Retail Investment Strategy
28 August 2023

Finance Denmark (FIDA) supports the aims of the Retail Investment Strategy (RIS)

to enhance retail investor participation and protection, and to ensure that inves-

tors are offered high-quality advice for products and services, which bring them

value for money.

However, we are concerned with the narrow focus on costs, and we generally

find that the effects of the package might not reflect the Commission’s inten-

tions. Thus, we are committed to provide alternative solutions to adjust the

measures so that they more likely will result in the infended outcomes.

FIDA highlights the following key messages (developed in Annex |):

FIDA is concerned with the uncertainty associated with the term “cost ef-
ficient” central to the package, and particularly, the best interest test. In
terms of the best interest test, it is necessary to clarify the term “addi-
tional features” as it may have strong undesired impacts not only for rec-
ommended products, but also for the range of products available
through execution services. If features like sustainability and active strate-
gies are “additional features”, it adds to a general risk of limiting the
product diversity favouring large index issuers, which will harm consumers
and capital allocation.

We welcome that the Commission has considered the industry's criticism
of a fullinducement ban, however, we are against the extension of the
partial ban as proposed. Particularly, as the scope of the ban does not
only target execution-only, as defined by MIFID II, but extends to all non-
advised sales. The proposal is troubling from the consumer’s perspective
complicating the client journey. Clients will need multiple custody ac-
counts if they wish to tfrade both independently and through advice.
Likewise, products must be separated, which will limit the products of-
fered especially through execution services to the detriment of the con-
sumer. As such, the effects resemble a de facto full ban for many distrib-
utors, notably full-service banks which are fundamental to the Danish
market.

FIDA supports that products must deliver value and returns should not be
eroded by unjustified costs. Yet, FIDA does not support the centralised,
quantitative Value for Money-cost-benchmarks. We are concerned that
they will create “race to the bofttom”-effects where low prices are priori-
tised over other important qualities (sustainability, alternative investment

strategies, etc.), severely limiting the product diversity. This would be
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harmful to consumers, to smaller issuers of innovative investment prod-

ucts, and to European SMEs seeking funding on the capital market.

FIDA urges the Commission to consider alternative solutions to the Value

for Money-framework. We highlight the successful setup on the Danish

market based on the Danish implementation of POG rules and our inde-

pendent Council for Return Expectations (see Annex l).

For the suitability test, FIDA is concerned with the required assessment of

diversification. This will add further complexity for the client in providing

information on their full portfolio (incl. at other institutions), require more

resources from advisors which increases costs, and it goes against the

wishes of many clients, who prefer not to divulge too much information.

Including risk profile and ability to bear loss in the appropriateness test Memo
goes against the client’s interests, as the test is conducted for clients who

explicitly wish to trade independently. Again, this adds complexity for

the client, and it will require a great deal of information from them to August 28, 2023

properly assess such broad measures. Doc. no. FIDA-931287038-80175¢-

FIDA generally supports the proposals regarding PRIIPs, disclosures, and v
the relaxation of the requirements to qualify as professional.

Lastly, we support that customers should be protected against mislead-

ing marketing, but the wide scope of the marketing regulation proposed

is burdensome and an assessment of the proposal against common ad-

vertising practices and existing regulation should be made.
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Annex | — Retail Investment Strategy
28 August 2023

Finance Denmark supports the purpose of the Commission’s Retail Investment
Strategy (RIS) to increase retail investor participation on the European market
and we find it important to ensure a high degree of investor protection. Addition-
ally, Finance Denmark generally supports the further alignment of IDD and MiFID

with regards to investor protection.

Furthermore, Finance Denmark agrees that the participation of retail investors is

critical for the green transition.

RIS contains substantial proposals for amendments and additions to several legal
acts within the area of investor protection, which potentially can have significant
implications, and which will require market transitions for both investors and the

financial sector.

Considering the impactful amendments and the related uncertainty, Finance
Denmark finds it concerning that the adoption of the package assumedly is to
be rushed through by summer 2024. It is Finance Denmark’s assessment that it will
be necessary to perform thorough analyses and negotiations of the Level 1
amendments in order fo avoid having important uncertainties regarding the un-

derstanding and the scope of Level 1.

In relation to thisissue, it is particularly concerning that the potentially most inva-
sive proposals are worded in a relatively vague and broad manner, and/or that it
is left to Level 2 and 3 to specify the rules, rendering it very difficult fo assess the

Level 1 proposals.

Moreover, Finance Denmark finds the deadline for implementation of the pro-
posal very concerning. This concern is strengthened by the large amount of Level
2 and 3 legislation that is to be developed and implemented as well. In many
cases, ESMA and EIOPA are given a mandate to develop RTS within 18 months
after the entry into force of the amendments to the legal acts, which coincides
with the deadline for implementation and compliance with the amendments in
the Member States. This will undeniably make it difficult for the sector to adhere
to new requirements as they are not specified before the implementation, and
simultaneously, there is arisk that a clear legal basis and scope might be missing
from Level 1. One might recall the implementation of MiFID II, when it was neces-

sary to delay the implementation by one year, and yet, crucial delegated acts
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were not published until less than a year before they were to be applied, while
guidelines were not published until after the rules had been applied.
Concerning elements - narrow cost focus and effects on competition

Generally, Finance Denmark finds the proposal comprehensive and with poten-
fially unintended consequences that can affect competition, price-setting and
product offering on the market in a negative manner to the detriment of inves-

fors.

The proposal has a primary and narrow focus on cost efficiency. It is however un-
clear exactly how to define when a product is cost efficient, including how to
measure the efficiency. We find it necessary to ensure that the proposal also puts
emphasis on other parameters, such as quality and value-adding elements, Memo
which make part of the assessment of whether a product in fact provides value
from a client perspective.
August 28, 2023

The stated concerns are developed further in the subsequent section based on Doc. no. FIDA-731287038-801756-

the following main issues: !
e Increased focus on cost efficiency in advice and the partial ban on in-
ducements
e Cost-focused Value for Money benchmarks
e Added complexity for the investor and added administrative burdens

through new requirements in the suitability and appropriateness tests

For the most central elements in the strategy, we have in italics presented prelimi-
nary assessments of how to adjust and improve the measures so that they are

more in line with the main purpose of the strategy.

Measures that Finance Denmark generally supports regarding disclosures, PRIIPs
and marketing.
The proposal contains several elements which Finance Denmark supports as they
can confribute to more standardised investor information and better protection
against misleading marketing communications, including by form of unregulated
marketing from “finfluencers” on social media. These elements are further devel-
oped under the following subjects:

e Standardised and digital disclosures

e PRIIPs

e Less strict requirements to qualify as a professional

e Limiting the risks of misleading marketing communications

e Ensuring competent advice through new certifications

e Increased financial literacy

3
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1. Concerning elements

1.1 Increased focus on cost efficiency and the partial ban on inducements

Finance Denmark supports the purpose to safeguard retail investors’ interests.
However, it is not Finance Denmark’s perception that the the current MIFID-II in-
ducements-regulation go against the interests of the investors, hence we are
against the extension of the partial ban on inducements. Finance Denmark also
finds the one-sided focus on cost efficiency of the best interest test unsuitable

and concerning.

The concern stems from the inherent uncertainty related to the term “cost effi-
cient”, including which parameters to consider in the assessment of whether a
product is in fact cost efficient. Furthermore, the assessment of cost efficiency
could easily become either a subjective or comparative analysis. Both of which
entail a large number of uncertainties and risks. The effects of both of these

measures can be harmful for the consumers in Europe.

Finance Denmark is concerned that these two measures will affect especially
small issuers, and that this could lead to a substantial decrease in the product of-
fering with the risk that the markets become even more centralised by a few,
large and global asset managers. This is seen to potentially have a negative ef-
fect for retail investors due fo the smaller product offering, less innovation and, in

the longer run, even increasing prices.

