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Understanding the scope of discretionary authority that an Investment Adviser
Representative (IAR) holds is essential for compliance, client trust, and proper portfolio
management. Discretionary authority refers to the power granted to an IAR to make
investment decisions on behalf of a client without obtaining prior approval for each
transaction. This article explores various scenarios and conditions under which an IAR
may exercise discretionary authority, providing clarity on the legal and operational
boundaries of their role.

What Is Discretionary Authority in Investment
Advisory Services?
Discretionary authority allows an IAR to act on behalf of a client in making investment
decisions, including buying or selling securities, without consulting the client beforehand.
This authority is typically granted through a signed power of attorney or a specific
discretionary agreement. The extent of discretion can vary depending on the agreement
and regulatory constraints, but generally, it empowers the IAR to act swiftly to meet
investment objectives.

Conditions Necessary for an IAR to Have
Discretionary Authority
Before delving into specific scenarios, it’s important to understand the prerequisites for an
IAR to exercise discretionary authority:

1. Client Authorization
The client must explicitly authorize the IAR to have discretionary authority. This is usually
documented via a power of attorney or a discretionary agreement signed at the outset of
the advisory relationship.

2. Proper Registration and Compliance
The IAR and the advisory firm must be properly registered with the relevant securities
authorities (like the SEC or state securities regulators) and comply with all applicable
rules and regulations.



3. Clear Investment Guidelines
Discretion must be exercised within the scope of the client’s investment objectives, risk
tolerance, and other guidelines set forth in the advisory agreement.

Over Which Of The Following Would The
Investment Adviser Representative Have
Discretionary Authority?
The core question is: in what specific scenarios or over which types of decisions does the
IAR have discretionary authority? The following sections explore common situations where
this authority applies.

1. Asset Selection and Portfolio Management
An IAR with discretionary authority can select specific securities or assets to include in
the client’s portfolio. This includes decisions such as:

Choosing the individual stocks, bonds, mutual funds, or ETFs to buy or sell.

Determining the proportion of each asset class within the portfolio.

Rebalancing the portfolio periodically to maintain target allocations.

In this context, the IAR acts as a fiduciary, making investment decisions aligned with the
client’s investment policy statement (IPS).

2. Trading and Transaction Decisions
Discretion extends to executing trades on behalf of the client without prior approval for
each transaction. This includes:

Placing buy or sell orders for securities.

Timing of trades based on market conditions or strategic considerations.

Adjusting the quantity of securities traded.

It’s important to note that the IAR must adhere to the scope of discretion and act in the
client’s best interest.



3. Use of Specific Investment Strategies
An IAR with discretion can implement various investment strategies, such as:

Implementing dollar-cost averaging strategies.

Using margin or leverage within the bounds of the client’s risk profile.

Engaging in options strategies or other derivatives if authorized.

This authority allows for proactive management to optimize returns or hedge risks.

4. Reinvestment and Income Decisions
In certain cases, the IAR may also have discretion over decisions related to income
distributions:

Reinvesting dividends or interest earned.

Deciding when to distribute income to the client.

Such decisions are typically part of the broader discretionary authority granted by the
client.

5. Portfolio Allocation Adjustments
Adjusting the overall allocation between different asset classes or sectors based on market
outlooks or client’s changing circumstances is another area of discretionary power:

Reallocating assets to maintain risk levels.

Shifting investments in response to macroeconomic factors.

These adjustments are made to better align with the client’s long-term objectives.

Limitations on Discretionary Authority
While discretion provides flexibility, it is not unlimited. Several constraints govern the
scope of an IAR’s authority:



1. Client-imposed Restrictions
Clients can specify certain securities or asset classes that cannot be traded, or set limits
on the amount of risk they are willing to accept.

2. Regulatory Restrictions
Regulations prohibit certain trading practices, such as insider trading or trading on
material non-public information.

3. Fiduciary Duty
The IAR must always act in the best interests of the client, which constrains reckless or
self-dealing decisions.

Scenarios Where Discretionary Authority Is Not
Granted
It’s equally important to recognize situations where an IAR does not have discretionary
authority:

When the client provides explicit instructions to consult before every trade.

When the advisory agreement is non-discretionary, requiring prior approval for each
transaction.

When specific restrictions are placed on certain investments.

In these cases, the IAR acts as a non-discretionary advisor, making recommendations but
not executing trades without prior approval.

Conclusion
The discretionary authority of an Investment Adviser Representative is primarily exercised
over decisions related to asset selection, trading, portfolio rebalancing, and strategic
adjustments, provided the client has authorized such discretion. This authority enables
timely and efficient management of investment portfolios, ensuring that investment
decisions align with the client’s objectives, risk tolerance, and regulatory requirements.

Understanding the scope of this authority is crucial for clients and advisors alike. Proper
documentation, clear communication, and adherence to legal and ethical standards ensure
that discretion is exercised responsibly, fostering trust and compliance.

