* *
* 5 Kk

European
Commission

Disclosure, inducements, and
suitability rules
for retail investors study

Final report

,r

P

May = 2022 - corrected in February 2023




Title of the document

Written by:
Kantar: Daniela Uli¢na, Maté Vincze, Marius Mosoreanu, Maxime Hayet, Raphaél de Landsheer, Osmo

Jarvi,
Milieu: Véronique Bruggeman, Julija Sproge, Sarah Fialon
CEPS: Willem Pieter De Groen, Cosmina Amariei, Inna Oliinyk, Jelmer Nagtegaal

ICANTAR PUBLIC

In cooperation with

Directorate General for Financial Stability, Financial Services and Capital Markets Union



Disclosure, inducements, and suitability rules for retail investors study

Disclaimer: Following a request from the European Commission for further details regarding the study’s
findings as regards the costs of inducements, Kantar acknowledged an error in a previous version of the study.
Kantar confirmed that for the sample analysed, which covered 176 financial products, costs for products that
carry inducements are 24-26% higher than those products which do not carry inducements, and not 35% as

previously reported.

Other research, including from the industry, consumer organisations and the European Securities and Markets
Authority (ESMA), confirms the significance of inducements in the total costs charged to investors.

EUROPEAN COMMISSION

Directorate-General for Financial Stability, Financial Services and Capital Markets Union
Unit FISMA.B.3 — Retail financial services
E-mail: ec-fisma-contracts@ec.europa.eu

European Commission
B-1049 Brussels

Page 3 of 357




EUROPEAN COMMISSION

Disclosure, inducements, and
suitability rules
for retail investors study

Final report

Directorate General for Financial Stability, Financial Services and Capital Markets Union



EUROPEAN COMMISSION

LEGAL NOTICE

Manuscript completed in May 2022
Revised February 2023

This document has been prepared for the European Commission however it reflects the views only of the
authors, and the Commission cannot be held responsible for any use which may be made of the information
contained therein.

The European Commission is not liable for any consequence stemming from the reuse of this publication.

Luxembourg: Publications Office of the European Union, 2023

© European Union, 2023
Reuse is authorised provided the source is acknowledged. The reuse policy of European Commission
documents is regulated by Decision 2011/833/EU (OJ L 330, 14.12.2011, p. 39).

For any use or reproduction of photos or other material that is not under the copyright of the European
Union (*), permission must be sought directly from the copyright holders.

PDF ISBN 978-92-76-99762-7 doi: 10.2874/459190 EV-04-23-125-EN-N

Page 5 of 357



EUROPEAN COMMISSION

Contents
EXECUTIVE SUMMARY Loutiitiiititittie et ettt s e e e e ts e s e e et s et e e e a s e s e e e et aae s e e et aeananens 8
1.1. Study approach and methodology .....oviiiiiiiii i e 8
1.2. Main trends in the supply and distribution of retail investment products.............. 9
N T B T F=Yo] (o =] U [ o = PP 12
1.4, Inducements and @dVICE ..ocvviiiiiiiiiii it e s e aens 18
1.5. Suitability assessments, demands and needs tests ......cooeviiiiiiiiiiii i 26
1.6.  Transversal CONCIUSIONS. . .uuiii it e e e e s r e e e ane e rnens 32
L\ I 116 L I 1 PP 34
2.1. Rationale for policy actions in the area of retail investor protection.................... 34
2.2, Study ODJECHIVES ..o 36
2.3, Structure of the report .. 37
METHODOLOGY ..ttt ettt ettt et et e e e et e e ettt et et e et e e e et e e et e e e e aeaeaaees 39
3.1, Legal reS@arCh vt e 40
3.2. Non legal desk research at national level: mapping product catalogues and
scoring information dOCUMENES ... e eeens 42
3.3,  Stakeholder INTerVIEWS ... e e e e e s 43
3.4, MYSEErY SNOPPING oieiiiiiiii e 44
3.5. Survey and behavioural experiment.......c.coiiiiiiiiiiiiii 45
3.6. Scope of the @ssignmEnt ...t 49
MAPPING OF PRODUCT DISTRIBUTION ...uuiitiitiiiiiiiieiiie ittt senessneseneensnnsnennanenes 57
4.1. Summary of main findings regarding the development of household assets, retail
investment product ownership and product offering developments .................... 57
4.2. Development of household financial @ssets .......cccvveiiiiiiiiiii e 58
4.3. Sample of distributors assessed for product distribution mapping...................... 64
4.4, Retail investment product offerings across countries studied............cccvvvvviiiennnns 67
L T = - 1 o | PR 70
L YR o ¥ U1 o= (o=l (o] g g] o 1= 1 1= T 77
4.7.  Other distribULOrS . u i 82
IS CLOSURE ittt ittt et et et et ettt 86
D L. INErOdUCHION . et e 86
5 2. REIBVANCE ittt e 90
I J @0 =1 o =1 ol P 101
o I o i = To w1V V=T P 152
oI TR = i ol 1= o T P 215
o TR = U - Vo [ [=Ta IRV Z= 1 L <P 220
INDUCEMENTS AND INVESTMENT ADVICE ... .ciuiiiitiitiiiitiieit et enessnesneneeenes 223
6.1, INErOdUCION. ..t e 223
6.2. Professional advice as part of the investor Journey .......ccovviiiiiiiiiiiiiiieeenn 225
6.3. Relevance of rules about advice and inducements .........cccoveiiiiiiiiiiii i 242
6.4. Coherence of rules about advice and inducements.........cocviiiiiiiiiiiiiiine e, 249
6.5. Effectiveness of rules about advice and inducements ..........cccoviviiiiiiiiiienneens, 261
6.6, EffiCIBNCY v 299
6.7. EU @dded ValUe ..ottt e e 301
SUITABILITY ASSESSMENT AND NEEDS AND DEMANDS TEST ...iivtiiiiiiiiiiiiiieieneinensn 303