Best interest-test (MIFID art. 24(1a)) and cost efficiency requirement
The Commission is suggesting replacing the existing requirements to deliver qual-
ity enhancing services with a new best interest test (MIFID art. 24(1a)), according

to which the advisor must present the most cost-effective product.

This test has a considerably wider scope than the requirement for quality en-
hancing services, which only apply in situations when the advisor accepts and re-
tains inducements. The new best interest test instead makes a general require-
ment to be fulfilled for all investment advice and also for independent advisors.
As the intention is to limit the conflict of interest stemming from inducements, Fi-
nance Denmark recommends to make sure that the best interest test, if the test is
kept in the final rules, will not be an obligation either if there is a prohibition
against inducements or if an institution chooses not to accept nor retain induce-
ments. The criterion to use an “appropriate range of products” could then be ap-

plied for all advisors working under an inducements regime.

From the consumers’ perspective, Finance Denmark finds it concerning that the

main focus is on cost efficiency, since the most cost-efficient product might not
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necessarily be the best product for the consumer. Other important qualities, such
as sustainability objectives, specific asset management strategies and goals as
well as other investment objectives and intentions are also of relevance. If the
best interest test is to be solely based on the total costs, it can lead to a situation
where consumers are solely recommended passively managed, index invest-
ment products, which do not take intfo account specific characteristics im-
portant to facilitate the green transition, nor does it consider the management
methodology (active or passive) of a given fund, which is an inherent attribute of
the fund. This can also entail a risk that capital is primarily allocated to a few
global asset managers. If that is the case, it should be analysed how this will af-
fect price setting, as the rules might resemble de facto price regulation. The po-
tential societal implications for the distribution of capital and the retail investor
participation in the green transition should also be analysed. For instance, a pos-
sible effect could be that it would be increasingly difficult for green start-ups in a

smaller jurisdiction to attract capital.

Furthermore, as long as it remains unclear how to assess cost effectiveness, it is
difficult to determine how the best interest test is to be combined with the suita-
bility test. The suitability test already considers the most essential product charac-
teristics, including product costs and complexity. The main uncertainty regarding
the scope of the proposal stems from the use of the term “additional features”,
and its possible combination with the suitability test. The interpretation of this term
will determine how severely the proposal could impact product offering on the

market.

We here put forward some examples which highlight the issues regarding the un-
certainties on cost effectiveness and “additional features”:

o If "additional features” include active management it would entail that
the advisor always would have to recommend a passively managed al-
ternative, as passively managed funds typically have lower costs.

e A one-sided focus on cost effectiveness in the best interest test com-
bined with the obvious economies of scales effects in the asset manage-
ment industry imply that the proposal will favour larger asset managers.
The revised provisions might create entry barriers on the market, includ-
ing, e.g., for new fintech companies.

e Sustainability objectives often entail active management which often
implies increased costs; thus, a possible one-sided cost-focus can sub-
stantially decrease the likelihood that retail investors are recommended

sustainable products.
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Furthermore, the requirement in the best interest test that the advisor must pre-
sent "an appropriate range of products” could have negative effects on the
competition. This is due fo the fact that the requirement to give advice based on
"an appropriate range of products” is suggested to be imposed on MiFID-com-
panies (such as banks), and hence, this requirement will also affect e.g. Alternao-
five Investment Fund Managers (AlFMs), having extended licenses to provide in-
vestment advice only on the funds managed by themselves. Any requirement
that such managers must advise on other, external products goes against the in-
tention behind the legislation on AlFs. If the requirement is imposed, it will imply
that managers of AlFs, which currently offer investment advice for their own
products, will no longer be able to provide investment advice which will be di-

rectly negative for the competition on the market. This is another argument in fa- Memo

vour of making sure that the criterion to use an “appropriate range of products”

only is to be applied for all distributors working under an inducement regime

August 28, 2023

According to our interpretation of the proposal, the investment advisor can still Boc. no. FIDA-931287038-80175¢6-

offer another product which does contain “additional features”, if they still offer v
the client the cost-efficient product without “additional features™. This creates un-

certainties as to how to present any “additional features”. If active management

for instance is an additional feature, it is not clear whether it is allowed to bring to

the client’s attention that passively managed funds only yield returns below that

of the market.

In order to ensure that retail clients continue to benefit from qualitative services

and to promote a more active, as well as ongoing, retail participation on the

capital market, Finance Denmark suggest that the criterion of recommending

products without "additional features” is replaced with a criterion focusing on ad-

visors’ responsibility to deliver qualitative services, for example through various

forms of follow-up actions with clients depending on the nature of the services

provided, value-added tools like information tools, filtering tools, reporting etc.

In general, Finance Denmark identifies a risk that the best interest test will limit
product offering and diversity which is harmful to consumers and, in the long

term, to the competition on the market.

Partial inducement ban (MiFID art. 24a)
It is positive that the proposal does not contain a full ban on inducements. Yet
considering the extension of the current partial ban combined with the other

measures in the package, also including the administrative burdens imposed on
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the banks and investors in complying with the measures, the framework resembles

a de facto full ban.

A full inducement ban remains an option stipulated by the 3-year review clause
included in MiFID art. 24a. The review clause is worded in a way that seems biased
towards a full ban. Furthermore, 3 years make up a very short period to properly
assess the effects of the new legislation. It will require substantfial and costly
changes that are to be evaluated already after 3 years, after which the sector
might once again be imposed new costly changes. In the end, the comprehen-
sive and frequent regulatory changes will make the products more expensive for
investors. Additionally, it is unclear how and based on what criteria the Commission
will assess if the effects warrant maintaining only a partial ban. Therefore, it is diffi-
cult for the sector fo determine what is required to avoid having a full ban imposed

3 years after the new package has entered info effect.

The partial ban targets all non-advised sales except in those cases where one or
more of the client’s transactions can be linked to advice. With this link fo single
fransactions, the proposal disregards the fact that many retail investors benefit
from using multiple services at their banks through which they both receive advice
and frade independently. The specific parameters defining the link to advice are
not defined but they will be crucial for the level of complexity in the scope of the

measure and its implementation.

For consumers, the partial ban can cause a number of disadvantages contrary fo
the objective of ensuring better investor protection. One of these disadvantages
is added complexity. In complying with the ban, banks might have to separate
products sold under advice from those sold without advice, which can require the
clients to hold separate custody accounts for both advice and execution only,
possibly with frade restrictions on the advice account. Thus, it will be necessary for
consumers to have multiple custody accounts if they wish to tfrade both with and
without advice. For consumers, it will affect the flexibility in their decisions on when
and how they wish to trade, and potentially add additional charges for the custody
accounts, while it will possibly also limit the product offering for both advice and
execution only. If the distribution costs are moved from the product to a direct fee
charged by the distributor, it will in any case be less optimal for the retail investors

for tax reasons!.

I Apparent from the Danish FSA's evaluation of the inducement ban’s consequences
(Temaundersggelse om provisionsforbuddets konsekvenser (finanstilsynet.dk) (in Danish))
which shows tax and VAT effects for different types of portfolio management clients when
the full ban was imposed on portfolio management in Denmark.
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https://www.finanstilsynet.dk/Tal-og-Fakta/Rapporter/2018/Tema-provisionsforbud-konsekvenser

In terms of the competition on the market, the effects of the partial ban can lead
to a situation in which smaller number of products from third parties are available
to customers trading without advice. Inducements are the primary market mech-
anism that support and maintain a broad product offering being available from
the distributors. The partial ban can also have significant impacts especially for
the smaller issuers. The smaller issuers are typically more dependent on external
distributors (thus, inducements) to ensure that their products are available to in-
vestors. The inducements are as such insfrumental in ensuring that smaller issuers
obtain a presence with the distributors, and this is without having the inducement
influence the distributors’ advisory services or marketing. Therefore, there is a risk
that the product offering will become smaller and dominated by a few, large is-
suers. That will limit the diversity of the products offered, which in the end will

harm consumers.

