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1.0 Introduction 

The Leverage Policy and Procedure Manual provides for policies and procedures, which 

have been approved by senior management, that document the internal controls and 

procedures that must be adhered to by all Financial Advisors, Employees, Supervisors 

and Senior Management to ensure compliance with the Rules, By-laws and Policies of 

the MFDA and applicable securities legislation. 

 

This manual is made available to all Financial Advisors, Employees, Supervisors and 

Senior Management and is maintained and updated regularly at head office. The most 

up to date version can be obtained on line by visiting the secured site at 

http://gpwealth.ca and clinking through to the “resource section”. 

 

In addition, this document has been developed to provide Financial Advisors with a 

framework and guidelines to establish a due diligence process that ensures that each 

recommendation made for a leverage plan for an account holder is suitable and in 

keeping with the account holder’s investment objectives. 

 

When reviewing and approving a leverage plan, Supervisory staff look to incorporate a 

holistic approach that properly assesses the risks of leverage, analyzes a Financial 

Advisor’s leveraging practice, and provides guidance in maintaining appropriate 

documentation with respect to leverage recommendations.  Supervisory staff must 

demonstrate a responsible approach to ensure that all leveraging recommendations are 

suitable for an account holder and are aligned with the account holder’s KYC 

information. 

2.0 Establishing a Supervisory Framework 

2.1 Financial Advisor Training 

The suitability of leverage does not begin at the account opening stage but rather with 

the training of the Financial Advisor to ensure that his/her ability to determine the 

appropriateness of leverage for an account holder is sound, based on their overall 

knowledge of the account holder. 

 

GPWM and its supervisory staff have developed a “Leverage Policies and Procedures 

Training Program (LPTP)”. The LPTP must be completed by all existing Financial 

Advisors who utilize leverage as a strategy and all new Financial Advisors as part of the 

first 90-day supervision and training program. It outlines all the requirements noted 

below including the completion of a NAAF, Investment Loan application, Leverage 

Approval Form and collection of the mandatory information as part of the review and 

approval process. 
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Prior to the registration approval of a new Financial Advisor, a review of their existing 

practice must be undertaken and includes verifying all investments under administration 

including those investments where borrowed funds were used to purchase the 

investments. Please refer to the “Advisor Registration Package” for a complete list of all 

documents required when approving the registration for a new Financial Advisor. 

 

A Financial Advisor should meet with the account holder(s) over several occasions to 

explain and determine a number of items such as: 

 

▪ Determining an account holder’s collateral  

▪ Assessing an account holder’s capital or financial resources 

▪ Determining an account holder’s capacity 

▪ Learning an account holder’s character and tolerance for risk as it relates to 

leverage 

▪ Is the account holder comfortable with the general risk associated with leverage? 

▪ Determining an account holder’s time frame 

▪ Does the account holder understand that the value of the investment account can 

fall below the borrowed amount? 

▪ The costs of borrowing when determining the overall performance. 

▪ If an account holder wishes to collapse the loan, explaining that the total 

outstanding loan amount is payable even if the market value falls below the 

borrowed amount. 

▪ An explanation of a margin call and the implications of that trigger. 

▪ The risk(s) associated with securing a home against the borrowed funds. 

 

A Financial Advisor must be trained to deliver a balanced presentation to an account 

holder that describes equally the benefits and risks associated with utilizing a leverage 

strategy. The presentation should also discuss the process required in reviewing and 

approving a leverage plan including the requirement to complete the necessary 

documents and the collection of mandatory information. 

 

Highlights of “Leveraging Policies and Procedures” Training Program 

 

▪ All existing Financial Advisors who utilize leverage strategies must complete 

training  

▪ New Financial Advisors as part of the first 90 days of registration must complete 

training  

▪ Documenting the strategy and rationale for the recommendation of leverage  

▪ Assess current leverage practices of potential new Financial Advisor including an 

understanding of their leverage philosophy 

▪ Any plans tagged as leverage must follow the same review and approval process 

whether they are transferred-in or a new account opening of a leverage plan. 
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▪ Providing examples of situations where leveraging would be unsuitable or 

contrary to the firm’s policies. 

▪ Practice guidelines to maintain evidence of reviews 

▪ Adhering to the GPWM leverage application and review process 

▪ Understanding what is required of the Financial Advisor when recommending 

leverage 

▪ Being aware that using borrowed funds to invest is not suitable for all investors 

▪ Recognizing the magnification of the investment risk where a leverage strategy is 

used 

▪ Querying to determine whether an account holder would be suitable in utilizing a 

leverage strategy 

▪ Taking the responsibility seriously to ensure that all leveraging recommendations 

are suitable for an account holder and in keeping with the account holder’s KYC 

information   

 

Other Requirements of a Financial Advisor 

 

As part of managing a leverage plan, the Financial Advisor is required to commit to 

reviewing the leverage plan with the Account Holder(s) on a regular basis agreed upon 

between the Account Holder(s) and the Financial Advisor but no less then once every 12 

months. Supervisory staff require that the Financial Advisor completes the “leverage 

meeting form” and utilize the “leverage evaluation form” as part of a review meeting. 

2.2 Financial Advisor Due Diligence 

Having delivered a balanced presentation to an account holder including the process 

required to review and approve a leverage plan a Financial Advisor must complete the 

necessary documents and collect the mandatory information. 