By recognizing over which of the following an IAR has discretionary authority—such as



trading decisions, asset management, and portfolio adjustments—clients can better
understand their relationship with their advisor and ensure their investments are
managed according to their preferences and needs.

Frequently Asked Questions

Over which of the following would the investment
adviser representative have discretionary authority?
The investment adviser representative would have discretionary authority over client
accounts if they have been granted discretion by the client, allowing them to make
investment decisions without prior approval for each transaction.

What factors determine whether an investment adviser
representative has discretionary authority?
Discretionary authority is granted when the client provides a signed power of attorney or
similar authorization, specifying the adviser can make investment decisions on their behalf
within agreed parameters.

Can an investment adviser representative exercise
discretionary authority without explicit client approval?
No, an investment adviser representative must have explicit written authorization from
the client to exercise discretionary authority over the client's account.

Which type of accounts typically grant discretionary
authority to an investment adviser representative?
Discretionary authority is typically granted in managed accounts, such as wrap accounts
or discretionary investment management accounts, where the adviser makes investment
decisions on behalf of the client.

How does an investment adviser demonstrate
discretionary authority for compliance purposes?
The adviser must have proper documentation, such as a power of attorney or discretionary
agreement, on file, and must adhere to the scope of authority granted by the client.

What are the limitations of discretionary authority that
an investment adviser representative might have?
Limitations can include constraints on the types of investments, maximum investment
amounts, or specific instructions outlined by the client that the adviser must follow.



Is discretionary authority the same as non-discretionary
authority?
No, discretionary authority allows the adviser to make investment decisions without prior
approval, whereas non-discretionary authority requires the client to approve each
transaction beforehand.

What regulatory considerations are involved when
granting discretionary authority to an investment
adviser representative?
Regulators require proper documentation, adherence to fiduciary duties, and compliance
with disclosures and reporting obligations when granting and exercising discretionary
authority.

In which scenario would an investment adviser
representative NOT have discretionary authority?
When the client has not granted written discretionary authority, and the adviser must
obtain client approval before executing any investment transactions.

What is the importance of understanding over which
accounts or decisions an investment adviser
representative has discretion?
Understanding the scope of discretion is crucial for compliance, fiduciary duty, and
transparency, ensuring the adviser acts within authorized boundaries and maintains client
trust.

Additional Resources
Discretionary Authority in Investment Advisory Services: An Expert Overview

In the complex world of investment management, understanding the scope and limitations
of an Investment Adviser Representative's (IAR) authority is essential for both clients and
professionals. Among the critical distinctions within advisory relationships is the concept
of discretionary authority—the power granted to an IAR to make investment decisions on
behalf of a client without requiring prior approval for each transaction. This article
explores the nuances of discretionary authority, focusing on the specific areas over which
an IAR can exercise such power, and provides a comprehensive guide to understanding its
implications, benefits, and limitations.

---



What Is Discretionary Authority in Investment
Advisory Services?

Discretionary authority refers to the granted power of an Investment Adviser
Representative to make investment decisions—such as buying or selling securities,
adjusting portfolio allocations, or executing transactions—on behalf of a client without
obtaining explicit approval for each individual action beforehand. This authority is
typically outlined in the investment advisory agreement and tailored to meet the client’s
objectives, risk tolerance, and preferences.

Why Is Discretionary Authority Important?

- Efficiency: It allows for quicker decision-making, especially in fast-moving markets.
- Expertise Utilization: Clients leverage the professional judgment of the IAR to optimize
their portfolios.
- Operational Simplicity: Reduces administrative burdens by minimizing the need for
continuous client approval.

Key Considerations:

- Discretionary authority is granted within the scope of a written agreement.
- It must align with the client’s investment strategy and risk profile.
- The scope of discretion can vary—from full discretion to limited discretion—depending on
the client's preferences.

---

Scope of Discretionary Authority: Over Which
Areas Does an IAR Have It?

Understanding over which specific areas an IAR can exercise discretionary authority is
fundamental. It delineates the boundaries of their decision-making power and ensures
compliance with legal and ethical standards.

2.1 Portfolio Management and Asset Allocation

Overview:
At its core, discretionary authority often encompasses the ability to manage the client's
entire investment portfolio. This includes selecting specific securities, determining the
timing of transactions, and adjusting asset allocations to meet the client’s investment
goals.

Details:

- Security Selection: The IAR can choose particular stocks, bonds, mutual funds, ETFs, or
other securities based on the agreed-upon strategy.



- Trade Execution: Authority to execute buy or sell orders without prior approval.
- Portfolio Rebalancing: Adjusting holdings to maintain target asset allocations, especially
in response to market movements or changes in risk tolerance.

Implications:
Clients entrusting their portfolios to an IAR with this scope of discretion benefit from
professional management but must trust the adviser’s judgment and expertise.

