
 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 

Discretionary portfolios vs. advisory  do your clients get a 

choice? 

Since the Retail Distribution Review (RDR), there has been a significant shift in emphasis from Wealth 

Management firms to move clients to a discretionary basis.  The requirements to demonstrate suitability 

h providing 

discretionary managed services and not an advisory service.  It stands to reason if you are required to 

record and keep up to date records on your clients: 

• Knowledge and experience 

• Full financial situation 

• Investment objectives (including their attitude to risk, ATR, and capacity for loss, CFL) 

This becomes less cost effective when you are relying on the client taking your advice and dealing, rather 

than paying an automatic management fee year on year.  Equally, since 2012, the execution only services 

available to clients have become more competitive and, with dealing for as little as £5 per trade, many 

clients now choose to make their own investment decisions.  This has compounded the pressure on 

advisory services.  Further pressure will be added through the robo services which are now available to 

clients through firms where access to a managed portfolio is offered online with no need for meetings and 

only a smaller minimum investment is required at entry point. 

Despite this internal shift of focus, clients still need to be given a clear, fair and not misleading choice of 

Personal Development is often forgotten or neglected, as it is not 

seen as important as the other areas of CPD. In reality it can be 

the aspect that makes the real difference to your clients and your 

earning capacity. In each edition of Advice Matters we will discuss 

potential development areas and ensure any Regulator focus that 

aligns to this area is covered in a very timely manner. 

 



do still provide advisory and discretionary services they should not be promoting one service over another 

if a client is unsure about which is most appropriate for them. 

Discretionary  

 

It is probably fair to say that MiFID II, on the horizon for January 2018, will alter the routines of 

Investment Managers providing this type of service and highlights of this have been included as part of 

this explanation.  

A discretionary management service is where the client 

gives discretion to the investment firm to manage their 

investments on their behalf.  The Investment Manager 

manages the portfolio, and makes changes to the 

portfolio without referring to the client, but within the 

investment strategy that has been agreed with them. 

On meeting with a client, the Discretionary Fund 

goals, time horizon and the level of risk the client is 

prepared to take to meet their objectives.  It is 

made to this 

within the file notes.  Additionally, constraints may be placed on the investment mandate to take into 

wishes to avoid, such as tobacco and arms. Regular meetings should take place to review the performance 

of the portfolio and to ensure it still meets the needs of the client.   

The Investment Manager will make all of the investment decisions on behalf of the client, which will 

significantly reduce the paperwork and administration in the day to day management of the portfolio for 

the client. 

The Discretionary Fund Manager can act on available information quickly and efficiently, dealing on the 

portfolio in a cost effective manner.  This takes the emotional decision of whether to buy or sell a 

particular asset or stock away from the client, as many clients find it easy to buy, but difficult to sell when 

the time is right.  

Also note whilst still in consultation with the FCA, MiFID II is likely  to insist that when switching 

investments, either by selling an instrument and buying another or by exercising a right to make a change in 

regard to an existing instrument, investment firms shall collect the necessary information (or have already 

co

analysis of the costs and benefits of the switch even when dealing on a discretionary basis.  

 

A typical service provided by a bespoke discretionary managed service will include: 



• A dedicated Fund Manager or team 

• Twice yearly valuations (n.b. it is likely to be a requirement of MiFID II that if the portfolio 

depreciates by 10% and thereafter at multiples of 10%, the client will need to be advised no later than 

the end of the business day in which the threshold is exceeded or, in a case where the threshold is 

exceeded on a non-business day, the close of the next business day. Where this includes leveraged 

financial instruments it should be on an instrument-by-instrument basis, unless otherwise agreed with 

the client) 

• Constant  monitoring of the portfolio 

• A comprehensive review of the portfolio for suitability at least annually (again a further requirement 

of MiFID II) 

• Annual consolidated tax voucher 

• Schedule of dividends and interest received 

• Corporate action planning 

• Annual capital gain tax review 

 

This type of service may prove ideal for those who want to hand over complete control of their 

investments to a third party and not really worry about it on a day to day basis.  This would include 

industry professionals who simply do not have time to undertake this activity themselves. 

