
1

With over 5,000 mutual funds to choose from in Canada, the first challenge is to find a 
way to effectively shorten the list. We find that quantitative factors work well in 
accomplishing this task, but it is only one part of our process. Although past 
performance plays a role in the fund selection process it should not be the primary focus 
of an investor’s fund search. 

The Quantitative side. In terms of our quantitative assessment, we use a proprietary 
model that is essentially comprised of three “buckets”. The first bucket includes 
performance metrics such as excess return, batting average, and alpha, among others. 
The second bucket includes risk metrics such as tracking error, downside deviation and 
skewness. And the third bucket focuses on risk-adjusted metrics such as the Sortino and 
Sharpe ratios. Combining the three buckets in our model produces a ranking of funds 
over one-, three-, and five-year time periods. We then produce a combined scoring of 
the funds, which in the end, generates a fund ranking based on all of the quantitative 
results.  

This process is repeated on a monthly basis, and ultimately assists us in accomplishing a 
couple of things. First, it assists us in narrowing down the universe of funds on which to 
focus. The model “rewards” funds that have exhibited very consistent performance over 
time, which for our Recommended List, is an important factor. If we were “chasing 
returns”, we would only focus on those funds that had exhibited higher, more recent 
returns. Second, the quantitative model assists us in monitoring the funds. We are able 
to observe, on a monthly basis, any changes that are occurring with the funds, which 
allows us to further investigate funds that raise “red flags” in terms of the parameters 
we’ve indicated.
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The Qualitative side. In terms of the analysis, some of the qualitative factors we 
consider are manager tenure, staff turnover, firm-level support, investment idea 
generation, the philosophy behind the investment process and the consistency in how it 
is implemented. All of these factors, and more, help us form an opinion about a fund. As 
time passes, and firms inevitably experience organization changes and/or staff turnover, 
we assess the changes and what impact they will have, if any.

People may argue that the quantitative side is more important than the qualitative side. 
We don’t really see it as a situation of one being more important than the other. In our 
view, understanding the qualitative process employed by a fund manager will ultimately 
assist us in explaining the quantitative results they achieve.  In other words, both sides 
of the analysis are critical to forming a well-rounded opinion on a fund.

The qualitative side of the analysis has a multitude of moving parts, which makes 
analysis both interesting and occasionally frustrating. In the end, we believe our 
experience in this area provides us with an advantage. We may decided to keep a Fund 
on the Recommended List despite displaying deteriorating quantitative metrics in a 
specific time frame.   While we do not focus on short-term performance, short-term 
returns can raise questions requiring further investigation.  It is important for us to 
determine if there are factors that may affect our thesis for recommending a fund, 
factors that may have long-term adverse impact on the fund.  

How do we select mutual funds?

Our process focuses on both the quantitative and qualitative analysis of funds
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Now that we’ve explored some of the rationale behind identifying great funds in which to 
invest, we will provide some background and highlight some of the many benefits that 
you have available through the ScotiaMcLeod PAG Fund Research team, and the Mutual 
Fund Recommended List.

This is what we do. Everyone has a job to do. In addition to product approval, our job 
is researching and analyzing mutual funds, hedge funds, and structured products. Since 
this is what we do every day, naturally there is an advantage to utilizing the expertise and 
the work that goes into the Recommended List and Guided Portfolios, as well as the 
portfolio construction work we do.

In-depth due diligence. As highlighted in the previous section, our investment process 
in identifying quality mutual funds in which to invest is robust. From our quantitative 
modeling to our qualitative work, we cover as many angles as possible on an ongoing 
basis to ensure advisors can rely on us for support as it relates to the funds we cover.

Access to fund managers. We meet with every fund manager on our Recommended 
List at least once per year, and more often than not, multiple times per year. With over 
200 meetings a year, we also meet a wide variety of fund managers that are not on our 
Recommended List on a regular basis. In this way, we see first hand what the portfolio 
managers are thinking from a big picture perspective and are able to question them on 
what their plans are for the portfolios they manage.