The Commission is also suggesting rephrasing the wording of the ban from “shall
not accept and retain” to “shall not receive”. The practical implications of this
will make it impossible to offer products that contain inducements for non-ad-
vised sales or in portfolio management services. Thus, the new wording of the ban
can lead to a further limitation of the product offering — also for porifolio manage-
ment - without making any significant contributions to investor protection. It can
also entail that all investment funds must be duplicated, as the funds must be
structured in two versions: one with inducements and one without. This adds
more complexity in the process of structuring the funds, which potentially could

be costly.

Finance Denmark requests that the rule that portfolio managers shall not “accept
and retain” inducements should remain. Passing on inducements in full o clients
effectively removes the perceived conflict of interest which the Commission ar-
gues is one of the major reasons behind the extended partial inducement ban.
Furthermore, by keeping the possibility to kick back all inducements to the clients,
it is ensured that clients can access the full range of products available through-

out all distribution channels.

Regardless of how any inducement ban will be structured in the final rules, it is
necessary to include a grandfathering clause to make sure that the ban is not
applied retroactively, so that holdings obtained before the entry into force of the
legal act can still contain inducements in accordance with the current legal
framework. Currently, distributors will rarely have separate units of the same
fund/ISIN sold with and without advice, and thus, it is not possible to determine
which fraction of the holdings can contain inducements under the new regime.

This is significant considering the practicalities, as a customer’s existing holdings in
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the same fund containing inducements can be made up of both execution-only

and advised trades.

Finally, one area where the Commission might do further analysis and market im-
pact assessments is on the effect of the unbundling regime. We note that regulo-
tory changes in the UK seem on their way fowards a roll-back of the unbundling
rules. This divergence might affect capital markets and asset allocations in Eu-

rope impacting competitiveness of European capital markets.

Preliminary proposal:

Preferred option: The proposal of the best interest test is removed and the re-
quirement tfo deliver quality enhancing services is maintained along with the ex-
isting rules on inducements but including common EU standards for transparency
regarding the customer’s access fo the services.

Second option: The proposal is adjusted such that the best interest test only ap-
plies to institutions which receive and retain inducements. This could be based on
either a national ban on inducements or if an institution chooses to opt out of re-
ceiving and retaining inducements. The wording must still allow for the practice
of passing inducements on to the customers in portfolio management and for
non-advised sales. It must be clarified how the best interest test interplays with
the suitability test. We strongly suggest removing the point (c) in the best interest
test as it is very unclear. If point (c) is maintained, the definition of the term “addi-
tional features” is crucial for the effect of the provision and a thorough analysis

should be performed of the effect on the markets given the definition chosen.

It must be noted that, as mentioned, we are still assessing and analysing the full
potential consequences of the proposal, and we maintain the right to return with

revised or new proposals.

1.2 Cost-focused Value for Money-benchmarks (MIFID art. 16-a) and undue costs
in UCITS and AIFMD

Finance Denmark supports the fact that investment products must deliver value.

However, it is our perception that this is already the case — at least in Denmark
supported by the Danish implementation of the product governance framework.
Therefore, Finance Denmark wishes to encourage the Commission to consider
how the product governance regulation for distributors is interpreted and imple-

mented in Denmark.
The Commission is suggesting intfroducing additional product governance re-
quirements for products included in the scope of the PRIIPs regulation, which will

create the foundation for new Value for Money benchmarks in MiFID art. 16-a
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that are to be developed by ESMA and EIOPA. The Commission is suggesting that
the benchmarks should be based on data on performance and product and
service costs for the products reported from manufacturers and distributors. The
actual benchmarks are to be developed by the ESAs, and the framework for the
exact application is not determined until Level 2 and 3. Yet, they are critical to
the scope of the proposal and the potential impact it will have on price setfing
and product offering, including whether it will become actual regulatory inter-

vention on prices.

Finance Denmark supports that products should deliver value to consumers, in-
cluding that their expected returns should not be eroded by costs. Accordingly,
Finance Denmark finds it appropriate and can support determining a general
principle stating that the obligation to act in the client’s best interests also in-
cludes performing Value for Money-calculations as part of the distributor’s prod-

uct governance process.

However, Finance Denmark does not support the proposal of setting out details
on how to assess if a product delivers value in a regulatory context. Finance Den-
mark is highly scepftical fowards having centralised, EU-wide Value for Money-
cost-benchmarks to be used by the institutions in each Member State to deter-
mine if products, which are distributed nationally, create sufficient value for the
clients in the respective Member State. Finance Denmark is of the perception
that such an approach will make it more difficult to account for the differences
between Member States. Finance Denmark strongly advises against having the
legislation create cost benchmarks neither at the European level nor at a na-
tional level, but instead recommends that the Value for Money-regulation leaves
room for flexibility to allow financial companies to determine methods for as-
sessing if the products, distributed nationally, create value for the consumers in
the Member State. In this way, Value for Money-assessments can fit the market sit-

uations and business model for the country in question.

Furthermore, Finance Denmark finds the approach stipulated in the proposal
concerning, assuming that our interpretation of Level 1 is correct. Generally, the
new requirements and centrally developed benchmarks are primarily focused on
costs and performance. It is uncertain to us exactly what effect these bench-
marks will have, and we are concerned about the effect cost benchmarks will
have on the product offering and development of new and innovative products,
including investment products with specific features such as sustainability objec-
tives. If the effects of the benchmarks become resemblant of regulatory interven-

tion on price setting and product offering, it also entails a risk that it willimpact
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the competition and price setting mechanisms negatively, making it more ex-

pensive for the retail investors to invest.

We acknowledge that qualitative parameters are difficult to measure and com-
pare, but we do find it concerning if absolute quantitative costs and perfor-
mance are the only parameters included in the new requirements for Value for
Money-calculations. We strongly recommend ensuring enough flexibility to allow
for other, more qualitative quality parameters. If the Value for Money framework
remains based on an entirely quantitative focus, one must bear in mind that his-
torical performance is not an adequate measure in the product governance
process and it should be based on expected returns and be forward looking and
also that expected returns represent one possible outcome in a larger spectrum Memo
of outcomes, and that a higher expected return can make up for a larger (volo-
tile) spectrum with the risk of a larger negative outcome.
August 28, 2023

When setting upcoming requirements for distributor Value for Money assess- Doc. no. FIDA-731287038-801756-

ments, we suggest that distributors should be allowed to count delivery of quali- v
tative services to customers as value adding services when doing Value for
Money-calculations for products distributed through distribution methods where

such qualitative services are provided. By qualitative services we are here refer-

ring to the type of services which currently can be seen as quality enhancing ser-

vices according to ESMA-guidance? on how to interpret Article 11(2)(a-c) of the

MiIFID Il Delegated Directive, which lays down the conditions to be met in order

for inducements to be considered to be designed to enhance the quality of the

relevant service to the client.

In other words, Finance Denmark is of the opinion that one should aim to ensure
a regulatory alignment between a) how distributors already today are required
to assess value of services for the purpose of receiving inducements and b) how
to assess value of services for the purpose of distributor Value for Money-calcula-
tions of products. When taking this approach of regulatory alignment on how to
assess “value”, Value for Money-calculations would then allow for that induce-
ment-bearing products can be seen to deliver more value than non-inducement
bearing products due to the delivery of quality enhancing services. From a prod-
uct governance perspective, this could motivate a price difference between

products carrying inducements and products which do not.