2.2.1 Completing a New Account Application Form (NAAF) 

Completing the NAAF is fundamental to the plan approval process that supervisory staff 

utilize when assessing the suitability of leverage in addition to the approval of a 

“leverage plan”. 

 

When completing a NAAF, Section 1, Account Registration and Type, it is required that 

the account holder(s) mark off “leverage” if funds are being borrowed to purchase 

investments. 

 

A plan type marked as “leverage” must then include several other documents as 

described in this section as part of the overall review and approval of a leverage plan. A 

Financial Advisor must disclose and mark a plan as “leveraged” if they are aware that 

the funds were borrowed to purchase investments, i.e. Home Equity Line of Credit 
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The information contained in the GPWM NAAF sets out the preliminary information 

reviewed in the loan approval process. 

 

Section 6 of the NAAF, Financial and Account Information, includes the following 

information:  investment knowledge, age, gross annual income, time horizon, net worth, 

investment objectives and risk tolerance which form part of the approval process. 

 

Important Notice 

 

A Deferred Sales Charge (DSC) or Low Load (LL) purchase option is not available for a 

Leverage Plan.   

A. Investment Knowledge 

A Financial Advisor should query an account holder who identifies them self as “novice” 

or “fair” in investment knowledge and document an account holder’s rationale and 

explanation. An account holder’s comprehension of the leverage strategy should be 

considered in addition to an account holder’s investment knowledge.  

 

Supervisory staff would treat this as a “flag” when reviewing a leverage plan. 

 

An account holder’s investment knowledge should reflect their understanding of 

investing, investment products and their associated risks including conveying their past 

experience with various types of investments as this may provide some indication of an 

account holder’s risk tolerance.  

 

In addition, when assessing an account holder’s investment knowledge, a financial 

advisor should consider an account holder’s occupation, stability of employment, 

income, net worth, whether they own or rent a home, experience with credit including 

whether they carry credit card debt, a mortgage or line of credit and any other financial 

facts that may provide a background of an account holder’s overall financial experience. 

 

The fact that an account holder views them self as “novice” or “fair” in investment 

knowledge is not in, and of itself, determinative of unsuitable leveraging, but rather a 

flag for further review and analysis within the context of the account holder’s overall 

financial situation.  

  

A Financial Advisor must undertake to provide a fair and comprehensive assessment of 

an account holder’s understanding when recommending leverage particularly when an 

account holder views them self as “novice” or “fair” in investment knowledge.  

 

This information generally indicates an account holder understanding of investment 

products and financial strategies and we record the information in 4 broad categories 

explained below: 
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Investment 

Knowledge 

 

Description 

Novice 
Typically describes an investor with very limited knowledge or 
experience with products including bonds, mortgages, stocks, mutual 
funds, term deposits and real estate. 

Fair 
Typically describes an investor with some knowledge or experience 
with products including bonds, mortgages, stocks, mutual funds, term 
deposits and real estate. 

Good 
Typically describes an investor with average knowledge or experience 
with products including bonds, mortgages, stocks, mutual funds, term 
deposits and real estate. 

Sophisticated 
Typically describes an investor with extensive knowledge and 
experience with products including bonds, mortgages, stocks, mutual 
funds, term deposits and real estate. 

 

An account holder’s category of investment knowledge should reflect their 

understanding of investing and the associated risks including conveying the tone of past 

experience with various types of investments.  The information will provide some 

indication of an account holder’s risk tolerance and to understand the types of products, 

strategies or services which may be suitable for the account holder and which may need 

more detailed explanations or time to understand. 

B. Age 

A leveraging strategy must be given extra consideration prior to presenting to an 

account holder who is 60 years or older as it may not be suitable. The fact that a 60-

year-old client is leveraged is not in, and of itself, determinative of unsuitable leveraging, 

but rather a flag for further review and analysis within the context of the account holder’s 

overall financial situation by the Financial Advisor and supervisory staff.  

 

For example, if the 60-year-old client has a minimal income stream, net worth and/or 

liquid assets, investment knowledge and time horizon, then the leveraging strategy may 

not be suitable.  

 

Where an inconsistency with one of the criteria is identified, further due diligence is 

required to assess the suitability of the leverage recommendation which would include 

obtaining information on any other financial facts that may provide a background of an 

account holder’s overall financial experience. 

 

A leveraging strategy is used mostly for long term growth investments. Most clients who 

are 60 years or older have a portfolio that is maximized for income generation and 

capital preservation as opposed to long term growth. Further, when clients are at or 
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nearing retirement, their earning potential and ability to withstand investment losses 

decreases. As such, leveraging is generally not considered suitable for these clients and 

a flag would be raised and an objective assessment of the KYC information should be 

provided.  

C. Gross Annual Income 

An account holder’s income must be sufficient to service the debt payments on all the 

account holder’s loans. GPWM’s policy states that the debt payments should not exceed 

35% of an account holder’s gross income (TDSR) and does not include income 

generated from the leveraged investments. For example, an account holder with a gross 

income of $5,000 a month should not have debt payments and other monthly obligations 

that collectively require monthly payments in excess of $1,750 a month including the 

proposed amount of an investment loan.  