Page 6 of 357



EUROPEAN COMMISSION

7228 P 1 1 /o Yo 11 T uf o ] o 303
20 > U= 1= o L= 305
228G T {0 o =T = o ol 318
22 T = & <Y ol A V7 =Y o 1= 325
7.5 EffiCINCY e 341
72 S T = O Y [ [T I 7T 1T 345
TRANSVERSAL CONCLUSIONS ...ttt ittt it iite it seneeetseaaesanssraseraseranesanssenarennnens 347
AN X E S ittt ittt ittt te st ia e e it et e e b e e e e et e ar e r e b e e e aeararaaaraas 355

Page 7 of 357



EUROPEAN COMMISSION

1. Executive summary

Financial markets, within and beyond the EU internal market, are characterised by their
complexity, with the risk that decisions made by consumers do not necessarily serve their
real needs when entering these complex market as (potential) private buyers - but rather
benefit the suppliers or intermediaries involved in the sale of financial products. The
diversity of the products and the way they are presented makes it challenging for many
consumers to perform a thorough and rational screening of information and make an
informed decision process by weighing up the (absolute and relative) risks and costs of
different investment offers against their (potential) returns.

There is therefore a risk that (new) investment decisions are being driven by factors other
than rational choice. EU legislation in the area of retail investor protection aims to address,
at least partly, challenges stemming from the information asymmetry and lack of product
transparency. It aims to make the supply of financial products more easily “navigable” for
consumers through pre-contractual disclosure and also to ensure that advisors act in the
client’s best interests and are able to offer impartial advice on the basis of a clear
assessment of the client’s needs, objectives and financial situation. It aims to prevent
conflicts of interest and ensure sure that potential conflicts of interest are disclosed.

In this context, the European Commission commissioned a study to feed into the
development of the retail investment strategy announced for 2022, which is one of the
actions planned under the Capital Markets Union’s Action Plan!. The aim of the Retail
Investment Strategy is to respond to new challenges in the market, such as the increasing
digitalisation of investment advice and the use of digital distribution channels. The
objectives of the Retail Investment Strategy as defined in the CMU Action Plan are
expected to ensure that retail investors in the EU:

e benefit from adequate protection;
e are offered bias-free advice and fair treatment;

e have access to open markets with a variety of competitive and cost-efficient
financial services and products; and

e are provided with transparent, comparable and understandable information about
products.

’

The CMU Action Plan also defines 16 action areas. Action area 8 - building retail investors
trust in capital markets - covers issues at the core of this study, notably inducements and
disclosure.

1.1. Study approach and methodology

The methodology for this assignment was designed so as to capture the whole process of
retail investor decision-making, from searching for information, reviewing information
documents to undergoing a suitability assessment/ demands and need test and receiving
advice. The objective was to study and analyse the investment environment the investors
are in, with an analysis of the product costs, current practices in advice and product
provision. This was then supported by legal research and further analysis.

This research was then analysed under the light of the Better Regulation criteria to
understand whether the current legal framework on disclosure, advice, inducements and
suitability assessments is relevant, coherent, effective, efficient and has EU added value
for consumer protection.

To reach those goals, the methodology covered a detailed review and assessment of the
legal framework at EU and national levels; it also assessed the practical implementation

1 Capital markets union 2020 action plan
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of rules by reviewing and scoring a sample of information documents, undertaking a
mystery shopping and carrying out a consumer survey with an integrated behavioural
experiment. These were complemented by a series of key informant interviews with
stakeholders representing different parties (regulatory authorities, consumer protection
associations, industry representatives and distributors/ manufacturers). The figure below
provides a snapshot of the sources of data for this study.

The primary data collection focused on 15 EU Member States (Austria, Czechia, Germany,
Greece, Spain, Finland, France, Ireland, Italy, Latvia, Luxembourg, the Netherlands,
Poland, Romania and Sweden). These were selected as to cover a wide range of situations
regarding levels of take-up of retail investment products, market characteristics and
geographical diversity.

Figure 1-1 - Main sources of data

Mapping of product
catalogues across 240
distributors in 15 Member
States

Review of academic

research and applied ) L
research covering all Gather_mg._ reviewing and
scoring information

aspects of the stud
o Y "II documents for 560 retail

(disclosure, inducements, . -
investment products in 15

advice, suitability
assessments, demands and Member States

Detailed review of EU

needs tests) levellegal framework
(IDD, UCITS, PEPP,
PRIIPs, AIFMD, MiFID I,
Solvency I, DMFSD
and E-commerce) and 128 gualitative and in-depth
Mystery shopping covering national rules interviews with 249 key
240 observations for informants covering national
traditional distribution regulators, consumer
channels in eight of the protection bodies, industry
selected Member States and associations and distributors/
additional observations for 13 manufacturers in 15 Member
robo-advisors States
o)
in ten V=)
of the selected Member Q

States.
Source: Consortium.
1.2. Main trends in the supply and distribution of retail investment products

European household financial assets have more than doubled over the last 20 years2. The
main driving forces behind this development are cash and deposits holdings (33%)
together with investments in insurance and pension products (35%). The composition of
household financial assets varies considerably across EU Member States. While some
countries (e.g. Greece, Luxembourg and Poland) have very large holdings of financial
assets in currency and deposits, others (e.g. Ireland and the Netherlands) have much
higher proportions invested in insurance products and pension funds. In Czechia, Finland,
Latvia and Sweden households invest just over one-third of their assets in shares,
compared with between 10% and 24% in the remaining countries. The 15 countries
covered in the study can be grouped as follows according to the proportion of household
financial assets by type of asset:

e low levels of investment: 45% or higher share of financial assets are in currency
or deposits (CZ, EL, LU and PL);

2 Eurostat (2021). See more on the results in section 4.2
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e investments primarily in insurance and pension products: 35% or higher share of
financial assets are invested in these types of products, while the share invested in
other types is low (DE, IE, NL);

e mixed investment: there is a mix of investments in shares, pensions and insurance
products and possibly investment funds (AT, ES, FI, FR, IT, LV, RO and SE).