With regards to undue costs in UCITS/AIFMD, RIS prescribes that the firm will need

to potentially compensate the clients for having charged "“undue costs” also

2 See "ESMA35-43-349 - Questions and Answers On MiFID Il and MiFIR investor protection
and intermediaries topics”, Section 12, Question 8.
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measured against common benchmarks. Reimbursement would be very difficult
in several situations, e.g., where funds may have been merged or closed, several
investors has fully or partly redeemed or subscribed during the period. Hence, if
kept in the regulation, a materiality threshold must be implemented. Moreover, if
the requirement to reimburse is maintained, the reimbursement should be to the
fund, not the investors, since the management company will not in many cases
be able to identify the end-investors of the investment fund and reimburse inves-
tors in a fair manner. The costs that are deemed necessary for a UCITS to operate
varies from country to country due to the different operational set-ups used by
the management companies (for instance, a Transfer Agent does not exist in the
operation of Danish UCITS). Hence, another complicating factor behind com-
mon European benchmarks is the different costs due to differences in the opera- Memo
tional set-ups in the management of investment funds from Member State to
Member State. One more practical European solution might be a non-exhaustive

list of costs that are not undue. August 28, 2023
Doc. no. FIDA-931287038-801756-

1
Considering the structure of the new benchmarks, which is yet to be defined, Fi- !

nance Denmark is concerned if it will be possible for the ESAs to develop bench-
marks with sufficient complexity and granularity to encompass the broad spec-
tfrum of different products on the market. PRIIPs define a very broad range of dif-
ferent types of products. Therefore, flexibility is needed such that the Value for
Money-assessments of the products can vary depending on the type of product
in question. Additionally, the risk of a long time lag is of concern, considering that
it, each time new benchmark data is to be launched, will take fime to obtain
data, create the new benchmarks, and then it will take time for firms to do and
verify value-for-money calculations making use of the new data in the product
governance process. If the benchmarks are not sufficiently granular and timely, it
can lead to misleading conclusions in the product governance process and the
exclusion of otherwise efficient products.

Moreover, Finance Denmark also finds it concerning that distributors must report
distribution costs to the ESAs, as this is administratively burdensome and these are
in many cases are dependent on characteristics specific to each individual cli-

ent, such as the client’s invested amount, risk profile, investment behaviour etc.

Furthermore, regarding the distributors’ Value for Money reporting, Finance Den-
mark finds it inappropriate that the Commission is suggesting that distributors are
to perform Value for Money calculations not only when they recommend a prod-
uct through advice, but also if the product merely is available in non-advisory ser-
vices. Considering the fact that banks today ensure that clients have a broad

product offering available by making thousands of products accessible through
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online platforms, such a requirement risks limiting the product offering in an un-
necessary manner, and such a requirement indeed seems disproportional. If
manufacturers (e.g., UCITS Fund Companies) are required to perform Value for
Money-calculations for their products, regardless of how they will be distributed,
Finance Denmark finds that distributors (e.g., banks) should only be required to
make Value for Money calculations for the products that they recommend to
the client through advice. Products that the distributor only “offers” but does not
“"recommend” should, as such, be exempt from Value for Money-calculations.
We recommend limiting the requirement for distributors to perform Value for
Money-calculations to apply only to products which are recommended in advi-
sory services, while the products that are merely offered on trading platforms are
exempt from the distributors’ required Value for Money-calculations, since these Memo
products already are part of the manufacturers’ required Value for Money-calcu-
lations.
August 28, 2023

As an important sidenote, we would argue that RIS grants the opportunity to con- Boc. no. FIDA-931287038-80175¢6-

sider the scope and make precisions of the MIFID Il product governance rules. v
More specifically, we wish to draw attention to a previously stated point regard-

ing review obligations under the product governance requirements (paragraph

68 of the guidelines). In Annex IV to the Final report on guidelines on MIFID Il prod-

uct governance requirements, ESMA also acknowledged that problems arise re-

garding review obligations for manufacturers when they advise corporate issuers

on product launches under the Level 2 requirements. ESMA recommends the

Commission to consider softening the review obligation applicable to a firm that

has advised a corporate issuer on the launch of a new product. We believe that

the review in relation to RIS would be the time to address this problem.

Preliminary proposail:

Finance Denmark fundamentally disagrees with the creation of centralised cost
and performance benchmarks, as we understand them to be proposed by the
Commission. We do not believe that the cost and performance benchmarks can
be fashioned in neither a sufficiently granular nor precise enough manner for
them to apply to all PRIIPs retail products. Furthermore, we find it difficult to com-
prehend how benchmarks are to be made for distribution costs as well as for dif-

ferent cost structures across different jurisdictions.

Therefore, situation, where the MIFID-regulation is interpreted in such a way that
distributors (e.g. banks) are required to perform Value for Money calculations in
such a way that products’ costs are not tested against any cost-benchmarks but
instead products are, as a part of the product governance processes, tested

against estimations for a products’ expected return.. In Annex ll, we include a
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concrete proposal for amendments to such a framework. The proposal provides
an example of how the rules could be adjusted to enhance the focus on Value
for Money in product governance processes without any overly prescriptive
measures and without benchmarks but leaving room to account for other
measures of quality than only costs and performance. We argue for flexibility in
the regulation in order to allow the distributor Value for Money-calculations to be
based on a consideration of reasonable benefit(s) expected to be provided by
the investment, were e.g. expected returns for different asset classes is one as-
pect to be considered in the calculations. With regards to undue costs in UCITS
and AlFs, reimbursements should have a materiality limit and reimbursements
should be flexible, allowing for reimbursements either to be made to the fund or
tfo investors. One European solution instead of benchmarks might be a non-ex- Memo

haustive list of costs that are not undue.

1.3 Added complexity for the investor and added administrative burdens through August 28, 2023
Doc. no. FIDA-931287038-801756-

new requirements in the suitability and appropriateness tests (MiFID art. 25)

1
The Commission is proposing an amendment to art. 25 adding a requirement in !

the suitability test obliging the advisor to assess the diversification needs for the
client’s entire portfolio, which includes any holdings at other institutions. Adding a
requirement to assess portfolio diversification also based on external holdings will

generally make investment advice less flexible and more expensive.

Although diversification is important, Finance Denmark finds that the proposal, in
the way it is presented now, will worsen the investors’ opportunity to seek specific
advice. It is not unusual that clients, especially wealthy clients, prefer that their in-
vestment advisor does not have a full overview of their entire portfolio. Some cli-
ents also actively choose to place their invested assets with several institutions,
hence, they will experience this requirement as a limitation of their freedom to
choose how they manage their assets, if they are forced to provide the advisor
with full insight info their assets. Additionally, it is worth noting that some clients al-
ready find it somewhat condescending that they must provide full insight into

their financial situation to receive investment advice.

The distributor will often only have a limited overview of the client’s full portfolio. If
the investment advisor is fo collect information on the client's full portfolio, it will
naturally also require that the client is willing to provide this information. Apart
from making the investment advice process more complicated for the client, it
will also entail additional administrative burdens for the advisor as well as creat-
ing a more time-consuming process, which can make it unprofitable to offer in-

vestment advice to less wealthy clients.
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Adding to these concerns, we note that Recital 34 of the omnibus directive
states that the advisor must also take into account the client’s non-financial as-
setfs. From a practical perspective, this seems a very cumbersome and inappro-
priate task which will require not only great time and resources from the advisor,
but it will also make the process substantially more complex and intrusive for the
client having to provide such information. It is also very unclear exactly what to

include as non-financial assets.

It must also be possible to conduct the additions to the suitability fest using *“robo-
advice” or digital solutions. In terms of online self-service platforms, the new re-
quirements can make it more difficult fo provide robo-advice. Even currently, the
existing comprehensive requirements imposed on clients to provide information
make the experience both difficult and time-consuming for the clients. Further-
more, the requirements — both in the best interest test and in terms of diversifica-
tion needs in the full portfolio — will require that the current robo-advice services
are developed extensively. Where the solutions have been required to make a
recommendation based on an assessment of experience and knowledge as well
as ability to bear losses and risk aversion, they will now need to be able to assess

the client’s entire portfolio with regards to the degree of diversification.

In this regard, one must bear in mind that it is not uncommon for retail investors to
intentionally seek advice only for a portion of their portfolio. Retail investors often
divide their investable assets based on purposes, such as “savings for wedding”,
“for arainy day”, “retirement”, efc. Retail investors therefore have varying risk
aversion for different portfolios based on their purpose, rather than having one
general level of risk aversion for the entire portfolio. The latter is usually reserved
for sophisticated and very wealthy investors. In the same manner, it is often the
retail investor's experience that their ability to bear losses on different parts of
their portfolio also varies, e.g., for retirement funds versus travel and leisure budg-

efs.