 

The fact that an account holder’s TDSR exceeds 35% of their gross annual income is 

not in, and of itself, determinative of unsuitable leveraging, but rather a flag for further 

review and analysis within the context of the account holder’s overall financial situation 

by the Financial Advisor and supervisory staff.  Attention should be given to the makeup 

of an account holder’s gross annual income, i.e. base salary versus bonuses or variable 

income including if an account holder’s income is too low, unstable or retirement 

income.  

 

When requesting this information, refer to personal gross annual income from all 

sources which includes employment (earned), pension (company and government) and 

investment income (interest and dividends) to consider an account holder’s investment 

objectives and cash flow requirements. The information is a vital part in helping assess 

and offer suitable products, services or strategies. There should not be assumptions 

made of the relationship between an account holder’s objectives, risk tolerance, time 

horizon and annual income.  

 

In addition, a Financial Advisor and supervisory staff should consider an account 

holder’s occupation, stability of employment, income, net worth, whether they own or 

rent a home, experience with credit including whether they carry credit card debt, a 

mortgage or line of credit and any other financial facts that may provide a background of 

an account holder’s overall financial experience. 

 

A Financial Advisor is required to provide verification of an account holder’s gross 

annual income as part of their due diligence in determining if leverage is suitable 

including the amount of leverage that would be suitable. 
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Other flags:  

 

Using Distributions from Investments or Pension Income 

  

An account holder must be able to make monthly loan payments from regular income 

sources, and should not rely on funds withdrawn from registered investments to finance 

interest costs or rely on growth or distributions from the mutual funds to make loan 

payments. 

 

Supervisory staff will scrutinize income calculations to ensure that only the borrower(s)’ 

income is incorporated into these calculations.  

 

Section 5 of the NAAF requires the completion of the Employer information which 

includes the following information: employer name, address, occupation and years with 

employer. 

 

Account Holder(s) signature is required in Section 9, Account Agreement, 

acknowledging the information provided and the operation of the plan and a copy must 

be provided to an account holder by the Financial Advisor. 

D. Time Horizon 

As part of an overall assessment of an account holder’s plan a Financial Advisor must 

incorporate time horizon and where leverage is being proposed the time horizon should 

generally be long term.  

 

When asking for this information we intend for an account holder to indicate the time 

when they believe they will need to access 30% or more of the entire portfolio within 

their plan to which this question refers within the range of years indicated. We then use 

this information to help determine if an investment is suitable for an account holder 

given the time period indicated in holding the investment.  

 

A Time Horizon of 5 years or more would be considered long term as part of an account 

holder’s overall investment objectives. 

 

Generally, when investing for the long term, volatility risk to some extent is alleviated 

whereas when investing for the short or medium-term market volatility can be elevated 

and magnified with a leverage plan. A flag must be raised if and when an account 

holder’s leverage plan has a time horizon of less than 5 years and a reasonable rational 

must be recorded under these circumstances. 

E. Net Worth 

All the details of an account holder’s net worth must be documented and calculated. The 

net worth calculation is used to determine an account holder’s assets and liabilities and 
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in what form. A Financial Advisor must determine an account holder’s liquid assets plus 

fixed assets less the details of their liabilities.  

 

Keep in mind that an account holder’s qualification as an exempt investor or accredited 

investor based on either net worth or annual income has no relationship with an account 

holder’s ability to assume risk. The qualification of net worth or annual income should be 

used in part to determine if an account holder qualifies to purchase certain securities 

that a “small” investor would not be eligible to purchase. It is important to identify both 

liquid and fixed assets, particularly in assessing the suitability of borrowing to invest 

(“leverage”).  

 

Where the amount of an investment loan being recommended is greater than 30% of an 

account holder’s net worth, Supervisory staff will query the Financial Advisor requesting 

a rationale for the amount of leverage being recommended. The fact that the amount of 

leverage being recommended is greater than 30% of an account holder’s net worth is 

not in, and of itself, determinative of unsuitable leveraging, but rather a flag for further 

review and analysis within the context of the account holder’s overall financial situation 

by the Financial Advisor and supervisory staff.  

 

The total borrowed to invest cannot exceed 100% of net worth up to the first $100,000, 

67.5% of the next $150,000 of net worth, and 50% of the net worth amounts exceeding 

$250,000. 

 

In addition, the investment loan should not exceed 50% of an account holder’s liquid net 

worth where the loan is arranged as a “Margin Call” Investment Loan. The total 

borrowed to invest guidelines noted above may be considered suitable for a “No Margin 

Call” Investment Loan.  

 

Included in an evaluation is an account holder’s “total debt service ratio” calculation, 

which establishes limits and guidelines connected to an account holder’s net worth, their 

capacity to service debt and the maximum amount of credit that may be extended to an 

account holder. 

 

In some cases, it may be acceptable to exceed one or some of these thresholds 

although this requires judgment by the Financial Advisor. As an example, it may be 

appropriate in some circumstances for a young client with a minimal net worth or liquid 

net worth but with a high income to be considered an acceptable candidate for an 

investment loan or leverage strategy. As always, this factor must be considered in 

conjunction with all others.  

Where one or more thresholds are exceeded, the Financial Advisor is expected to 

provide a detailed explanation and rationale for the leverage strategy and the 

investment loan amount being recommended. Supervisory staff will consider the 
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information and make a decision to approve or not approve a leverage strategy and 

plan. 