Ongoing monitoring. Most investors purchase a fund and will not revisit their 
investment unless either great returns or poor returns attract their attention. The same 
effort used in making the initial purchase decision should carry into the monitoring of the 
investment. As part of our process, we run the entire mutual fund universe through our 
quantitative model on a monthly basis. This analysis allows us to look at how the funds 
perform over time, highlighting long-term trends, consistency and most importantly, any 
anomalies. We proactively investigate any issues of concern to ensure that our thesis for 
recommending the funds remain unchanged.

Key benefits for using the ScotiaMcLeod Mutual Fund Recommended List
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Who we are:  The ScotiaMcLeod PAG Fund Research Group is a “team of experts” providing 
mutual fund, hedge fund, and PPN advisory services, specifically focused on the retail full service 
brokerage of ScotiaMcLeod.  Our goal is to provide value-added services and actionable ideas 
related to mutual funds, hedge funds, and PPNs, including portfolio construction services and 
investment strategies either individually or in combination with a broader portfolio of securities.

In summary, with the abundance of choices and information available, selecting a mutual 
fund can be a complicated and time-consuming task. There are many more factors to 
consider beyond looking at recent performance and Star Ratings. We feel our robust 
analytical process consisting of both quantitative and qualitative methods allows us to 
effectively compare and contrast the funds in the universe. With our focus on quality and 
consistency, we believe the funds on the Recommended List are best-in-class funds within 
each of the investment categories.
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DISCLAIMER
Commissions, trailing commissions, management fees and expenses all may be associated 
with mutual fund investments. Please read the prospectus before investing. The indicated 
rate[s] of return is [are] the historical annual compounded total return[s] including changes in 
[share or unit] value and reinvestment of all [dividends or distributions] and does [do] not take 
into account sales, redemption, distribution or optional charges or income taxes payable by any 
security holder that would have reduced returns. Mutual funds are not guaranteed or covered by 
the Canadian Deposit Insurance Corporation, la Régie de l’assurance-dépôts du Québec or by 
any other government deposit insurer, their values change frequently and past performance 
may not be repeated.

Graphs and performance data are used only to illustrate the effects of the compound growth 
rate and are not intended to reflect future values of any fund or returns on investment of any 
fund.

Regulatory restrictions prohibit the disclosure of performance information for funds that have a 
history of less than 12 consecutive months.

The information and opinions contained herein have been compiled or arrived at from sources 
believed reliable but no representation or warranty, express or implied, is made as to their 
accuracy or completeness. The fund profile is provided for informational purposes only and 
should not be acted upon without seeking the advice of a professional advisor. You should 
evaluate each investment and trading strategy relative to your individual investment objectives, 
risk tolerances and particular circumstances. The information contained in this fund profile does 
not provide investment or tax advice.

Scotia Capital Inc. (“SCI”), its affiliates and/or their respective officers, directors or employees 
may from time to time acquire, hold or sell securities and/or commodities and/or commodity 
futures contracts mentioned herein as principal or agent. SCI and/or its affiliates may have 
acted as financial advisor and/or underwriter for certain of the corporations mentioned herein 
and may have received and may receive remuneration for same. This research and all the 
information opinions and conclusions contained in it are protected by copyright. This report may 
not be reproduced in whole or in part, or referred to in any manner whatsoever, nor may the 
information, opinions, and conclusions contained in it be referred to without in each case the 
prior express consent of SCI. SCI is a wholly owned subsidiary of a Canadian chartered bank.

U.S. Residents - The information contained herein is not to be construed as a solicitation to buy 
or an offer to sell any securities in the United States of America, its territories or possessions. 
Any U.S. person wishing further information or to effect transactions in any security should 
contact SCUSAI at 212-225-6500.

Quebec Residents - The information contained herein is not to be construed as a solicitation to 
buy or an offer to sell any securities in Quebec. 

TM Trademark used under authorization and control of The Bank of Nova Scotia. ScotiaMcLeod 
is a division of Scotia Capital Inc., Member CIPF.
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