This diversity between countries is also apparent when comparing the share of persons
who hold retail investment products and when looking at the types of products acquired.

When looking at the population of banked citizens in the 10 countries covered by the
consumer survey, the study found that just over a quarter (28%) of them have already
invested in financial products, while another quarter of respondents were actively looking
to invest (11%) or interested in investing their savings (14%). These two segments are
people who have currently no experience in investing but have funds to invest and are
interested in making that step. These are the people for whom the legal framework
covered in this study is highly relevant. On the other hand, despite having savings, nearly
a quarter of respondents were not interested in making financial investments (23%). For
this segment, measures other than disclosure or advice would be needed if the policy
intention is to make investments more attractive to them as those only reach the
population who is already looking into investments. The remaining respondents were
citizens who at the time of the survey did not have savings. The share of retail investors
in the population was highest in Sweden and lowest in Poland and Greece among the
countries covered. The Netherlands and France have a high share of people with savings
but who are not interested in investing.

Figure.1-2 - Share of consumers who have or are interested in getting financial
investment products

Q:When it comes to savings and investments, which one of the following better reflects your personal situation?

10 countries — all respondents All respondents

20%
&l [
22%
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12% 15% 5 11%
16% 2% 15%
% 159
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17%

13%
10% y

6% % 7% 44
34%
29% || 29%
°°HH“MM

C:w

"
No savings
m Has already invested in financial products
Has savings and is looking to invest in financial products
Has savings and is interested to invest in financial products
m Has savings but NOT interested in investment products

Source: Consortium based on the consumer survey.

Across the 10 countries covered most respondents who have already invested stated that
they held investment funds (46%). Another 38% said they held listed shares, 30% life
insurance and 27% pension products. It is noteworthy that crypto-assets were the fifth
most frequently mentioned type of products. Some 16% of respondents with investments
stated that they held crypto-assets, i.e. the same share as for ETFs. The proportion is even
as high as 37% of investors in Romania and 31% in Greece. In both cases these are
countries with a rather low proportion of investors, but where the investors who do have
financial products tend to have a mixed portfolio without one predominant product type.
The two countries with a high proportion of investors (FI and SE) tend to have a high
proportion of investors who hold listed shares or investment funds.
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Figure.1-3 - The types of investment products held by persons who state that they have at least one investment product

Q: In which of the following financial product or service did you invest in?

Top 5 products categories per country - Only respondents who already have financial investment products
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Source: Consortium based on the consumer survey.
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The main drivers of the demand for retail investment products in the previous period were:

e Jlow interest rates have encouraged consumers seeking higher returns on their
savings to invest in capital markets;

e focus on products with lower costs to investors, which are increasingly present on
the market and are attractive to investors because of their simplicity and have
gained traction in several countries (Finland, the Netherlands and Poland);

e growing supply of products labelled as sustainable which also attracts new profiles
of investors; and finally

e a boom in the demand for crypto-assets in particular among the younger and risk-
seeking segments.

Figure.1-4 - Main drivers of growing demand for retail investment products

Booming demand for Low interest rates
crypto-assets

Growing demand
for retail

Supply of products investment
labelled as sustainable products

)

Source: Consortium.

In terms of distribution, the breadth of retail investment products offered by a given type
of distributor varies. Banks and insurance companies tend to offer retail investment
products from multiple product categories. Smaller distributors, such as traditional/online
brokers and fund supermarkets, generally specialise in distributing retail investment
products from one or few categories. For example, traditional/online brokers are highly
likely to offer securities, structured products and derivatives, but rarely distribute
insurance products. Fund supermarkets tend to specialise even further and, in the
countries studied, offered solely investment funds.

Still looking at distribution, some retail investment products are more widely available
than others. Investment funds are distributed by nearly every type of distributor, whereas
securities are mostly offered by banks, traditional/online brokers and trading platforms.
When looking at securities, shares are more likely to be offered than bonds, especially in
the case of trading platforms. Insurance products are rarely offered by distributors other
than insurance companies and banks.

1.3. Disclosure

Disclosure requirements are laid down in a large and multi-layered set of legal measures
at EU level. Retail investors are required to be provided with a Key Information Document
(KID) or a Key Investor Information Document (KIID) and in some cases also a Prospectus
depending on the product category. Additionally, depending on the products and/or
services offered and the applicable legislation, further pre-contractual information
documents may be required. The legal frameworks covered in the study report a number
of requirements for these types of documents with the intention of ensuring that the
documents are transparent, comparable and ultimately enable prospective investors to
make a more informed choice.
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1.3.1. Relevance

This study shows that disclosure is a necessary but insufficient means to support
retail investors in making their choice. It meets some investors’ needs and addresses
some behavioural biases affecting the decisions of prospective investors because these
documents aim to make their choices more rational. However, there are other behavioural
biases which, in turn, inversely affect the effectiveness of disclosure.

Disclosure aims to improve the comparability and intelligibility of products through
information documents. The former assumes that people interested in investing search for
and compare multiple products. The consumer survey showed that 76% of those who hold
at least one investment products do make comparisons before making their choice: 40%
compared products of the same type while another 36% compared different types of
products.

The types of content that the legal framework requires disclosure documents to include
(products description, risk, past and expected future performance, costs, holding period)
are also highly relevant for consumer choice and consumer protection through product
understanding. These are the information categories that most prospective investors are
interested in when making their choice. They are also categories that are essential to
understand not only the potential gains but also the risks associated with a given
investment.

However, there are also limits on what the current disclosure framework can
achieve. First, in terms of key success factors for ensuring effective disclosure. Some
factors are not sufficiently addressed in the legal framework or its application. In
particular, the templates reviewed as part of this study are not “engaging”. Engagement
is a precondition for understanding and subsequent decision-making. While the current
legal framework emphasises accessibility and availability, it does not provide for the
information documents to be engaging for users so as to capture their attention. Although
the standardisation covers some items that improve understanding (using common
reference points for comparison such as standardised risk indicators), it does not overcome
the complexity of the terminology or that of costs. This complexity, even when presented
in a standardised manner, does inhibit understanding. There is limited focus on the
environment and context in which the disclosure is to be used which would encourage
consumers to use the information in the disclosed documents to take action. There is also
limited focus on reducing the inconvenience involved in searches or comparisons.