Finance Denmark supports the infroduction of a “suitability light” regime for “well-
diversified, non-complex and cost-efficient” products for which it is not necessary
to assess the client’s knowledge and experience with the relevant product nor
their diversification needs. We however believe that this option should be availa-
ble through non-independent advice as well to create the best regulatory frame-
work for retail investors and to ensure a level playing field and fair competition on
the market. If the option is reserved only for independent advisors, it will cause
asymmetries in the competitive conditions on the market, and there does not
seem to be any appropriate justification as to why this should only be limited to

independent advisors from an investor protection argument. Finans Denmark has
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for a long time advocated for a lighter advisory process for some clients investing
in safeguarded products both to make a better client journey and to facilitate
digital solutions, and the scope of the proposal is a missed opportunity in this re-

gard.

In ferms of the appropriateness test, which applies when clients trade complex
products independently, the Commission is proposing fo include assessments of
the client’s risk profile and ability fo bear losses. Generally, this will complicate the
process for clients, in particular since this applies to clients that explicitly wish to
frade on their own. When a client intentfionally has chosen to tfrade inde-
pendently, it goes against the interests of that client to demand making an on-
going assessment of their ability to bear losses and risk profile. Ability to bear loss
and risk profiles are measures that are meaningful at the portfolio level and not
for single transactions or for a single asset class. These parameters are thus only
assessed in a meaningful manner for the client’s portfolio and should therefore

only remain part of the suitability test.

It is also uncertain whether this will require that the appropriateness test should be
conducted continuously, since factors like risk aversion and ability to bear loss
vary with fime. A client might also have a lower degree of risk aversion for a spe-
cific frade, e.g., for hedging, than the client might otherwise have. Thus, such a
single trade would deviate from the assessment done at the portfolio-level in the
appropriateness test, and consequently, it would become more complex for cli-
ents that wish fo make such trades. An alternative scenario could be that the cli-
ent wishes to trade a very risky product, but only as a small fraction of an other-

wise well-diversified portfolio.

Finally, problems may arise in those situations where a client is represented
through a power of attorney. According fo the current rules, the appropriateness
test should be conducted by the person with delegated power of attorney. If it is
not clarified, distributors will have to register several appropriateness tests for the
same client, both for their own investments and for those where they trade on

behalf of someone who has delegated them power of attorney.

In terms of both the suitability and the appropriateness tests, we also find that it
would be relevant to use the occasion to ensure better interaction between the
rules for product governance and advice and appropriateness. Currently, Fi-
nance Denmark finds that the proposal can limit the options to switch between
banks, as it is not certain whether the new bank will be able to recommend the
client to keep part of their investments, which the new bank does not perform

product governance on.
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Moreover, it would also be a good opportunity to clarify the framework for re-
verse solicitation, including the interaction between the requirements for appro-

priateness test and product governance.

It could also be worth investigating how the interaction should be when clients
choose smaller providers of investment services, which are dependent on the cli-
ent’s regular bank in terms of infrastructure. This could be a smaller independent
adyvisor, which does not offer custody accounts or execution of orders. In such a
situation, it is unclear whether the independent advisor will be limited by the

“regular bank’s"” (with the custody account) product governance and client cai-
egorisation, as the bank is responsible for delivering investment services to the cli- Memo

ent in terms of executing the fransaction itself.

2. Measures which Finance Denmark generally supports August 28, 2023

2.1 Standardised and digital disclosures (MiFID art. 24b) Doc. no. FIDA-931287038-801756-
vl

The proposed MIFID art. 24b stipulates a requirement to present inducements
separately and in a standardised way as part of the ex-ante and ex-post cost dis-
closures, as well as making it mandatory to describe their purpose and to quan-
tify theirimpact on the expected returns. The precise standardisation and termi-
nology are to be developed by ESMA/EIOPA. Finance Denmark supports this
standardisation, and the Danish Financial Supervisory Authority already has simi-
lar demands for Danish distributors. Although we reiterate our standing position

that retail clients cost disclosures should be further simplified.

2.2 PRIIPs

Generally, Finance Denmark supports the proposals to the PRIIPs-regulation. We
do however want to take the opportunity to repeat our long-standing position to
have defined the scope for the PRIIPs-regulation in particular regarding corpo-
rate bonds issued by non-financial issuers. We do not believe that single bonds
issued by non-financial issuers should be within the scope as they are not pack-
aged investment products, but instruments issued to raise capital. Furthermore,
for PRIIPs products, which are within the scope of the MIFID product governance
rules but out of the scope of the SFDR regulation, there are problems due to the
lack of alignment in the regulation in terms of the description of sustainability in

the way that it is presented in ESMA's guidelines on product governance.

2.3 Less strict requirements to qualify as a professional

The criteria for clients who wish to opt up from retail to professional (currently Mi-
FID Annex Il) are suggested to be relaxed. The wealth criterion is reduced from

500,000 EUR to 250,000 EUR on average over a three-year period, and a fourth
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criterion is proposed related to relevant education. Finance Denmark has contin-
uously raised the need for more flexibility in the opt-up criteria. Thus, we welcome
the proposed amendments. The amendments place added emphasis on
knowledge and experience, which we support, yet we do recommend specify-
ing how the client’s education and experience is to be assessed in practice. We
would also suggest a revision of the fransaction criteria so as to make them spe-

cific to the asset class in question.

2.4 Limiting the risks of misleading marketing communications

The Commission is proposing a number of new provisions with the purpose of lim-
iting the risk that consumers are misled by marketing especially through digital
channels, where benefits and risks are notf presented in a balanced way. Finance
Denmark generally welcomes the purpose of protecting consumers against mis-
leading marketing. In particular, we appreciate that the new MiFID art. 24c and
the amendments to art. 69(2) also address the risks associated with digital mar-
keting, especially from the so-called “finfluencers”, as unregulated advice from

such third parties can be harmful for consumers.

Additionally, Finance Denmark fully supports the clear division of responsibility be-
tween manufacturers and distributors in ferms of marketing communication (de-
veloped by the manufacturer) and the distribution strategy (set out by the distrib-
utor), which is included in MiFID art. 24c(4).

However, although in support of the purpose of protecting consumers against
misleading marketing, Finance Denmark finds that both the proposed definition
of "marketing communications” ('in any form and by any means") in Artficle 4 of
MIFID and article 2 of IDD and the definition of a “marketing practice” (“any
strategy, use of a tool or technique”) are very broad. This is hardly proportionate
and can have major effects on the interpretation and application of the sub-

stantive requirements in MIFID Il and IDD.

Such broad definitions could have large unintfended consequences, e.g. leading
to unproportional burdens related to record keeping requirements (the new arti-
cle 24c (7) of MIFID and article 26 (7) of IDD) and the new requirements on an-
nual management reporting on the use of marketing communications and strat-
egies aimed at “"marketing practices” (article 24c (5) of MIFID and article 26 (5)
of IDD).

We therefore propose that the scope of these provisions should be reviewed,

and we also propose a review of the relationship between the suggested new
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MIFID Il rules on marketing communications and other legislation such as distance
marketing rules and prospectus regulation.

As an example, art. 24c(2) establishes that marketing communication must pre-
sent the key elements of the respective product or service in a clear way, making
it easy for the consumer to understand the key characteristics and risks associ-
ated with the product/service. We are concerned about the practical conse-
quences if this also applies to, for instance, simple online branding of an invest-
ment service provider without mention of a specific product or service. The very
wide definition of "marketing communications” can in combination with the
added requirements to e.g., documentation create quite substantial administra-

tive burdens, which do not add any value to investors.