Advisory 

An advisory management service is one which 

is offered by Investment Managers, but it 

recognises that some client

give up the decision making and want to 

remain actively involved in the management of 

their portfolio.  Alternatively, it may be that 

the client has such complex restraints on their 

possible.  

An Investment Manager will consider what changes might be made to their portfolio, discuss with the 

client why those changes are needed and the client will then decide whether or not to accept the advice. 

There are two main types of advisory services  advisory managed and advisory only. 

Advisory Managed 

objectives, goals and risk profile.  This provides the manager with a guide to the level of advice required 

by the client.  Instead of managing the portfolio without consulting the client, the Investment Manager 

will suggest a course of action which the client may or may not agree with.  This provides a much greater 

degree of control for the client. 

The downside is that changes can take longer to happen  particularly if the Investment Manager 

struggles to get hold of the client, or the client dithers when making decisions or signing paperwork.  By 



the time a decision is made, the advice to purchase or sell a particular asset or stock may no longer be 

viable. 

Under the advisory managed service a client could typically expect the following: 

• A dedicated Fund Manager 

• Twice yearly valuations 

• Annual  portfolio review 

• Annual capital gains tax review 

 

Advisory Only/Advisory Dealing 

 

investment decisions.  Whilst the client will make the decisions, they can take advantage of the research 

made available by the Investment Manager.  The Investment Manager may also make investment 

client may receive regular news letters that provide commentary and information on investment markets.  

The Investment Manager will only buy and sell investments when instructions are received from the 

client. 

In both cases of advisory services note the MiFID II requirements on changes and switches in the portfolio and 

reporting should there be a deprecation of the portfolio value. 

 

Comparison between Discretionary and Advisory 

 

Both of the above services involve managing a portfolio of investments for a client, the fundamental 

difference being whether discretion over investment changes is given or not.  The other differences 

between the two types of service can be summarised as follows: 

• An advisory service may be more expensive, to reflect the additional costs of referring each investment 

to the client 

• s model portfolio, but may drift away from this 

model depending on whether the client agrees to any recommended changes or not 

• Switches of assets or stock to implement portfolio model changes can be made across a range of 

discretionary portfolios at the same time.  That switch may therefore take place before a similar switch 

can be implemented for advisory clients because of the time delay in obtaining approval 

• If an Investment Manager has a number of advisory clients and wants to make similar switches in 

each portfolio, the market may have moved by the time each client can be contacted and so a switch 

may take for some clients and not others.  The trades will also take place at different prices for 

different clients 

 

 

So which one....? 



 

To ensure your client has carefully considered the choice between discretionary and advisory, it is worth 

considering asking the following seven questions: 

• How much investment capital has the client got to invest?  This is a key question now as many 

discretionary only services have significant minimum investments most commencing at the £150,000 

mark 

• Is the client prepared to hand over most investment decisions, including those surrounding asset 

allocation, to a qualified third party who is not their main adviser? 

• Is the client satisfied with the costs being charged in terms of advice and asset management? 

• Is the client satisfied with the track record of the discretionary fund manager and the due diligence 

ey, adjust asset allocation 

appropriately, whilst also making sure it always fits with their attitude to risk and goals? 

• How bespoke is the discretionary fund manager service and is this level of tailoring required? 

• If the amount to invest is relatively small, is the client better off investing in a multi asset fund or a 

multi manager fund? 

• Does the client have sufficient knowledge, experience and/or time to make considered investment 

decisions?  If not, then the advisory route may not be appropriate. 

 

Af

attitude to risk and capacity for loss, the choice as to whether advisory or discretionary is the most 

appropriate should be easier to support as a recommendation. 

 