Finally, the legal framework for disclosure documents seems to respond to multiple
policy challenges. Depending on the underpinning challenge, the relevance of disclosure
as a solution to the problem will differ. Disclosure can be expected to be more or less
relevant:

e Given the transparency that disclosure documents provide, disclosure is conducive
to the objective of consumer protection. It provides evidence that can be used in
the event of any litigation.

e There is mixed evidence about the usefulness of disclosure documents to support
optimal choice of people already engaged in selecting a financial investment
product, considering the limitations discussed above. However, for those investors
who are interested, engaged and financially literate, these documents do provide
a tool that allows them to make comparisons.

e There is no evidence that disclosure could encourage those consumers who are not
considering financial investments to choose this form of investment over other
means of safeguarding and making their savings work for them. For this segment
the current formats of key information documents which are dense, long and
complex could in fact have the opposite effect.
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1.3.2. Coherence

Overall, the requirements for format, readability, clarity, conciseness, language use and
comprehensive coverage are coherent between the different legal frameworks.

All the legal frameworks require that pre-contractual information should be disclosed “in
good time"” before the retail investor is bound by any contract or offer relating to the
product or service, with only PEPP, MIFID II and PRIIPs further specifying at which point
in the consumer journey this disclosure occurs. Only PEPP includes specific timing
conditions in the case of information provided online. The effectiveness analysis shows
that practices differ between distributors that provide disclosure documents early in the
process (during the first contact) whilst, in another half of the cases, disclosure documents
are not provided at this point. These different practices can be seen as compliant with the
“in good time"” requirement but, in practice, disclosure at the time of the contract signature
is likely to be too late to allow consumers sufficient time to use this document to inform
their choice. There is therefore a certain gap in the definition of “in good time” which would
ensure that KIDs and KIIDs are used as the main resource for the consumer’s decision-
making. This is also highlighted in recent case law.

All pieces of EU legislation include the option to communicate the pre-contractual
information through various means, i.e. on paper, on a durable medium other than
paper under certain conditions, and on a website under certain conditions. PEPP places
great emphasis on the digital environment, something only taken up (partially) in MiFID
IT - where disclosure on paper is only available if so requested by the potential retail client;
otherwise, the pre-contractual information must be offered in an electronic format. From
a legal point of view, an inconsistency has been created where one information document
is provided to the retail investor in paper format while another one is available only online.
For example, in the case of face-to-face purchases, PRIIPs KIDs are — according to the
regulation - provided in paper form by default, although they often are in digital form for
online sales. On the other hand, the MIFID II pre-contractual information is provided
electronically (unless requested otherwise). This does not facilitate a comparison of the
services related to various products. Generally, it would be advisable, also with regard to
the means of communication, to future proof the relevant legal provisions and place
greater emphasis on the digital environment.

There are two reasons for this emphasis on digital formats:

e a web-based, interactive format allows different layers of information, thereby
ensuring the salience of the most important items and minimising information
overload; and

e it also reflects the growing role of digital platforms and robo-advisors as distribution
channels.

The requirements regarding the introductory section of the pre-contractual
disclosure documents are broadly coherent, with the exception of the explanatory
statement in the UCITS KIID, which refers neither to understanding the “costs, potential
gains and losses” nor comparability with other products. Only PRIIPs requires a
“comprehension alert” for products that are potentially harder to understand for the
average retail investor. However, the UCITS KIID will be phased out for retail investors
and replaced with the PRIIPs KID on 1 January 2023.

Some overlapping information requirements are present in EU legislation related to
the sale of IBIPs (also underlined by EIOPA). EIOPA suggests addressing this issue of
duplication (overlapping information requirements) by proposing, in certain cases, the
non-application of DMFSD for IBIPs sold online or the non-application of Solvency II for
IBIPs.

The methodologies for calculating risks in the PEPP KID and the PRIIPs KID are
largely consistent and coherent. Variations can be explained by the difference in nature
of the product risks (e.g. potential negative value, linearity of the risks, average maturity,
etc.).
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Some concerns were expressed during interviews regarding the comparability of
performance disclosure in the PRIIPs KID for its application in the insurance sector.
Interviewees expressed a concern that the KID requirements were developed for
investment funds and are ill-adapted to insurance products. Some interviewees mentioned
that there are certain elements which are specific to insurance-based investment products
(biometric risk) that do not find an appropriate placeholder in the KID. Another example
given by interviewees was that the KIID for mutual funds informs clients on the fund’s
past performance, while the KID for insurance products informs the client about the
expected performance. However, the UCITS KIID will be phased out for retail investors
and replaced with the PRIIPs KID on 1 January 2023.

The regular (at least annual) review of KIDs and KIIDs provided for under PEPP, PRIIPs
and UCITS is regulated in a coherent manner.

The study shows that the comparability of costs across products has not (yet) been
achieved and retail consumers are facing uncertainties. Existing issues mostly relate to
technical aspects, such as differences in the reference period, different methodologies,
etc. and to reconciling the overall costs with the breakdown of the costs. This was
highlighted not only in the interviews but also in the review of information documents as
part of effectiveness analysis. Practical incoherencies have also been mentioned in ESMA's
Technical Advice.

1.3.3. Effectiveness

The analysis of effectiveness of disclosure focused on outputs (availability of information
documents and the extent to which these are provided to clients, their compliance and the
extent to which clients are encouraged to read them), results (clarity and comparability of
information documents) and impacts on consumer decision-making.