 

Items considered as fixed assets when verifying net worth: 

 

▪ Principal Residence (Home) 

▪ Investment Property 

▪ Automobiles 

▪ Other assets (provide a description) 

 

Items considered as liquid assets when verifying net worth: 

 

▪ Saving Accounts 

▪ Non-Registered Plans 

▪ Registered Plans 

▪ Cash Surrender of Life Insurance Plans 

 

Types of liabilities when verifying net worth: 

 

▪ Mortgages; generally based on a 25 year amortization 

▪ Personal Loans; generally based on a 5 year amortization 

▪ Credit Card Debt; generally based on a minimum payment of 3% of the 

outstanding balance 

▪ Lines of Credit; generally based on a 20 year amortization 

▪ Leases 

▪ CRA balance 

▪ Child support/Alimony 

 

Using the household net worth on a leverage application is generally acceptable 

however supervisory staff will query the net worth statement to ensure that the net worth 

only includes assets of an account holder and his or her spouse. 

F. Investment Objectives 

An account holder may have multiple investment objectives which would require GPWM 

and its Financial Advisors to record by using percentages for each investment objective 

and can be a combination of the percentages of the four categories identified below. All 

percentages must be positive numbers greater than or equal to zero and the sum of all 

categories must add up to 100%. 

 

GPWM and its Financial Advisors must use this information to ensure that an account 

holder’s financial goals can be met with the investments held and/or being 

recommended. 
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Investment 

Objective 

 

Description 

Safety 

This would be the portion of the portfolio in your plan that you cannot 

afford to lose any value regardless of your risk tolerance, typically 

invested in GICs, term deposits, daily and high interest savings 

accounts. 

Income 

This would be the portion of the portfolio in your plan that is invested in 

securities such as fixed income products that produce interest income 

or common shares that produce dividend income. 

Growth 

This would be the portion of the portfolio in your plan that is invested in 

securities such as fixed income products that produce interest income 

or common shares that produce dividend income.  

Speculation 

This would be the portion of the portfolio in your plan that is invested in 

assets where the investor is willing to lose up to 100% of the 

investment, typically invested in exempt market products and venture 

capital funds.   

 

Investment objectives are the result desired by an account holder when invested and 

should relate to the type of investments and not just the type of plan held by an account 

holder. For example, a Leverage Plan does not automatically lead to investment 

objectives of “speculation” or that all of the investments in the plan must contain “high 

risk" mandates. On the other hand, a flag must be raised if and when an account 

holder’s leverage plan indicates any portion of their investment objective as “Safety” and 

more than 50% in “Income” and a reasonable rational must be recorded under these 

circumstances. 

G. Risk Tolerance 

When asking an account holder to indicate risk tolerance, a Financial Advisor can record 

it in six (6) categories and apportion the plan by the percentage of the plan in question 

that should not exceed this risk tolerance.  While higher returns are generally associated 

with higher risk, higher risk investments may not achieve higher returns. 
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Risk 

Tolerance 

Description 

Very Low 

For an investor seeking an expected rate of return and with a very low 

risk of losing money over the short to long term; typically for Daily and 

High Interest Savings Accounts, Treasury Bills, Term Deposits (GIC’s). 

Low 

For an investor seeking an expected rate of return sufficient to provide 

some current income with a low risk that they will lose money in 

ordinary circumstances over the medium to long term; typically for 

Money Market Funds, many Canadian Fixed Income Funds, Municipal, 

Provincial and Federal Bonds and Mortgages. 

Low to 

Medium 

For an investor expecting less than normal returns, but with a low risk, 

although higher than the “low” category, of losing money over the 

medium to long term; typically for Asset Allocation Funds and Balanced 

Funds, although some Equity Funds may qualify. 

Medium 

For an investor expecting normal rates of return from equity 

investments with a normal amount of risk; typically for Canadian and 

North American Equity funds, as well as Global Large Cap Equity 

Funds. 

Medium to 

High 

For an investor seeking slightly higher than normal rates of return and 

willing to undertake above average risk to achieve that; typically for 

Equity Funds that invest in specific countries (emerging markets) or 

specific sectors of the economy. 

High 

For an investor seeking higher returns who are willing to take a 

substantial risk that they will lose money; typically for Equity Funds that 

invest in specific countries (small cap stocks in emerging markets) or 

specific sectors of the economy (small cap or venture capital). 

 

As part of a Financial Advisor’s due diligence in recommending a leverage plan, 

emphasis must be placed ensuring that investments purchased with borrowed funds are 

suitable and appropriate for a leveraging strategy. With GPWM using the percentage 

method for recording risk tolerance, determining an account holder’s risk profile must be 

given careful consideration. GPWM and its supervisory staff completion of the GPWM 

approved Investor Profile Questionnaire. 

 

Please refer to the “GPWM Investor Profile Questionnaire”. 

 

GP Wealth Management and its Financial Advisors are required to assess an account 

holder’s willingness to accept risk and their ability to withstand declines in the value of a 

plan. Financial Advisors must keep in mind that there is a difference between the risk an 

account holder is willing or is able to accept and the return an account holder expects, 
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which could result in a risk tolerance higher than intended in an attempt to meet client 

expectations. 

 

Keep in mind that higher returns are generally associated with higher risks but not vice 

versa. An account holder’s investment objectives should be achievable based on an 

account holder’s risk tolerance and not contradict each other. For example, an 

investment objective of “speculation” and risk tolerance of “very low” or “low” would be 

inconsistent.  