2.2 Investment Strategies and Styles

Overview:
Discretion can extend to selecting investment strategies aligned with the client’s
objectives, such as growth, income, value investing, or index tracking.

Details:

- The IAR can implement specific strategies without prior approval, like adopting a passive
or active management style.
- They may determine whether to employ particular tactics such as dollar-cost averaging
or tactical asset allocation.

Implications:
Clients should specify their preferences and constraints upfront to ensure the IAR’s
discretion aligns with their comfort level.

2.3 Selection and Use of Investment Vehicles

Overview:
An IAR may exercise discretion over the selection and utilization of various investment
vehicles, including:

- Mutual funds
- Exchange-Traded Funds (ETFs)
- Individual securities
- Derivatives (if permitted and appropriate)
- Alternative investments

Details:

- The adviser can choose specific funds or securities that fit the portfolio's objectives.
- They can decide on the proportion of different investment vehicles within the portfolio.

Implications:
Clients should review the scope to ensure the chosen vehicles align with their risk profile
and ethical considerations.

2.4 Timing and Execution of Transactions

Overview:
Discretion includes determining when to execute transactions to capitalize on market
opportunities or rebalance portfolios.



Details:

- Deciding the timing of trades based on market conditions or technical analysis.
- Implementing trades promptly to meet strategic goals.

Implications:
This area often requires a high level of trust, as timing decisions can significantly impact
investment performance.

2.5 Reinvestment and Distributions

Overview:
An IAR with discretion may handle reinvestment of dividends and interest, as well as the
timing of distributions.

Details:

- Reinvesting dividends into existing holdings.
- Managing cash flows for distributions or withdrawals.

Implications:
This facet ensures the portfolio remains aligned with the strategic plan while optimizing
tax considerations.

---

Limitations and Conditions of Discretionary
Authority

While discretionary authority provides flexibility, it is bound by legal, regulatory, and
client-specific constraints.

2.1 Written Agreement and Disclosure

- Disclosure: Clients must be fully informed about the scope of discretion.
- Agreement: The discretionary authority must be documented in an advisory agreement,
specifying the extent of the IAR's power.

2.2 Fiduciary Duty and Ethical Standards

- IARs must act in the best interest of the client, adhering to fiduciary standards.
- Discretion is exercised within the client's specified parameters and risk profile.

2.3 Restrictions Imposed by Clients

- Clients can impose restrictions or limitations, such as avoiding certain sectors or
securities.
- They may specify certain transactions require prior approval.



2.4 Regulatory Oversight

- The Securities and Exchange Commission (SEC), state securities regulators, and FINRA
oversee discretionary authority practices.
- Regular audits and compliance checks ensure adherence to regulations.

---

Types of Discretion in Practice

Discretion is not binary; it can vary in scope and granularity, often categorized into levels:

2.1 Full Discretion

- The IAR has comprehensive authority to make all investment decisions within the scope
of the client’s objectives.
- No prior approval needed for each transaction.

2.2 Limited (or Partial) Discretion

- The adviser can make decisions within predefined boundaries.
- For example, selecting securities but not deciding on timing, or managing asset
allocation within set ranges.

2.3 Non-Discretionary (Consultative) Relationship

- The IAR makes recommendations but requires client approval before executing any
transaction.
- This is the opposite of discretionary authority and emphasizes client control.

---

Why Discretion Matters: Benefits and Risks

2.1 Benefits for Clients

- Timely Action: Enables swift responses to market changes.
- Professional Judgment: Leverages the expertise of the IAR.
- Operational Convenience: Reduces administrative burdens on clients.

2.2 Risks and Challenges

- Overreach: Excessive discretion can lead to conflicts of interest.
- Misjudgment: Poor decisions may adversely affect the portfolio.
- Trust Dependency: Requires high client confidence in the adviser’s integrity.



---

Conclusion: Navigating Discretion in Investment
Advice

In summary, an Investment Adviser Representative’s discretionary authority primarily
encompasses areas such as portfolio management, asset allocation, security selection,
transaction timing, and investment strategy implementation. This authority is a vital tool
that, when exercised within agreed-upon parameters, allows for efficient and professional
management of client assets.

However, the scope of discretion must be carefully defined, documented, and aligned with
the client’s objectives and constraints. Regulatory oversight ensures that discretionary
authority is exercised ethically and in the client’s best interest.

For clients considering discretionary management, it’s crucial to understand the extent of
the IAR’s authority and to establish clear boundaries. Conversely, IARs must exercise
discretion responsibly, maintaining transparency, and adhering to fiduciary duties.

In essence, discretion empowers the adviser to act swiftly and effectively in the ever-
changing investment landscape—benefiting clients when used judiciously and within well-
defined limits.

---

Disclaimer: This article is for informational purposes and does not constitute legal or
financial advice. Always consult with a qualified financial professional before granting
discretionary authority.
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