Information documents are generally available and accessible when a consumer
searches for them. For the vast majority of products covered in the mapping of information
documents accessing the information documents through a web-based search was not
challenging. That means that if retail investors are looking for such documents they will
usually find them easily. However, the use of information documents when giving
information to consumers varies. They are not systematically provided to potential
clients at a very early stage of their search trajectory. Only 54% of mystery shoppers
received a key information document or were referred to one online when they were
simulating the first contact with an advisor. It is possible that these advisors might have
provided the document at a later stage which would however be too late to inform the
decision-making. Furthermore, a substantial proportion of the shoppers were provided
with other documents, which might actually contribute to information overload.

The vast majority of information documents reviewed were compliant and complete
in terms of items covered. They were also for the most part up-to-date. There is however
a notable difference in the completeness of information documents for investment
products (generally good) and that of insurance and pension products. When comparing
information documents against a standard set of categories, pension and insurance
investment products have many more gaps than the investment products reviewed. This
could however be due to the fact that for these products’ disclosure is typically
personalised and hence provided during advice sessions.

Whilst the distributors interviewed state that they encourage consumers to read the
documents and also require them to sign an acknowledgement that they have read the
documents, in practice only around half of the information documents reviewed
contain nudges for reading. Similarly, only around half of the mystery shoppers who
received an information document were verbally encouraged to read it. Furthermore, the
review of information documents shows that they are rarely engaging and that their layout
is frequently very dense and therefore not reader-friendly. Other studies reveal similar
limitations of disclosure.
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In terms of results, the country researchers who screened the information documents tend
to consider that the information in them is clearly presented. It is accurately labelled
and correctly structured. Information about costs is the one that tends to be considered
as the least clear, because it is most likely to contain inconsistencies as well as complex
terminology. Clarity however is not equivalent to usefulness for comparison or
comprehension purposes. The comparability of information documents was rated lower
than the clarity of the information provided. In particular across product categories the
information documents were rarely considered as comparable. Comparability within the
same product type is in general rather good. Insurance and pension products were scored
lower in terms of clarity and comparability than other types of products reviewed across
all categories of items.

Finally in terms of impacts, the behavioural experiment confirms the mixed findings
of other studies. The experiment found that for insurance product and UCITS, the
disclosure documents similar to status quo were effective in supporting optimal choice.
However, this is not the case for structured notes and Portfolio Management Services
(PMS). For the latter two categories, fewer respondents chose the optimal products than
if they had made the choice at random. The same pattern was found when testing the
effectiveness of different alternative disclosure formats. While for UCITS and pension
products some disclosure formats proved more effective than the status quo, this did not
hold for PMS and structured notes. The complexity of these products outweighs the
potential benefits of the disclosure document meaning that the document does not help
the consumer make the right choice. Even when controlling for a number of other
variables, the product category is the most impactful variable in terms of explaining the
differences in results observed. Another factor that counts is the consumer’s financial
literacy. Overall, the findings confirm that even when the documents differ only on one
variable (costs) it is still complicated for consumers to decide which product would be the
most financially advantageous for them. The simplified one-page document has not
succeeded in overcoming the complexity of this decision-making in the case of complex
products with which people are not familiar with.

1.3.4. Efficiency

The cost-effectiveness of requirements regarding disclosure through information
documents is high. The study estimated that the total ongoing costs for all three main
product categories (investment funds, pension products and insurance products) are
approximately 570 million euro per year. When estimating the cost per client we arrive at
a unit cost of €3.86. The estimated cost represents approximately 0.0017% of the net
asset value. These costs were estimated based on assumptions linked to the following
tasks:

e Preparation of non-personalised pre-contractual information documents; and the
regulatory cost for UCITS/AIF.

e Preparation of personalised pre-contractual information documents where these
are required (individually recording client data, completing template, verifying,
printing for personalised KIDs).

¢ Making information documents available to retail investors before closing the
agreement.

e Preparation of periodic/updated (personalised) information documents.
¢ Making updated information documents available, responding to questions.

The costs are lower for investment funds where pre-contractual disclosure documents are
not personalised than for pension and insurance products where pre-contractual disclosure
is personalised. However, the personalisation of disclosure does bring additional benefits
to clients which go beyond the generic non-personalised disclosure.
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It needs to be emphasised that the costs calculated in this study are gross administrative
costs. Not all of these costs can be considered as an administrative burden since ideally
an efficient company would have information documents with content similar to KIDs,
explain them to clients, send out annual reports on performance etc., even in the absence
of the regulations within the scope of this study.

1.3.5. EU added value

The EU added value for the legal framework regarding disclosure stems primarily from the
standardisation of key information documents across all EU countries. The
information documents across the EU countries covered are highly standardised and adopt
the same content categories across the legal requirements. Harmonisation of the risk
indicator as well as other content categories makes products more comparable across
borders which could not be achieved through action at the level of individual Member
States. This creates transparency on the market and enhances consumer protection
through detailed and clear disclosure.

In the absence of an EU legal framework it is likely that countries would have
adopted diverging disclosure requirements. The fragmentation of disclosure
requirements would lead to differences in the level of consumer protection. It would also
imply that manufacturers and distributors operating in multiple countries and selling
products in multiple countries would have to comply with different sets of rules which
would increase the costs of producing and updating disclosure documentation.

Furthermore, in the absence of a common EU legal disclosure framework, retail investors
across the EU would suffer from differences in their level of protection. Inconsistent
national frameworks for disclosure would mean that in some countries consumers would
benefit from better tools and templates for disclosure, thereby simplifying comparisons
and decision-making, while in other countries the practices in place would be in place.

However, the EU added value of the legal framework is also negatively affected by the
fact that the current disclosure regimes do not systematically make it easier for
prospective investors to identify the most advantageous product as described under
effectiveness. The fact that disclosure does not overcome barriers driven by product
complexity lowers the overall effectiveness of the legal framework and subsequently also
its EU added value.