 

A Financial Advisor should be able to recognize what would be considered inappropriate 

or unsuitable. For example, a leverage plan with a significant portion invested in mutual 

funds whose return is less than financing costs may not be appropriate. Often, when 

investing in low-risk investments, the cost of borrowing may be greater than the returns 

from the investment. Conversely, a leverage plan with a significant portion invested in 

high risk investments that could increase the risk to an account holder are consider a 

flag and would warrant further review. 

2.2.2 Completing a GPWM Leverage Approval Form (“LAF”) 

The Leverage Approval Form (“LAF”) is meant to provide a more complete picture of an 

account holder(s) and their suitability.  The form contains information regarding the type 

of investment loan, the loan amount and the payment options.  The LAF must also be 

used to perform financial calculations such as cash flow and assets to liabilities ratios 

and to provide additional information including the objectives, how market fluctuations 

will be addressed and other risk factors. 

  

Section 4; Client Cash Flow, provides for Total Debt Service Ratio and Total Liabilities 

to Assets Ratio calculations.  To perform these calculations, supervisory staff requires 

income and asset verification documents.  

 

Information should be taken from the investment loan document and the calculation 

must be consistent with the information documented. 

 

Section 5; Strategy Objectives, Benefits and Actions documents the objectives of the 

leverage plan, including the rationale for the strategy. This section must include 

sufficient detail so that GPWM and its supervisory staff can complete a critical analysis 

to ensure reasonability. Providing or documenting a basic rationale such as “estate 

planning” or “tax minimization” is not sufficient and will warrant further investigation. 

Similarly, careful consideration of suitability must be considered when the 

recommendation is to collapse registered plans into open leverage plans (i.e. RRSP or 

RRIF meltdown).  
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Also, an action plan should be documented to address events such as market 

fluctuations and margin calls and how interest payments will be made.  This section of 

the form is intended to address the potential risks associated with leverage.  

 

An Account Holder(s) signature is required in Section 6; Client Acknowledgment and a 

copy must be provided to the Account Holder(s) by the Financial Advisor. 

2.2.3 Completing a Leverage Disclosure Document 

Section 2; Client Signature is an acknowledgement by the Account Holder(s) that they 

have read and understood the risks of borrowing to purchase investments and the 

financial resources required when investments are purchased with borrowed funds.  A 

copy of this document must be provided to the Account Holder(s) by the Financial 

Advisor.  

 

In addition to an Account Holder and/or Co-Account receiving a copy of a signed GP 

Leverage Disclosure Document, further copies are provided through the GP NAAF and 

a Client Welcome Package.  

2.2.4 Completing an Investment Loan Application 

In all cases we require a statement verifying the assets and liabilities of an Account 

Holder and/or Co-Account Holder. In most cases this information is also detailed within 

the investment loan application provided by lenders that have been approved by 

GPWM. Where an investment loan has been completed by an unapproved lender or 

funds have been borrowed from an Account Holder’s existing line of credit, GPWM 

requires the Financial Advisor to complete a “GP Financial Appendix Form” as part of 

the review and approval process. Asset verification is not required for Leverage plans 

transferred-in-kind (Dealer Change).  

2.2.5 Verification of Income and Employment  

All leverage plans where new or additional leverage is being recommended must 

include income verification; acceptable verification can include a T4 slip, CRA Notice of 

Assessment or most recent paystub. Income verification is not required for Leverage 

plans transferred-in-kind (Dealer Change). 

2.2.6 Verification of Assets 

All leverage plans where new or additional leverage is being recommended must 

include asset verification; acceptable verification can include Investment Statements 

and Real Estate Tax Assessment Form. Asset verification is not required for Leverage 

plans transferred-in-kind (Dealer Change). 
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2.2.7 Presentation Materials 

A copy of the financial advisor presentation notes provided to the account holder must 

be included with the submission of any leverage plan.  The presentation notes must 

include the illustration of the leverage strategy including all risks associated with 

borrowing to invest, evidence of the discussion of fees, compensation and tax 

consequences including the impact of Return of Capital. 

2.3 Marketing 

Financial Advisors must be aware that any joint advertising, seminars or programs must 

be approved by GPWM and its supervisory staff prior to any activity, campaign or 

programs being delivered to clients or the public. 

 

Please refer to the GPWM “Marketing and Advertising Policy and Procedures Manual” 

for additional information. 

 

Presentation of Leverage by a Financial Advisor 

 

A Financial Advisor must take extra care when using marketing or advertising material 

when promoting a leverage strategy and should be aware of misleading 

communications including statements such as: 

 

▪ Suggesting that leverage is appropriate for all clients; 

▪ Any promises to clients to "make your mortgage tax deductible"; 

▪ Recommendations for the use of borrowed funds with "no additional risk"; 

▪ Projections that presume unrealistic returns or feature overly optimistic examples; 

and 

▪ Statements that promise returns but provide no disclosure or inadequate 

disclosure of downside risk or potential negative returns. 

 

Financial Advisors are cautioned against making or including misleading statements 

such as these in their own sales communications or other materials provided to clients. 

