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Dear Mr. Ken Woodard: 

RE:  Response to MFDA Bulletin #0748 –P dated April 19, 2018 – Discussion Paper on 
Expanding Cost Reporting (the “Discussion Paper”) 
 
We commend the MFDA for advancing the discussion on expanding cost reporting, including 
providing example account statement disclosure, and for allowing us the opportunity to 
provide feedback.  
 
Fidelity Investments Canada ULC (“Fidelity”) is the 4th largest asset management company 
in Canada. Fidelity manages over $136 billion in retail mutual funds and institutional assets. 
Many Canadians entrust us with their savings and we take their trust very seriously.  
 
For your ease of reference, we have reproduced the MFDA’s questions in bold font below 
followed by our responses to each question. 
 
Expanding Cost Reporting 
 
1. Should regulators consider expanding cost reporting for Investment Funds? 

 
As indicated in our response to the MFDA’s original consultation paper on expanding cost 
reporting (MFDA Bulletin #0671-P, the “First Discussion Paper”), we believe that the 
inclusion of certain investment fund manager costs has the potential to lead to better 
disclosure for investors and a greater awareness by investors of the total cost paid to 
invest (“Total Cost Disclosure”). 

 
2. Should regulators consider expanding cost reporting for other investment 

products? 
 
The Canadian Securities Administrators should implement Total Cost Disclosure for all 
securities products to ensure there is a level playing field and investors are able to 
compare the costs of investing in different securities products. We understand that the 
Canadian Council of Insurance Regulators’ Segregated Funds Working Group proposed a 
total cost disclosure regime for segregated funds in their position paper released in 
December 2017 as well as a prototype of their client account statement. We are pleased 
to see that the insurance regulators are now working to harmonize disclosure 
requirements and we agree that securities regulators should proceed with Total Cost 
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Disclosure so that disclosure requirements between segregated funds and mutual funds 
as well as other securities products are aligned. We also believe in full disclosure 
concerning the costs of investing in other financial products, such as bank products (e.g. 
PPNs).  

 
Costs Considered for Expansion 

 
3. Do you agree that the costs considered in this Discussion Paper (i.e. MER, short-

term trading fees, redemption fees and client costs paid directly to third parties) 
should be disclosed to clients? 
 
Fidelity supports the inclusion of the costs outlined in the Discussion Paper. Fidelity 
believes that additional disclosure is given when disclosing short term trading fees to 
explain that these fees are paid to the fund and are not retained by the investment fund 
manager. In addition, we believe that appropriate disclosure must be given so that 
investors understand that the trailing commission is a component of the management fee 
(if applicable), so as to avoid any mistaken belief that a particular cost is charged twice.  

 
4. Are there any other costs that should be reported to clients? 

 
We believe that the MFDA has captured all the costs that an investor would be required to 
pay in connection with an investment in an investment fund. Any rule changes should be 
drafted broadly to capture any future costs that could arise as a result of changes in 
business models or the market in general.  
 

Cost Reporting 
 
5. What are your views on the reporting examples provided in this Discussion Paper? 

 
Figure 1 

 
We agree with the disclosure of the Management Expense Ratio (MER) on the client 
account statement for each investment fund as presented in Figure 1. The MER 
disclosure should be accompanied by a footnote that explains that the MER is a fund 
series-level indication of the management fee and operating expenses and may not 
precisely reflect what the investor actually paid for their investment. The MER that is 
displayed should be the most recently published MER for the investment fund (published 
in the annual or semi-annual Management Report of Fund Performance) that includes any 
adjustments, waivers and/or absorptions of fees.  
 
The disclosure that accompanies the MER should explain: (1) when the MER percentage 
was last calculated; (2) that investment fund companies have different programs that may 
reduce/waive a portion of the management fee actually paid by the investor or operating 
expenses that are charged to a fund; and (3) that details about any reduction or waiver 
can be found in the prospectus for the investment fund.  
 
Figure 2 
 
We note that the breakdown in Figure 2 does not include the operational and other costs 
of distribution, which appear to have been included under the “Financial Advice” heading 
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as well as the harmonized sales tax (HST). We support the separate identification of each 
component of the MER provided that each component is accompanied by the appropriate 
description so that investors have a clear understanding of what they are paying for and 
how much they are paying. Dealers should have flexibility in how they choose to present 
this information. 
 
Figure 3 
 
Inclusion and Presentation of Costs 
 
Overall, we agree with the inclusion of the additional fees, in dollar terms, in the Report on 
Charges and Compensation. We understand that detailing the costs separately for each 
investment fund company as separate line items on the report could be cumbersome to 
include where multiple fund companies and third parties are involved. Although we agree 
with the MFDA that any proposal to expand cost reporting should be flexible to reflect how 
compensation is paid or earned by registered firms and investment fund managers, we 
believe that the way the information is presented in Figure 3 may lead to investor 
confusion. The separation of cost reporting from compensation reporting has the potential 
to lead investors to believe they are paying the sum total listed in both reports. In addition, 
certain costs are captured in both reports, such as the ongoing costs of owning 
investment funds on the cost report, and the trailing commission on the compensation 
report, which could lead an investor to double-count this cost.   
 