1.4. Inducements and advice

Professional advice is a key factor in influencing the decision-making of retail investors.
However, investment advice is also marked by strong information asymmetries
between advisors and potential investors which put consumers in a vulnerable situation.
This vulnerability can be further exacerbated by the inducement and remuneration
mechanisms between product manufacturers and advisors which can result in product mis-
selling. The EU legal frameworks covered by this section therefore aim to improve investor
protection through rules on advice and inducements. The legal frameworks concerning
inducements in the context of investment advice? covered in this chapter aim to:

e Minimise advisor conflicts of interest so as to ensure the advice delivered to
prospective clients is in the consumer’s best interests;

e Inform the prospective client whether the advice given is independent or non-
independent and whether the advisor receives an inducement for the sale of a given
product so that consumers are aware of the relationship between the product
manufacturer and the distributor and take it into account when making their
investment decision;

3 This chapter focuses on the inducements in the context of investment advice. For a detailed discussion on the advice provision of

advice to the clients, please consult Chapter 7 “Suitability assessments, demands and needs tests”.
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More generally improve the quality of advice, ensure that advisors meet minimum
requirements in terms of knowledge and competence and more generally reinforce
the duty of care of retail financial product distributors, as well as to make sure that
the client is well informed and understands the advice.
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Figure.1-6 — Summary of key findings on inducements and advice

Pros v

Existence of mis-selling cases supports need
for rules about advice

High complexity of certain products also
justifies rules that condition the selling of
complex products

Disclosure of inducements does provide
transparency for the market

Cons x:

Disclosure of inducements is not directly
relevant for consumers’ choice and the extent
to which they question or not advice received
Pros v

The legal frameworks use similar
definition/concepts, presence of specific
tests, conduct of business and conflict of
interests rules. Both IDD and MiFID I
contain requirements regarding the
disclosure of inducements

Cons x:

MiFID Il regime prohibits inducements
unless conditions are fulfilled while IDD
allows inducements. In practice
inducements remain relatively
widespread also under MiFID
Information to be disclosed about
inducements varies and is not easily
identifiable for pension and insurance
products

Differences between the legal
frameworks at EU level and those at
national level — in particular for quality
enhancement tests

Source: Consortium.
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Allows consistent consumer protection in the EU

added value is somewhat diminished
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1.4.1. Professional advice as part of the consumer journey

As part of this assignment, we undertook a segmentation of consumers surveyed according
to a number of characteristics which are likely to make them more or less vulnerable when
faced with inadequate advice. Five consumer segments were identified, two of which were
mentioned above: struggling consumers (people with no savings) and those not interested
in investments (people with savings but no interest in financial products). Disinterested
consumers are much more likely than the other segments to believe that making a choice
of investment product is complicated and not to have confidence in their own ability to do
so. The other three segments of consumers who are considering investing or have made
investments are shown in the figure below, followed by a chart which shows the size of
each of the segments in the population of the 10 countries covered by the survey.

These segments show that the consumer needs and expectations vis-a-vis
professional advisors differ. Experienced and confident investors are much more likely
to make their own decisions, possibly using digital tools allowing comparison or robo-
advisors. In contrast, vulnerable potential investors are likely to seek and follow advice as

they do not trust their own decision-making capacity.
AN g |

Experienced and confident

Figure.1-7 — Three segments of (potential) investors

Vulnerable (potential)

Cautious (potential)

investors

Consumers who either have
already invested in financial
products or are interested/
considering doing so. Low/
medium confidence in
making financial investment
decisions on their own. They
also tend to have a low to
medium level of financial
literacy. Medium trust in
advice.

investors

Consumers who either have
already invested in financial
products or are interested/
considering doing so. They
have medium confidence in
making investment decisions
on their own. Medium to high
level of financial literacy and
the same when it comes to
trust in advisors

investors

Consumers who typically
have invested in financial
products. Have high
confidence in making

investment decisions. High

level of financial literacy.

Mixed trust in advice but this

is mitigated by their own
proficiency

Source: Consortium based on the consumer survey analysis.

Figure.1-8 — Share of each segment in the population of 10 countries covered

Struggling Disinterested Vulnerable Cautio.us Experieqced
consumer in potential (E)otentlal) an<_j confident
investments investor investor investor
24% 23%

Source: Consortium based on the consumer survey analysis.
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When it comes to sources of advice for those who have made investments or actively
sought to invest:

e Professional advice is only one type of advice people receive.

e Many people receive informal investment advice (28% of respondents), with family,
friends or peers representing an important source of influence on their investment
decisions.

e However, people also make investments in financial products without seeking
advice (23% of investors invested without receiving advice).

Another notable fact shown in the survey data is the role of digital advice or digital tools
that guide consumers in their choice. Some 14% of respondents stated having received
digital advice or used a digital tool. In other words. While digital advice remains in the
minority it is not negligible, as today more than 1 in 10 investors/ aspiring investors use
it.

Independent advisors are a source of professional advice for more than a quarter of
respondents in the study (28%). On the other hand, 45% of respondents got their advice
through distributors that are not seen by them as independent.

1.4.2. Relevance

The existence of cases of the mis-selling of financial investment products prior to the
introduction of MIFID II, but also in the more recent period, supports the need for clear
rules to ensure that advice given to consumers is in their best interest rather than being
driven by the financial interests of advisors or other market players. Because of the
asymmetry of information between advisors and retail clients which can be detrimental to
the client, and also in view of the importance of maintaining a high level of trust in advice,
it is strongly recommended that the regulatory authorities should review practices that
could lead to inappropriate advice. Consumer trust in advice and more generally in the
financial markets is correlated with willingness to invest. Thus, trust is one of the factors
that boosts the market participation of retail investors. However, trust is also associated
with a higher likelihood that consumers will follow the advice that they are given. The
higher the level of consumer trust, the more likely consumers are not to question the
advice they receive and to follow it. This further reinforces the need to ensure that the
advice is adequate. Considering that an important aim of the Commission’s planned Retail
Investment Strategy will be to increase consumer participation in financial markets,
building consumer trust is a prerequisite. For the trust to be sustained, the quality of
advice is important.