 

Reviewing Marketing and Sales Activity 

 

Supervisory staff must be made aware of these types of statements when performing 

their normal course review of advertising and marketing material but should also 

consider the following: 

 

▪ Reviewing Financial Advisor websites  

▪ Performing branch reviews 
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▪ Be aware of any joint advertising, seminars or programs that a Financial Advisor 

is involved in with other parties who arrange financing 

▪ are aware of which Financial Advisors incorporate leverage as a recommendation 

or strategy 

 

Also, where supervisory staff allow other parties to provide communications to clients 

with respect to leveraging, the communications must be held to the same standard as if 

GPWM would provide the communication directly to an account holder. 

 

Further, where a Financial Advisor identifies that account holder has received 

misleading information regarding leverage through some other source, the Financial 

Advisor must take steps to make supervisory staff and its client aware of the risks 

involved in borrowing to invest. 

 

Please refer to the “GPWM Advertising Policy and Procedures” for additional 

information. 

2.4 Lenders 

Where supervisory staff are considering the approval of a lender, then attention should 

be given on how to properly supervise the arrangement recognizing that the lenders 

may not be subject to the oversight of GPWM and the MFDA. When approving lenders, 

a request must be made to determine what if any communications and representations 

will be made to clients with respect to leverage and to ensure the responsibilities of 

supervisory staff and its Financial Advisors are not delegated.  

2.4.1 Approved Lenders 

GPWM has a number of approved lenders that provide a variety of lending products 

such as RRSP, TFSA and Investment Loans including mortgages and home equity 

loans. 

 

Supervisory staff require that all lending product loan applications for RRSP, RESP, 

TFSA and Open Accounts (Non-Registered) must be delivered to the Compliance 

Department, completed in their entirety for pre-approval prior to its lenders approving a 

lending product. 

2.4.2 Non-Approved Lenders 

Supervisor staff may approve a leverage plan where the lender is not an approved 

lender of GPWM under the condition that the Financial Advisor delivers a completed 

“GPWM Financial Appendix Form” for review and approval of the leverage plan. 
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2.4.3 Referral Arrangements with Lenders  

Any referral arrangements where remuneration whether directly or indirectly received by 

a Financial Advisor for referring an account holder to a financial institution for a lending 

product must be approved by supervisory staff. Furthermore, any referral arrangement 

where remuneration is arranged must flow through the books and records of GPWM and 

must comply with MFDA Rule 2.4.2. 

 

Where compensation has been received by GPWM and/or one of its Financial Advisors, 

then adequate disclosure must be provided to an account holder clearly indicating that 

compensation has been received for the arrangement of a lending product. Please refer 

to the section “Approval of Referral Agreements” for further information, guidance and 

requirements. 

3.0 Supervisory Staff Review and Approval of 

Leverage 

3.1 Reviewing and Approving a Leverage Plan 

There are several different circumstances which are described below where supervisory 

staff and its Financial Advisors must be aware of document requirements for the 

leverage plan being reviewed and approved however the overall review and approval 

remains the same. 

3.1.1 New Leverage Plan 

The following forms and information must be completed and delivered to head office 

when reviewing and approving a New Leverage Plan (RRSP or Open Investment Loan): 
 

1. GPWM New Account Application Form 

2. Investor Profile Questionnaire 

3. GPWM Leverage Approval Form (Signed by Account Holder(s)) 

4. Loan Application from approved Loan Program Carriers 

5. A signed GPWM Leverage Disclosure Document 

6. Proof of Income (Notice of Assessment, copy of T4 or most recent paystub) 

7. Proof of Assets (Realty Tax Bill, Investment Statements) 

8. GPWM Financial Appendix Form (if information is not included in loan 

documentation) 

9. A copy of the advisor’s presentation to the client(s) 
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3.1.2 Transfer-in Leverage Plan 

The following forms and information must be completed and delivered to HO 

Supervisory Staff when reviewing and approving a Leverage Plan (RRSP or Open 

Investment Loan) where the existing leverage was initiated and approved from another 

investment dealer: 

 

1. GPWM New Account Application Form 

2. Investor Profile Questionnaire 

3. GPWM Leverage Approval Form (Signed by Account Holder(s))  

4. Loan Application from approved Loan Program Carriers (if available) or GPWM 

Financial Appendix Form  

5. A signed GPWM Leverage Disclosure Document 

 

A Leverage Plan transferred-in from another investment dealer must be review and 

approved based using the same criteria as if it were a new leverage plan.  

3.1.3 HO Review and Approval Process 

Once a Financial Advisor has delivered a NAAF marked as a leverage plan, all the 

original supporting documents must be included in the delivery to HO for review and 

approval.  Supervisory staff should expect that a NAAF marked as a leverage plan has 

been pre-screened by the Financial Advisor to determine if an account holder would be 

suitable to borrow funds to invest. Through the information gathering process, 

supervisory staff should expect that a Financial Advisor will abandon the application 

process if they uncover through the collective pieces of information, that an account 

holder is in fact unsuitable for a leverage strategy or leverage plan.  Furthermore, the 

Financial Advisor should discuss with supervisory staff prior to the delivery of the 

necessary applications any criteria that may be considered a flag based on GPWM 

guidelines as it relates to each case. 

 

The review and approval process consist of initially verifying that all documents have 

been received. As previously noted a list of documents is required to approve a leverage 

plan. 

 

Supervisory staff will then review the necessary documents to assess all of the criteria in 

determining the suitability of leverage.  

3.1.4 Mandatory Criteria to Consider when Approving Leverage 

▪ Employment Information including income verification 

▪ What is their current occupation and how long have they been with their current 

employer? 