We recommend that all costs be included in one “Costs and Compensation Report,” which 
breaks down all costs to the client into two categories, costs that are directly or indirectly 
paid to the: (1) investment fund manager or investment fund (i.e., management fees, 
operating expenses; short term trading fees and redemption fees); and (2) dealer (i.e., 
administration fees, switch fees, front-end sales commission, commissions from deferred 
sales charge investments and trailing commissions). We support the proposed sample 
Annual Report of Costs & Compensation provided by the Investment Funds Institute of 
Canada (IFIC), which breaks down all costs into these two categories and includes 
specific line items for the gross and net management fees and expenses to demonstrate 
that the trailing commission is paid from the management fee to the dealer. We also 
support how the total cost figure is prominently set out at the top of both the MFDA and 
IFIC’s sample reports so that investors are immediately drawn to their overall cost of 
investing. 
 
Calculation Methodology 
 
A common methodology should be agreed upon for application by fund managers to 
calculate and report the cost, at an individual account level, of owning an investment fund. 
Using the most recently published MER (in the fund’s Management Report of Fund 
Performance) is the simplest way to track and calculate fund manager costs. However, 
the most accurate way to track the MER paid at the investor account level is to track the 
components of the MER (management fee, administration fee and/or operating expenses 
and HST) separately throughout the year and have a process by which an update is made 
to any cost element tracked on the investment fund manager’s system if a change to the 
management fee or administration fee (if applicable) occurs throughout the year. Our 
understanding is that those investment fund managers that do not have a fixed 
administration fee would be unable to specifically track the operating expenses of their 
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funds at the investor account level on an ongoing basis. For those investment fund 
managers, final calculations of the MER, inclusive of any adjustments, waivers and/or 
absorptions only occur at year end.  
 
Consequently, we propose that investment fund managers be given the discretion to 
provide the best approximation of what the investor actually paid by using the most 
recently published MER or, if they are able, a more accurate calculation based on the 
ongoing tracking and implementation of the management and administration fee. That 
percentage would then be applied to the daily balance per holding and divided by 365 to 
arrive at the daily cost of investing in a particular fund. The sum of the daily costs during 
the reporting period would be reported to dealers and dealers would, in turn, add the 
sums submitted by various investment fund companies (if applicable) for each line item in 
the report in order to provide the investor with the total dollar amount paid to invest.  

 
6. Are there better ways to report the costs of investing to clients? 

 
We have provided our suggestions in our response to question #5 above. Overall, we 
think there needs to be a balance between allowing dealers the flexibility to decide how 
they meet the statement requirements and ensuring certain minimum requirements are 
observed so that costs are reported as accurately and transparently as possible. This 
flexibility should allow dealers to make any necessary adjustments to the statements 
based on client feedback or for other reasons.  This approach would be consistent with 
CRM2 requirements as well as the flexibility given by the CCIR to insurers in connection 
with total cost disclosure in the annual statement issued to segregated fund investors. 
 

7. What challenges or issues do you foresee in obtaining and reporting expanded cost 
information to clients? 
 
We have outlined some of the issues we foresee in our response to the First Consultation 
Paper. The main issue is that investment fund managers will need to make significant 
enhancements to their systems, processes and procedures to track the management fees 
and expenses of an investment fund at the individual investor account level in order to 
provide Total Cost Disclosure reporting to dealers. We wish to highlight that the tracking of 
the MER in dollar amounts at the investor account level is entirely more complex than the 
cost information required to be sent to dealers pursuant to CRM2. The CRM2 cost 
information provided by investment fund managers to dealers (i.e., trailing commissions 
and sales charge commissions) corresponds to actual payments being made to dealers 
and, therefore, was already tracked pre-CRM 2.  
 
Dealers will, in turn, need to enhance systems in order to accept and verify the information 
provided, program that information for inclusion in the annual reports and/or train and 
oversee a third party service provider that assists the dealer with these requirements. 
Training programs will need to be developed for investment fund managers and dealer 
staff.   
 

8. Are there different challenges or issues to expanding cost reporting for investment 
dealers or other securities registrants? 

 
We would expect that investment dealers or other securities registrants that could be 
impacted by a change to IIROC Rule 200 or a CSA initiative to update 31-103 would be in 
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the best position to comment on the unique challenges they face. Our hope is that the 
CSA builds upon the work commenced by the MFDA to engage all securities registrants in 
a consultation on Total Cost Disclosure. We note that in CSA Staff Notice 81-330 Status 
Report on Consultation on Embedded Commissions and Next Steps, the CSA indicates in 
reference to the Discussion Paper that they “…expect to engage more closely with the 
MFDA and IIROC to advance this important initiative.” 

 
Implementation 
 
9. Based on the cost reporting approaches detailed in this Discussion Paper, what 

would be a realistic timeframe for implementing expanded cost reports to clients? 
 
As indicated in our response to the First Consultation Paper, Fidelity believes that a 
lengthy transition period is justified by the amount of work required to build the systems 
and processes necessary to operationalize Total Cost Disclosure. We propose a transition 
period of three years from the time that a final rule is published, which is consistent with 
the timeline that was given for the adoption of the CRM2 requirements. 

 
We thank you for the opportunity to provide comments on the Discussion Paper. We are more 
than willing to meet with you to discuss any of our comments. 
 
Yours truly, 
 
“Andrea Rigobon” 
 
Andrea Rigobon 
Senior Legal Counsel 
Fidelity Investments Canada ULC 
 
c.c. Rob Strickland, President 

  W. Sian Burgess, Senior Vice-President, Fund Oversight 
  Robyn Mendelson, Vice-President, Legal  

 
 