Furthermore, Finance Denmark perceives a risk that “*marketing communication”,
cf. MiFID art. 4(1(66)), might also encompass part of the same information and
ways to communicate such information as "announcements” in art. 2(k) of the
Prospectus regulation, such as “screen announcements” published by an invest-
ment company briefly before or just after a capital market fransaction or a ferm
sheet for a capital market tfransaction, which is shared with an investor, contain-
ing the terms for the transaction. Such announcements are already regulated
through art. 22 in the Prospectus regulation and in the Commission Delegated
Regulation (2019/979) art. 13-17 and should therefore not be supplemented or
imposed new rules in MiFID. We therefore suggest that an addition is made in art.
4(1(66)) with a reference to *a communication that falls within the scope of ad-
vertisement as defined in the Prospectus Regulation article 2(k)" as an exemp-

fion.

2.5 Ensuring competent advice through new certifications

The proposed new Annex V to MIFID sets out requirements for professional edu-
cation of investment advisors to strengthen their competences and to ensure
that the consumers receive high-quality investment advice. Finance Denmark

supports this measure.

2.6 Increased financial literacy

The Commission wishes to strongly encourage Member States to further financial
literacy, which we fully support. Increased financial literacy among consumers
make for an important element in the process of safeguarding the financial well-
being of consumers and in strengthening them to make well-informed financial

decisions.
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Annex 2: DK practice on Value for
Money

Danish practice and market conditions related to Value for Money (VIM)

e In Denmark, a supervisory practice aiming at or supporting VM require-
ments exists based on the product oversight and governance rules
(POG) stipulated in MIFID Il and ESMA's guidelines, as well as the require-

ment under UCITS to act in the client’s best interest.

e The Danish FSA interprets the current regulatory POG framework in such Memo
a way that in order to act in the client's best interest and mitigate con-
flicts of interests, investment firms should have proper POG processes in

place ensuring VM for investors. August 28, 2023
Doc. no. FIDA-931287038-801756-

vl
e There is a strong supervisory focus on the quality enhancing services

framework and the obligation to evaluate whether costs erode ex-
pected returns for investment firms, as well as on VM for UCITS’ delegat-

ing services to third parties.

e In addition, the industry has established an independent entity: the
Council for Return Expectations. The Council sets out an industry-wide
framework for expected returns used e.g., as part of the VM process.
The expected returns are generated semi-annually and include 10 asset
classes, which are supplemented with standard deviations on the esti-
mates as well as covariances documenting the risks associated with the

asset classes.

e The return expectations serves as an anchor both in the internal pro-
cesses in investment firms and distributors by determining the expected
returns for a broad range of asset classes while also supporting the super-
visory efforts in the following way: If investment firms present the ex-
pected returns to their clients, the Danish FSA asks them to be able to jus-
tify the expectations they present, including if they deviate e.g. from

those set out by the Councill.

e The Danish practice (strengthened VM focus in POG, UCITS and Council

for Return Expectations) helps secure that investors in Denmark are not

3 Undersegelse af negative renter og investeringstilbud 2023 (finanstilsynet.dk) (In Danish)
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offered products which are expected to have very low or even negative
returns, which has concrete impact on the market. One example of this
impact is that the industry restricted access to certain bond products
during the low interest rate-environment of previous years to protect in-

vestors.

e On the basis of the Danish practice, Finance Denmark has drafted a pro-
posal fo ensure VIM through POG for both manufacturers and distributors

(see Annex 1 below).

¢ Theimpacts of the Danish practice much resemble how we understand
the intentions of the Commission with regard to ensuring value for
money. It takes intfo account expected returns (and not only costs),
which allows the framework to be applicable to a wide range of prod-
ucts and services of differing complexities and features, in addition to
providing a strengthened approach to POG rules which are subject to

supervision.

e The Danish Council for Return Expectations is not an explicit part of the
FIDA proposal, which focuses solely on the Danish implementation of Mi-
FID II.

The Danish Council for Return Expectations — an additional feature of transpar-

ency

In Denmark, the setup regarding Value for Money is strengthened through the

Council for Return Expectations, which semi-annual publishes return expectations

for 10 asset classes.

The Council was established in 2018 by Finance Denmark and Insurance & Pen-
sion Denmark. It consists of three independent experts who are elected for 3
years, currently Professor Jesper Rangvid (chair) from Copenhagen Business
School, Professor at Aarhus University, Torben M. Andersen, and professional
board member, Peter Engbjerg Jensen. The Council sefts its expectations based
on confidential input provided by a broad range of international market partici-
pants The confributing participants receive no financial remuneration for their in-
put. The Council performs its own due diligence process with respect to the mar-

ket participants they receive input from.

The semi-annual publications of return expectations are followed by a press

statement explaining the considerations of the Council. These expected returns
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are used across the industry (MIFID and IDD firms) as an anchor including in the
VM process. These do not include costs since this would impact competition in

the markets and only the most important asset classes.

The investment firms are by industry self-regulation recommended to test the
products using the returns from the Council. They are allowed to use own calcu-
lations but should in this case document and explain why they might deviate
from the Council’'s expectations. Also, firms should combine the different asset

classes to best reflect the risk profile of the product.

The motivation behind the Council’s sefup is:
e To create un-biased and market-based estimates of future returns. Memo
e To provide an anchor in the VM assessments without dictating the in-
dustry and without expecting to be able to cover all products availa-
ble. August 28, 2023

e To make sure that the industry refrains from competing on expected Doc. no. FIDA-731287038-801756-

returns. v
e To help smaller players in the market for whom generating expected

returns would be a huge and disproportional burden.
e To give fransparency to consumers and generate frust in the industry

by having an independent council generating common return expec-

tations.
e Deliver a common framework for an important part of the VIM assess-

ment without distorting competition and markets.

Key features of the Danish approach to Value for Money

In Denmark, the supervisory approach from the Danish FSA to POG works quite
well and as does the retail market in general. Retail participation is high on the
Danish investment market and as is the number of high-quality products that his-
torically have delivered high value considering both returns relative to costs as
well as product diversity. As a concrete example of the well-functioning POG re-
quirements, the industry restricted access to certain bond products during the
low interest rate-environment of previous years. In a European context, the Dan-
ish fund industry as a whole offers some of the lowest costs and highest perform-
ing products for investors* with wide use of inducements. See the fact sheet on

the Danish market included in annex 2 below.

We would like to stress the following key features of Danish approach to VIM:

4esma 50-165-1677 asr performance and costs of eu retail investment products.pdf

europda.eu
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Overall value of a product is considered difficult to quantify and is as-

sessed broader than merely expected refurns.

Even if expected returns are numerical, they are still only estimates

based on risk models containing uncertainties®.

There are also services embedded in products and in distribution that are
not quantifiable. The Danish practice takes into account that value is
subjective and thus a service might be of high value fo one client while

of no value to another.

The overall service effectively provided to investors as well as its quality
and expected performance are used as metrics for determining value,
one example is the current requirement in the rules for investment advice
to consider clients’ sustainability preferences in addition to purely finan-

cial criteria.

It ensures specific distinction between manufacturers and distributors.
Regarding costs, this distinction is made between product costs (MiFID
ex-ante product costs) and the total costs of ownership (MiFID ex-ante
product + service costs) (as defined in MIFID delegated regulation
565/2017, article 50 and annex 2), which measures the total ex-ante
costs paid by retail investor. Total costs of ownership include product

costs as well as the costs of distribution and advice (service costs).

The Danish practice includes VIM in POG rules for distributors but not in
the dialogue with retail clients (i.e., in the suitability regime), thereby

keeping the process as simple as possible for the investor.

5 Expected returns comes with known uncertainty measured by standard deviations on esti-
mates but also unknown uncertainties which are not captured by the risk model and there-
fore the standard deviations on estimates.
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Annex 2.1: Concrete proposal for
amendment for a balanced Value-for-
Money approach

This proposal is based on the Danish high-level implementation of the VIM con-
ceptin the product governance framework. It does to a large extent reflect how
existing rules are followed already in the well-functioning Danish retail market

with relatively high retail participation.

It only regards POG rules, and thus does not take info account the Danish Coun-

cil for Return Expectations or the strengthened supervisory process in Denmark.