The rules about which products can be sold on an execution-only basis and thus without
suitability assessments and without advice aim to ensure that only consumers who have
the capacity to make an informed choice about complex products, as well as sufficient
ability to bear losses, are recommended complex products and only when suitable. There
is a general consensus among the stakeholders interviewed about the relevance of this
distinction. The survey data also shows that indeed complex products such as derivatives
and structured products are the least understood by consumers. At the same time, the
data shows that these products represent only a very small share of household assets,
and that only a very small proportion of consumers have invested in them. While the
market continues to develop more complex products, there is agreement that only
products whose risk can be easily understood should be available through execution-only.

Finally, an important aspect of the rules examined concerns the disclosure of
inducements to clients. These rules ensure that by being informed about inducements
consumers would be made aware of the advisor’s potential gains from the sale of a given
product and thus contribute to a better-informed choice. This however is to some extent
open to question, as most consumers do not understand the concept of inducements (only
36% of respondents chose the correct statement about the meaning of inducements).
They are also primarily concerned with the overall product costs and not the costs of selling
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the product (inducements) that are being passed on to them. Disclosure of inducements
does not appear to make a substantial contribution to a consumer’s informed choice, as
discussed under effectiveness. That however does not mean that this disclosure is entirely
relevant. Instead of its effects on the consumers’ choice (which are minimal), disclosure
of inducements is relevant to improve the market because:

e the transparency can increase competition between the manufacturers and
distributors and should ultimately lead to lower prices; and

e it constitutes a basis which allows consumers to seek redress if they feel that the
advice they received was inappropriate.

1.4.3. Coherence

The “provision-per-provision” assessment of the coherence of legal frameworks shows
that, there is a significant “alignment” between the IDD and MiIFID II rules on
inducements. These use similar definition/concepts, presence of specific tests, conduct
of business and conflict of interest rules. Both IDD and MiFID II contain requirements
regarding the disclosure of inducements and, in both cases, clear information on
inducements has to be disclosed prior to providing the service as well as on a yearly basis
during the provision of the service. In this regard the legal frameworks are largely
coherent. Overall, the MIiFID II and IDD regimes are consistent in applying comparable
rules to prevent conflicts of interest in the context of continuous organisational rules and
administrative arrangements.

Nevertheless, differences between the regimes persist:

e The MIFID II regime in principle prohibits inducements, because inducements are
seen as not fulfilling an obligation to act honestly, fairly, and professionally in
accordance with the client’s best interests. Thus, inducements are allowed under
MiIFID II rules as an exception. The IDD regime in principle allows inducements to
be received as long as they do not jeopardise an obligation to act honestly, fairly,
and professionally in accordance with the client’s best interests. IDD is a minimum
harmonisation directive, which means that Member States may impose stricter
requirements on acceptance of inducements. Therefore, the inducements regime
under IDD is “laxer”4, because (i) inducements are allowed and (ii) IDD is a
minimum harmonisation framework. In practice however inducements were
identified in approximately 40% of information documents for investment funds
(falling under MIFID II). This means that the regime intended as an exception under
MiIFID II remains relatively wide-spread in practice.

e The IDD conduct of business rules are minimum harmonisation rules, whereas the
MIiFID II conduct of business rules are maximum harmonisation rules. Thus,
national implementation rules of the IDD conduct of business rules may deviate
even more from those of another Member State.

o Differences exist regarding what information about inducements needs to be
disclosed to clients and in how much detail. In practice there is no information
about inducements in information documents for the insurance and pension
products reviewed.

Furthermore, as it follows from the comparison of the MiFID II and IDD definitions, MIiFID
II framework makes an explicit and well-defined distinction between retail and
professional investors, which IDD does not.

Both MIFID II and IDD allow Member States to impose additional requirements. There are
indeed some differences between the legal frameworks at EU level and those at national
level. One clear case is the fact that while all other Member States follow MiFID II and IDD

4 This term was first used in Colaert V. “Draft: MiFID II in relation to other investor protection regulation: picking up the crumbs of a

piecemeal approach” (2016), KU Leuven, p.27.
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rules regarding when inducements are and are not allowed, the Netherlands has prohibited
inducements. There are also different interpretations between Member States as regards
the quality enhancement criteria, as also noted in ESMA’s Technical Advice to the
Commission on the impact of the inducements and costs and charges disclosure
requirements under MiFID II°,

1.4.4. Effectiveness

In connection with the effectiveness of rules on inducements and advice we have assessed
the outputs (the extent to which the rules in question are implemented in practice), results
(how these rules affected the market and distribution) and impacts (the extent to which
these rules result in appropriate advice and allow consumers to make optimal choice).

In terms of outputs the study found that the legal provisions regarding the disclosure of
inducements are not being fully implemented:

e The information documents analysed rarely contain explicit information about
inducements. In order to identify information about inducements it is necessary to
search in other types of documents and even there this information is not provided
in a clear and direct manner.

¢ Inducements are also frequently not disclosed during client conversations as found
during the mystery shopping observations.

When it comes to the implementation of rules about advisor qualifications and training,
the stakeholders in general report that changes made by distributors are aligned with the
EU requirements. Similarly, they also report that changes have been made to
remuneration practices implementing the EU level provisions.

In terms of results in the market, the interviewees report that the EU rules have
triggered varying changes as regards distribution channels and product
catalogues. Large distributors or manufacturers have been able to accommodate the
regulatory changes more easily while small or medium-sized intermediaries have been
confronted with more drastic changes. This also applies to distributors in larger versus
smaller capital markets in terms of compliance with the new rules. Moreover, the evidence
collected by ESMA ¢ does not show a clear-cut trend. While some distributors have reported
that their product offering has not changed, others have reported a rationalisation of their
product catalogue and partners.

The introduction of MIFID II rules on advice does not appear to have triggered a
shift towards more independent advice or increased the market share of independent
advice. Except in the Netherlands where independent advice has a strong market share,
in other countries the trend remains towards largely non-independent advice. In other
countries independent advice remains relatively confidential and tends to focus on private
or high net worth individuals.