▪ Net worth 
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▪ Do they own or rent their residence? 

▪ How long have they been at their present residence? 

▪ Time Horizon 

▪ Age  

▪ Investment Knowledge  

▪ Risk Tolerance 

▪ Has the account holder borrowed funds before? 

▪ Relying on funds from an RRSP to make principle and interest payments for an 

investment loan 

▪ Relying on the distribution from mutual funds to make principle and interest 

payments for an investment loan 

▪ Review household income to determine if it is being used in an effort to satisfy 

requirements  

▪ All assets categorized as “other assets” must be verified 

▪ Review KYC information in its totality to determine if it’s reasonable and 

consistent with an account holder’s circumstances. 

 

The assessment consists of verifying that any material information gathered from an 

account holder including calculations that supervisory staff considers fundamental to the 

approval process are in line with GPWM guidelines.  

 

To the extent that there are items that trigger a flag, HO will follow up with the Financial 

Advisor either in person, via email or via telephone to inquire. Financial Advisors are 

expected to respond to an inquiry in a timely manner  

 

Please see “Leverage Review and Approval Template” for further details. 

3.1.5 Other HO Functions 

▪ 100% of all transactions where the account is a “leverage plan” are reviewed for 

approval. 

▪ Supervisory staff receive a list of all investment loans on a monthly basis from 

B2B Trust (primary loan provider) and quarterly from all other approved lenders. 

▪ GPWM receives an annual statement for each Account Holder from all approved 

lenders 

▪ GPWM communicates via Compliance Memos any changes or updates 

▪ Regular training is provided to Financial Advisor’s through quarterly training and 

compliance memos. 

▪ KYC updates for leverage plans are queried by supervisory staff to verify that the 

“leverage meeting form” has been completed. 

▪ Update the Client Management System with new investment loan information 

▪ Query any changes to the original investment loan amount applied for by an 

account holder with the Financial Advisor 
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▪ Query the Financial Advisor for any investment loans declined by lender. 

▪ Identify and document Financial Advisors who incorporate leverage as a 

recommendation or strategy 

▪ Supervisory staff should build a history with each Financial Advisor and develop a 

profile of each of their practices 

3.2 KYC Form versus Investment Loan Information 

Supervisory staff should be reviewing the KYC information on the NAAF, the Investment 

Loan and any other supporting documentation for consistency. Emphasis should be 

placed on net worth and income information to verify that no material difference in 

figures exist with all the documents  

 

Any inconsistency identified by supervisory staff must be resolved before providing 

approval for a leverage plan. 

 

Additionally, a review of any recent changes of an account holder’s KYC Information in 

connection to a new investment loan or leverage strategy should be queried and 

resolved before providing approval for a leverage plan. 

3.3 Maintaining Records on Leverage Plans 

Supervisory staff should be reviewing records to ensure they are maintained and 

updated on the Client Management System as necessary including: 

 

1. Quarterly Report from Approved Lenders 

2. Warning Position Report 

3. Margin Call Reports 

4. Annual interest expense report 

5. Leverage Approval Form 

6. Leverage Meeting Approval Form 

7. Leverage Evaluation Form 

8. Tagging all “Leverage Plans” administered by GPWM and its Financial Advisors 

9. Identifying the type of loan, 100%, 2 for 1, 1 for 1, etc. 

10. Verifying original date of loans 

3.4 KYC Updates 

Financial Advisors must obtain and maintain complete, timely and accurate KYC 

Information. Without the complete KYC Information, supervisory staff are not able to 

determine whether a transaction or recommendation is considered suitable for an 

account holder.  
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As part of managing a leverage plan, the Financial Advisor is required to commit to 

reviewing the leverage plan with the Account Holder(s) on a regular basis agreed upon 

between the Account Holder(s) and the Financial Advisor but no less then once every 12 

months. As such, it is recommended that the Financial Advisor review and update the 

Account Holder(s) KYC information as part of the review requirements.  

 

Supervisory staff must perform a critical review of the KYC information to identify any 

patterns in information changes, i.e. Gross Income, Net Worth, Investment Knowledge, 

Time Horizon, Investment Objectives and Risk Tolerance including any material 

changes of information in short spans of time. 

 

Other Flags for Review 

 

▪ Investment objective of “safety” 

▪ Investment objective of “income”; anything more than 50% of the plan must be 

verified 

▪ “Low income” (below $25,000) 

▪ Change of employment to self-employed and/or “retired” must be verified  

3.5 Transaction reviews for a Leverage Plan 

Supervisory staff must review all activity associated with a plan tagged as “Leverage” to 

determine if the leverage plan continues to be appropriate for an account holder.  

 

In addition, a review should be undertaken to determine or verify if any activity has 

occurred or has been initiated prior to the review and approval of a leverage plan. 