To ensure that the anchoring of the concept is sfrong and has a sufficient posi-
tion in the governance arrangements for the investment firm, it could be consid-

ered to emphasize in MiFID Il art. 9(3), that:

“... the management body shall define, approve and oversee a policy to ser-
vices, activities, products and operations offered or provided, which ensures that

the intended benefit to the client is taken into consideration.”

The anchoring with the management body could be supplemented by amend-
ing art. 16 on Organizational requirements. More specifically, it could be outlined

in art 16(3), third subparagraph, that:

“... the target market of the product is not only specified, but also the benefit to
the identified target market shall be assessed as part of the approval process,
and that it shall be ensured that the distribution strategy is consistent with the

identified target market and the benefit assessed.”

Furthermore, the VIM-concept should also be anchored with the distributor,
which could be ensured by amending art. 16(3), sixth subparagraph. In the six

subparagraphs, it could be emphasized that:

““... the distributor shall have a process that ensures that it assesses the benefit to
the client by the process it operates to offer orrecommend financial instru-

ments.”
By anchoring the Value-for-Money concept in art. 9 and 16 of MIFID II, it will also

be relevant to make slight amendments to the delegated directives articles on

product governance (art. 9 and 10):

2
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‘... the Value-for-Money concept could be a consideration of reasonable bene-
fit(s) expected to be provided by the investment, when considering the risk/re-
ward profile and the total costs to the customers as defined in MIFID Delegated
Regulation 565/2017, article 50 and annex 2. The benefit(s) should be reasonable,
relevant and of a qualitative and/or quantitative nature, meaning that a benefit

is not necessarily a return expectation but could also be services. "

By designing Value-for-Money in this manner, it will also create a link to the in-
ducement regime and the quality enhancing services would automatically,

among other things, be part of the benefit assessment.

For product manufactures, it could be added to art 9:

(2) “...the procedures and measures shall ensure that the investment firm oper-
ates in a professional manner and taking the clients best interest into considera-
tion in the manufacturing and taking info account the value — both monetary
and non-monetary — that the product intents to create, and ensuring it is propor-

tionate to the invested amount.”

(6) “... the concept of Value-for-Money should be part of the management re-
porting.”
(9) “... ensuring that it is considered and described what the benefits are for the

infended target market under due consideration to the identified target market’s

needs, characteristics and objectives.”

(10) “... that the stress scenarios shall take all costs and charges into considera-

tion including an estimated cost figure linked to distribution.”

(12) “... an assessment of expected return after all costs and charges.”

(14) “ ...outlining that in the review process, it shall be reviewed whether the ben-
efits are still relevant for the identified target market and reasonable compared

to the costs and charges.”

The Value-for-Money concept will also need to be built into the distributor’s prod-

uct governance. This could be done by amending art. 10:
(2) “... should ensure that the arrangements have a professional design and take

info account the best interests of the client, and that the product and the ser-
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vices provided provide benefit(s) for the investor. Furthermore, it could be em-
phasized that when assessing whether the products offered or recommended
are compatible with the needs, characteristics and objectives of the identified
target market, the distributor should, when taking info account the product costs
as well as disfributor service costs for the product, and the benefit(s) provided to
the client, make an assessment of whether the product and services cumula-
tively provide Value-for-Money, also taking into consideration the expected in-

vestment horizon of the client.”

(3) “... the management of conflicts includes considering the Value-for-Money,
meaning assessing whether costs and charges incurred by the client compared
fo the intended benefit(s) are reasonable, relevant and of a sufficient qualitative Memo
and/or quantitative nature taking info account both monetary and non-mone-
tary nature.”
August 28, 2023

(5) the review process should include “... assessing whether the intended bene- Doc. no. FIDA-731287038-801756-

1
fit(s) are reasonable and relevant, including whether they have sufficiently mate- !

rialized.”

(8) ... the Value-for-Money concept should be included in the management

body’s effective conftrol.”

The Value-for-Money framework could involve an ongoing obligation for the dis-
tributor to ensure the relevance and reasonableness of the benefit(s), as a bene-

fit never utilized would be difficult to review as reasonable and relevant.
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Annex 2.2: Trends in Danish retail invest-
ment markets

This paragraph provides insight into the Danish retail investor markets anno 2022:

1) Trends in Danish retail investment markets.
2) Finance Denmark case study 2019-2022: Key take aways from some Eu-
ropean studies to be able to put the Danish takeaways into a European

perspective.

1. Trends in the Danish retail investment
market

The Danish market is dominated by full-service banksé that provide non-inde-
pendent investment advice to bank customers. Also, the Danish market has a
well-matured pension system where Danes typically pay 15-18 pct. of their wage
income through employment pension schemes. The participation outside the

pension system of Danish savers should be seen in this context.

For the average Dane, deposits constitute 19 pct. of the investable wealth (ex-
cluding real estate assets) while the EU average is 37 pct’. Given the structure of
the pensions system, with mandatory payment through employment pension
schemes, 66 pct. of investable assets are placed in pension savings, whilst invest-
ments of free assefts in shares, investment funds and bonds constitute 17 pct. on
average. We focus on investments of free assets in this memo since this part of

the total portfolio reflects investor choice.

Wealth pr. Dane ultimo 2020

Bank Savings (18 %) 838.000 kr. Investments for free assets (17 %)

‘ Deposits ) o Shares

147.000 kr. ‘ o0 - \ 71.000 k. ,
" Investment funds
Penrsriorr!sr(uéé %) 66.000 kr.
" Pension wealth
in total

551.000 kr. 3%r

Source: Tax register data 2020

¢ Full-service banks are defined as banks that offer traditional banking services such as de-
posits but also mortgages, pensions and investment services on products that are pro-
duced by the bank or by companies within the bank’s corporate structure.

7 Microsoft Word - Household Participation Country statistical profiles.docx (efama.org)
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https://www.efama.org/sites/default/files/files/KPI%20Report_Country%20statistics%20%281%29.pdf

Figures from 2021 show that 29 pct. of the Danish population had actively in-
vested free assets in 2021. Having been stagnant for many years until 2020,
Covid-19 kickstarted retail investments and this development remained domi-
nant in 2021.

Number of investors and the portion of Danes investing 2014-2021

1.400.000 32%
)
©
1.350.000 31% <
=
£ 1.300.000 30% O
2 = Memo
¢ 1.250.000 29% 4
£ >
%5 1.200.000 28% £
=
— ©
S 1.150.000 27% =
£ 9 August 28, 2023
-
= 1.100.000 26% S Doc. no. FIDA-931287038-801756-
o
1
1.050.000 25% ”S v
1.000.000 24% %

2014 2015 2016 2017 2018 2019 2020 2021

mmm Number of investors (left axis) ==@==Share of danes that invest (right axis)

Source: Tax register data, all Danes having invested free assets

Covid-19 aside, a political initiative has also supported the developments. The so-
called “savings in shares account” is targeted to small retail investors since it is
easy to use, and it gives a significant tax incentive. The account had a limit of
50.000 DKK when it was launched in 2019, and the limit was raised to 100.000 DKK
by 15t of July 2020. After the cap was raised, the number of accounts rose by
200.000 over 2 years.

Number of accounts 2019-2022

300.000

250.000

200.000

150.000

100.000

50.000 . l I

|
Juni December Juni December Juni December Juni
2019 2019 2020 2020 2021 2021 2022

Source: Data supplied to Finance Denmark by Euronext
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Not surprisingly, the number of investors grow by age groups as savings grow
through life. However, numbers from 2020-21 clearly show a sharper rise in the

younger generations.

Number of investors by age groups 2014-2021

400.000

350.000

¢ 300.000 —
S
g 250.000
%5 200.000 -~
Q
2 150.000 Memo
g —_— //
= 100.000
50.000

August 28, 2023

Doc. no. FIDA-931287038-801756-
2014 2015 2016 2017 2018 2019 2020 2021

vl

e—] 8-29 years em30-39 years 40-49 years

e 50-59 years e 60-69 years emm70+ years

Source: Tax register data, all Danes having invested free assets

Calculations on the new investors every year from 2014-2021 show that only 5
pct. of new investors disinvest after one year. This illustrates that getting investors

engaged will have lasting effects on overall retail participation.

