things that most folks will find their eyelids drooping and their heads 
nodding well before they get anywhere near the answer. So let’s see if we 
can’t simplify the matter. Once again to help me think this thing through, I 
have resorted to some spreadsheet analysis to generate a few charts that will 
hopefully shed some light on the problem, and the “things” or assumptions 
on which the outcome depends are explained clearly for each considered 
scenario. It is important to note that each scenario projects outcomes AFTER 
TAX which makes for a more complex analysis but which generates more 
meaningful outcomes for taxable investors that I assume to be the vast 
majority of interested readers of the JOURNAL. 

So let’s get to it. We’ll use our first scenario as our base-case with the assumptions set out below in Table 1. Please note 
that I have not listed ALL of the assumptions used in the modelling process - only those that are marginally critical to the 
outcome – and note too that asset class return forecasts for all scenarios were obtained compliments of JP Morgan’s 2018 
Long-Term Capital Market Assumptions – Canadian Dollar. 
 
Table 1 – Pivotal Assumptions for Scenario 1 

CUSTODIAL FEES (0.15%) PLUS TRANSACTION COSTS (0.10%) 0.15% 

PASSIVE MANAGEMENT FEES (0.14% FOR VANGUARD LIFESTRATEGY FUNDS) 0.14% 

ACTIVE MANGEMENT FEES (0.50% FOR PORTFOLIO MGT ONLY) 0.50% 

TARGET BALANCED FUND ACTIVE (ALPHA) RETURN 0.70% 
 
These assumptions require some explanation. The first row in the table above cites two costs in one – custody 
and transaction costs. If you hire separate institutions to provide these services, you will pay something in the 
order of 0.25% in total for both services. Here in Canada though, if you understand the service provider 
landscape you can bundle the services for a total cost of around 0.15%. So I have assumed that you know the 
landscape. 

I think the second and third rows in the table are self-explanatory, and the suggested fees are obtainable from 
excellent providers if you know where to look. But the fourth row requires some elaboration and is a source of 
contention between service providers and consultants or academics trying to get a handle on what they can 

HERE’S THE THING! 
Ask an investor friend of yours 
to tell you how much he is 
paying in fees and costs  for 
services provided by his asset 
manager. And if he gives you a 
sensible answer, ask her to  
distinguish between custody, 
transaction costs, investment 
management and other fees 
and costs. And if she gives you a 
sensible answer ask her to 
explain the implications of 
those fees and costs on her 
long-term wealth accumulation.  
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reasonably expect asset managers to deliver. The term “alpha” refers simply to the incremental return that the 
investor might expect a chosen asset manager to deliver, over and above a passive benchmark. The “Target 
Balanced Fund Active (Alpha) Return” of 0.70% is derived by assuming a portfolio committed 60% to equities 
(20% Canadian, 20% U.S. and 20% Non-North American) and 40% to Canadian Bonds. Alpha expectations for 
equites are set at 1.00% and for bonds at 0.25%. Thus 60% times 1.00% plus 40% times 0.25% = 0.70% alpha 
expectation for the total, balanced fund. With all of these and more assumptions, and assuming that you start 
with $5 million, your after-tax expectations should look something like this: 

Chart 1 – Projected Asset Values for Scenario 1 

 
Note that in addition to the Active and Passive management options Chart 1 also plots asset growth for a Risk 
Free alternative that assumes the investor simply buys and holds a long term government of Canada bond. Two 
conclusions are clear from the chart: 

1. There is probably some logic in taking on market risk with a balanced portfolio as opposed to buying 
and holding that long term government of Canada bond. 

2. There is surprisingly little advantage to employing the active management option over the passive 
option. It must be said here that the active/passive spread is very significantly influenced by one’s 
assumptions regarding potential alpha. There was a time, not too any years ago when it was standard 
practice to assume a 2% alpha, or more for active equity management, but mostly, thanks in good 
measure to improved technology, communications and “big-data”, that is not the case today and I 
believe (subject to argument) that the alpha assumptions I have used here are quite common today. 

 
But what happens now if, under Scenario 2, you pay higher active management fees than those postulated in 
Table 1? Say, for instance that you decide to employ a “wealth manager” offering a wider range of services than 
the “private investment counsel” assumed in Table 1. Your wealth manager charges you 1.00% and uses a 
combination of active and passive solutions that cost you an additional 0.25%. Your total active management 
fee is now 1.25% versus the 0.50% that you paid in Scenario 1 and your after-tax expectations now look 
something like this: 
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Chart 2 - Projected Asset Values for Scenario 2 

 
Suddenly the active/passive spread collapses entirely! But don’t panic! Recall that the Active management 
option under this fee scenario employs a “wealth manager” offering a wider range of services – services like 
financial planning, tax planning and a host of other related services that you may or may not require. The 
important thing at these second scenario fee levels is to determine exactly what services you do need and how 
much you are willing to pay for them. Scenario 2 has cost you $400,000 in wealth accumulation over 15 years. 
 
Now let’s consider a third fee scenario – one in which you have retained an advisor at a large financial 
institution to manage your assets and to provide access to a full range of financial services should you need 
them. In this case, the financial advisor at the large financial institution charges you 1.00% and he uses a fully 
active approach to create a portfolio that combines individual securities with selected mutual funds to deliver 
your expected alpha. The mutual fund fees bring your total active management fee up to 2.25% (don’t laugh, I 
have seen worse!) and your after-tax expectations now look something like this: 
 
Chart 3 - Projected Asset Values for Scenario 3 
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Whoops! 15 years from now, you are $500,000 poorer than you would have been had you opted for a passive 
management option, and $900,000 poorer than you would have been had you opted for active management 
with a private investment counsel who achieved your expected alpha at a 0.50% fee. The full service option 
would have to represent some serious incremental tangible or intangible value to you to justify incremental fees 
that amount to roughly 12% of your accumulated wealth! 

 
 
 OUR CLOSING ARGUMENT: When looking around for someone to manage your accumulated wealth, 
TRUST must be your numero uno consideration. But we are not all great judges of character and there are folks 
out there who consistently place the client’s interests first, AFTER THEIR OWN! I can only presume, perhaps 
naively, that many financial advisors don’t even understand the long-term implications for their client’s wealth 
accumulation potential, of the fees that they are charging. The fees they charge are just what everyone else 
charges and they haven’t done the math; nor have they had enough experience working with active asset 
management firms, or studying their long-term performance, to understood what constitutes reasonable 
expectations for long-term alpha generation. 
 
Choosing the right asset manager for you and your circumstances is a fine combination of art and science, but 
getting your head around the implications of the fees and costs associated with the options that you are 
considering is a critical piece of the puzzle and should provide some hint as to whose interests a prospective 
asset manager has at heart. 

OUR HOPE: 

Wealthy clients, wealthy asset managers, in that order. 

This is our hope. 

 

  
Contact Us: 
 
Ralph Loader 
QUAERO Investment Solutions Inc. 
428 Strathcona Avenue 
Westmount, Quebec 
Canada H3Y 2X1 
(438) 386-3861 
ralphloader@quaeroinvest.com 
http://www.quaeroinvest.com 
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