Specifically, supervisory staff should look to determine if any trends in trading and KYC 

information have been changed on an account holder other plans such as: 

 

1. Converting from ‘low risk” investments to “high risk” 

2. Changing an account holder’s plan risk to meet a leverage plan minimum risk 

3. Changing net worth information; liquid assets, fixed assets or liabilities  

4. Changing income information 

 

Review each transaction executed in a Leverage Plan 

3.6 Financial Advisor Compliance Review 

Supervisory staff must be aware which Financial Advisors incorporate leverage as a 

recommendation or strategy. Supervisory staff must build and document a history with 

each Financial Advisor and have developed a profile of each of their practices. 
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As part of the Financial Advisor Compliance Examination Plan, supervisory staff should 

verify that all documents and records are maintained including:  

 

• Complete a general review of the Financial Advisors leveraging practices 

• Reviewing meeting notes; leverage meeting forms 

• Reviewing sales and marketing material 

• Reviewing KYC’s for all plans 

• Document percentage of leverage plans versus all plans 

• Document percentage of leverage assets versus all assets 

• Verify that any unsuitable “Leverage Plan” identified by supervisory staff is not 

consistent with a particular Financial Advisor 

• Sample other “Leverage Plans” managed by the Financial Advisor 

• Recommend additional training on leveraging policies and procedures where 

necessary 

• Cross reference loan carriers’ records with GPWM 

 

In certain circumstances, supervisory staff may determine that a review of a Financial 

Advisor’s existing leveraged accounts is required. Instances where a review is 

necessary may include: 

 

• Changes to policies and procedures regarding leveraging; 

• Additional information is received that raises questions regarding the suitability of 

a Financial Advisor’s previous recommendations; 

• Information that indicates that the Financial Advisor’s leveraging practices require 

closer scrutiny; 

• Client complaints regarding leverage suitability; 

• Client defaults on investment loans; 

• Letters of indemnity issued to reverse leverage recommendations; 

• Financial Advisors with greater than 30% of their client assets (i.e. either in 

dollars or 

• by number of accounts) leveraged; 

• Financial Advisors whose clients all have the same or similar KYC information 

(e.g. all clients have a high-risk tolerance and long-term time horizon) 

 

Please refer to the “Branch, Sub-branch, FA Compliance Examination Plan” for further 

details. 

3.7 Unsuitable Leverage Plan 

Where an Account Holder(s) has been determined to be unsuitable for a leverage plan, 

the leverage plan must be addressed immediately. 
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A course of action by the Financial Advisor to address an unsuitable Leverage Plan 

must be presented including if necessary, the requirement for supervisory staff to 

communicate with account holder(s) directly. 

 

Supervisory staff and the Financial Advisor must communicate to the account holder(s) 

that the leverage plan may be unsuitable and must obtain any additional information that 

may rectify the current assessment that identifies the leverage plan as unsuitable. 

 

Supervisory staff and its Financial Advisor should discuss the options available to the 

account holder that include paying down the investment loan in whole or in part. Any 

corrective action taken or options for corrective actions must be done in a fair and 

objective manner. 

 

A Financial Advisor cannot recommend unsuitable leveraging to an account holder 

regardless of the account holder’s circumstances.  

 

Under certain circumstance an account holder may be adamant about borrowing funds 

to invest however, based on the Leverage Approval Guidelines the account holder may 

not meet the full requirements for the approval of a leverage plan. In addition, an 

account holder may hold a leverage plan that was transferred in from another financial 

institution where a branch manager, compliance officer or supervisor has completed a 

suitability review and assessment and determined that the leverage plan is unsuitable.  

 

As a result, the account holder would be required to request a special review of their 

Leverage Plan directly to GP Wealth Management’s Compliance Department. Under the 

circumstances, GP Wealth Management has complete discretion in approving or 

declining a request for a Leverage Plan.  

 

GP Wealth Management and its Financial Advisor would require an account holder to 

acknowledge that the proposed Leverage Plan is unsuitable and that neither GP Wealth 

Management nor its Financial Advisor has recommended an unsuitable leverage plan to 

the account holder. 

Using the “Unsuitable Leverage Acknowledgement Form” 

A Financial Advisor must only use the “Unsuitable Leverage Acknowledgement Form” 

where an account holder’s leverage plan has been identified and all reasonable options 

including limiting the amount of an investment loan to be implemented or paying down in 

whole or in part an existing investment loan has been discussed. A Financial Advisor 

must be aware that obtaining an “Unsuitable Leverage Acknowledgement Form” from an 

Account Holder(s) does not avoid responsibility and liability for the recommendation to 

implement a leverage strategy as Account Holder(s) cannot exempt them from 

compliance with their suitability obligation.  
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If the leverage strategy is unsuitable, it should not be recommended. However, there 

may be instances where an Account Holder transfers a leveraged plan from another 

dealer and GPWM supervisory staff determines the leverage strategy and plan is 

unsuitable. In these cases, GPWM supervisory staff and its Financial Advisors should 

clearly indicate to the account holder why the strategy is unsuitable and the options 

available to them and maintain evidence of the advice given and the Account Holder’s 

decision. 

 

Under no circumstance can a Financial Advisor or an account holder deal directly with 

GP Wealth Management’s approved Loan Program Carriers and bypass GP Wealth 

Management’s Leverage Review Process. 

4.0 Reference Documents 

1. GPWM Leverage Approval Form 

2. GPWM New Account Application Form 

3. GPWM Leverage Meeting Form 

4. GPWM Leverage Evaluation Form 

5. GPWM Leverage Disclosure Document 

6. GPWM Leverage Review and Approval Template 

7. GPWM Unsuitable Leverage Acknowledgement Form 

8. GPWM Investment Rating Questionnaire 

9. MFDA MR-0069 

10. MFDA MR-0070 

11. MFDA MR-0074 
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