The chart below illustrates the share of investments in funds (brown) and shares
(red) in different invested wealth brackets. It clearly shows that the Danish inves-
tors increasingly invest in funds, as the invested wealth increases. However, it also
shows that “small investors” primarily invest in single shares. The latest academic
research on tax register data shows that retail investors do not diversify enough
and that they stand to lose 1,5 pct. in yearly returns due to under-diversification

of their free asseftss.

8 danske-investorers-spredning-af-akfierisiko.pdf (danskebank.com). We can pro-
vide an unofficial English translation upon request.
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Source: Tax register data

In addition fo register data, Finance Denmark has closely followed the product
offerings of full-service banks by conducting a yearly case study of their invest-
ment product offerings since 2018. The next part of the annex “Finance Denmark

case study 2019-2022" elaborates the following points:

e Full-service banks primarily offer their own products, but also provide ex-
ternally produced investment products (third party products).

e Thereis an increase in third party investment products offered through
full-service banks.

e Thereis an increase in investment products sold without inducements at-
tached.

e Total costs are decreasing on investment funds across asset classes, how-
ever, some costs might have increased as direct fees fowards the distrib-
uters.

e Customers who chose portfolio management have significantly lower
overall risk.

e Customers who chose portfolio management have on average 8 pct. of
their investments in single shares as of 2022, while customers who invest in
shares based upon advice or execution have 47 pct. in single shares.
When also assessing investments in investment funds, customers who
chose portfolio management have on average 35 pct. of their capital
invested in equity exposure, while customers who invest in shares based
upon advice or execution have on average 63 pct. in equity exposure.

e The results support that the product offerings in full-service banks are dy-
namic and trends towards more third-party products, less commission

based on inducements and more low-cost products.
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e Product governance rules are considered a cornerstone in these dynam-

ics since the banks evaluate their offerings on an ongoing basis.

2 Finance Denmark case study 2019-2022

Finance Denmark has gathered data since 2019 on all retail investors having less
than 10 million DKK in investable non-pension assets through the 6 largest full-ser-
vice banks. Measured on the balance sheet or deposit, they constitute approxi-

mately 80 pct. of the market?. It should be noted that the case study does not in-
clude client holdings in other banks nor holdings placed through investment

banks providing execution-only services.

Two data sefs were used:

- Portfolio management (managed by the bank due to an agreement be-
tween the retail customer and the bank), and

- Execution-only and Advice (managed by the retail client. Could be based

upon the retail customer’s initiative or due to advice given by the bank)

Only investors with less than 10 million DKK in investable assets were included, to
avoid skewing the results. Unfortunately, investments based on execution-only

and advice could not be separated in the study.

The following measurement is done in both data sets 2019-2022:
e Client assets by asset type
e Client assets in investment products with and without inducements at-
tached.
e Client assets in investment products which were produced by a third

party or internally by a close affiliate.

Results

The study shows that 750 billion DKK were invested through the banks in 2022,
where 40 pct., 300 billion DKK, were invested through portfolio management
agreements, and 60 pct., approximately 450 billion, were invested upon through
non independent advice or execution-only. Surveys of Danish retail clients sup-
port that roughly 80 pct. are delegating or seeking advice and 20 pct. are exe-
cution-only clients. However, looking at the whole market including strictly execu-
tion service banks the total use of execution service is much higher (we estimate

around 40 percent).

? Danske Bank, Nordea Bank, Jyske Bank, Sydbank, Nykredit Bank and Spar Nord
Bank.
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Retail clients’ assets in porifolio management, execution-only and advice

billion DKK
500

455,2 449,2

450

400 374,3
334,5

350
300
250
200
150 Memo
100

50

0 August 28, 2023

2019 2020 2021 2022 Doc. no. FIDA-931287038-801756-

B Portfolio Management M Execution Only & Advice Vi

Source: Finance Denmark survey of the six largest full-service banks in Denmark

Of the 300 billion DKK invested through portfolio management, the vast majority,

246 billion, were invested through UCITS investment funds.

Porffolio Management by asset type

billion DKK
350
300
250
200
150 186,6
100
50 22,4
O
2019 2020 2021 2022
B Shares HAIF Other Instruments
H Certificates HETF H Bonds

B UCITS & Wealth Associations

Source: Finance Denmark survey of the six largest full-service banks in Denmark
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Of the 449 billion DKK invested through execution-only and advice, only half
were invested through UCITS funds and almost 50 pct. and a growing percent-

age are invested in single shares.

Execution and advice by asset type 2019-2022

billion DKK
500
400
212,1
300
179,7 11.2
200
100 210,8
136,1
0
2019 2020 2021 2022
B Shares HAIF
Other Instruments M Certificates
HETF H Bonds

B UCITS & Wealth Associations

Source: Finance Denmark survey of the six largest full-service banks in Denmark

Looking at the funds and focusing on the risk exposure, the differences between
portfolio management and execution-only and advice widen. Looking at 2022,
the average equity exposure in portfolio management was roughly 50 pct. while

75 pct. in the advice and execution-only segment.

Looking solely at advice and execution-only where inducements are allowed,
there is a yearly drop since 2019 in the invested assets in investment funds with in-
ducements attached. This can be explained either in client flows fowards prod-
ucts without inducements or by funds that remove inducements as way of pay-

ment.
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Investment funds with and without inducements attached 2019-2022

250 88%
86%
200
§ 84%
(=)
< 150 82%
5 80%
s 100
=]
< 78%
50
76%
0 74% Memo
2019 2020 2021 2022
Hm Receives inducements mm Does not receive inducements

e Percentage of inducements August 28, 2023

Doc. no. FIDA-931287038-801756-

Source: Finance Denmark survey of the six largest full-service banks I

Portfolio management data indicates that the banks primarily sell their own or af-
filiated produced investment products and that the share of externally produced

products is low and without a frend over the period.

Finance Denmark has estimated that 58 pct. of fund investors will pay more
should they pay an annual fee of 180 euros directly to the distributor for invest-
ment advice and suitability tests instead of through inducements. This estimate
does not take tax and VAT into account which would result in an even larger per-

centage being better off paying through inducements.

Estimation of proportion of funds investors
who will pay less and more in fees after a ban

42% 58%

0% 20% 40% 60% 80% 100%
W Investors who will pay less in total fees after ban

H Investors who will pay more in total fees after ban

Source: Estimate from Finance Denmark based on client holdings from tax regis-

ters and average market inducement rate
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Looking at advice and execution-only, the share of externally produced prod-

ucts grow every year since 2019. The result implies that the retail investors buy

more investment products produced by competing investment banks and their

affiliates than previously, 20,8 pct. in 2022.

Execution and Advice - AuM put in dffiliate investments

200
180
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100
80
60
40
20
0
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Source: Finance Denmark survey of the six largest full-service banks in Denmark
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Execution and Advice - investment funds overall strategy (Active/Passive)
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Source: Survey of the six largest full-service banks in Denmark
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Looking at execution and advice we also see a trend fowards more passive and

low-cost investment funds and looking at the average product costs of the retail

investor, it has fallen over a long period across asset classes. There might have

been a shift towards more direct payment for distribution services that is not cap-

tured by the product costs alone.
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Focusing only on the product costs of investment funds offered to retail clients,
we see a strong falling frend in the costs in the period 2015-2021. These are ac-
tual cost data from funds annual accounts gathered yearly since 2015 by Fi-
nance Denmark. The total cost measure is a Danish measure which includes all
fund costs components. Entry and exit costs are spread over 7 years for compa-
rability reasons. There is a clear falling trend throughout the period 2015-2021

within almost alle fund categories in the Danish retail funds.

Total cost (AuM weighted) - Equity funds targeted retail clients
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Total cost (AuM weighted) - balanced funds targeted retail clients

Balanced Balanced Flexible Balanced High Equity Balanced Low Equity
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