As noted above, inducements are not always transparently presented in information
documents. However, an analysis of those documents that contain this information shows
that the value of inducements in the market is significant. If the manufacturer of an
investment fund charges an indirect distribution fee, the inducement is 0.8% on average
per annum. On average, inducements for the products in the sample are equivalent to
about 40% of the ongoing costs charged to retail investors (or one-third of total costs).
The application of inducements is reflected in higher costs for retail investors. In the

ESMA'’s Technical Advice to the Commission on the impact of the inducements and costs and charges disclosure requirements under
MiFID 11 - Final Report, available at: https://www.esma.europa.eu/sites/default/files/library/esma35-43-
2126 technical advice on inducements and costs and charges disclosures.pdf

ESMA (2020). Technical Advice to the Commission on the impact of the inducements and costs and charges disclosure requirements
under MIiFID 2, 1 April 1. Available at: https://www.esma.europa.eu/press-news/esma-news/esma-advises-european-commission-
inducements-and-costs-and-charges-disclosures

Page 24 of 357


https://www.esma.europa.eu/sites/default/files/library/esma35-43-2126_technical_advice_on_inducements_and_costs_and_charges_disclosures.pdf
https://www.esma.europa.eu/sites/default/files/library/esma35-43-2126_technical_advice_on_inducements_and_costs_and_charges_disclosures.pdf
https://www.esma.europa.eu/press-news/esma-news/esma-advises-european-commission-inducements-and-costs-and-charges-disclosures
https://www.esma.europa.eu/press-news/esma-news/esma-advises-european-commission-inducements-and-costs-and-charges-disclosures

EUROPEAN COMMISSION

sample of 176 products for which this review was applicable’, nearly all the inducements
seem to be passed on to retail investors. The products on which inducements are paid are
— on average - about 24-26% more expensive than those investment products on which
no inducements are paid. In other words, the rules implemented under MiFID II have not
(yet) resulted in a market where consumers receive better value for money thanks to
lower inducements.

Looking at the impact of rules about the disclosure of inducements, as tested through the
behavioural experiment, the study found that:

e The financial advice about products received which includes a statement about
inducements is only marginally likely to influence the consideration given by
consumers to the products and their information documents. When consumers
received advice (good or bad) which included a product recommendation and a
warning about inducements, they were in fact slightly less likely to go back and
review the product information documents than they were in the other scenarios
tested. The mention of inducements does not appear to make consumers more
cautious about the advice received.

e People tend to follow the advice they receive even when the advice is bad and they
do so despite the different types of warnings tested. The probability of respondents
deciding on the optimal product was significantly lower in the group that received
bad advice (as some followed the bad advice), and significantly higher in the group
that received good advice.

e Vulnerable consumers and women are in particular more likely to choose in line
with the advice they receive despite the more or less visible warning about
inducements.

e Finally, when comparing three different forms of disclosure about inducements, we
note that the effects of the different forms are not very significant. The format
which provides a salient disclosure of inducements, but without reassuring the
consumer about the fact that the institution has to have conflict of interest rules,
performs the best in terms of the likelihood of consumers rejecting inappropriate
advice. However, this analysis shows that the potential gains from changing
disclosure warnings are likely to be minimal.

The study also looked at the effects of the legal regime on the advice that consumers
receive. We examined the extent to which the advice encompasses all the key product
features and the extent to which it is aligned with consumer needs as assessed through
mystery shopping. We found that in terms of the completeness of the information
provided during the advice interview, there were gaps across all areas (risks, past
performance, potential gains, etc.). Many advisors only covered some of the key product
features. When looking at the products that were recommended to mystery shoppers, we
see that overall these were aligned with their level of wealth and their investment
objectives. There were only a small number of clearly misaligned offers.

Finally the study also summarised evidence about the effects of the inducement ban in the
Netherlands and the UK. The most notable effects are:

e The product costs in these markets have declined, thus providing better value for
money for clients;

7 The sample includes 27 products for which it is apparent that no inducements are applied, 47 products for which inducements are clearly
described and 102 products for which inducements are very highly likely to be applied but this is not apparent in the information
documents reviewed. The sample of products covered is a sub-set of the sample of 560 products reviewed in this study. The 560
products covered all product categories including those where no inducements are applicable. Products from Netherlands were
excluded from this sample given the inducement ban in the country.
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e There has been a shift towards more execution-only products, in line with a decline
in access to advice;

e However, there is no negative trend in terms of levels of retail investment.
1.4.5. Efficiency

The cost-effectiveness of rules regarding advice is considered as positive. The
relevant ongoing costs of the provisions studied under this strand of the study include the
following:

e Ongoing training of advisors (duty of care, management of conflicts of interest,
rules on advice and inducements, disclosure requirements);

e Collecting regular statements from advisors, including on mandatory training, the
absence of conflicts of interest;

¢ Keeping robo-advisors compliant with regulations (following regulatory changes,
adjusting terms and conditions, algorithms)

The study estimates that the ongoing costs per client are approximately €0.68 and that
they represent 0.0003% of the value of assets managed. Compared with the benefits that
clients get from personalised advice and advice that covers all product features this cost
appears reasonable. However, the issues that can negatively affect the cost-effectiveness
of these rules are:

e The fact that advice does not systematically cover all the essential product features
as shown by the mystery shopping data;

e The fact that the inducements represent a cost that is passed on to the client and
results in higher product costs for clients compared with products that are sold
without inducements.

1.4.6. EU added value

EU added value in relation to advice and inducements primarily originates from the
harmonised set of ground rules with regard to the (i) management of conflicts of
interest; (ii) stipulations on which products can be sold through execution-only services
and which products have to be accompanied by advice; (iii) rules on when inducements
are permitted and when banned and associated tests; as well as (iv) requirement for the
disclosure of the independent or non-independent status of the advice and disclosure of
inducements.

If legal provisions at EU level were not in place, national legislation and connected
guidance would likely diverge. Member States with more emphasis on retail consumer
protection would implement stricter rules, while others with a stronger focus on sectoral
competitiveness would relax the rules. Regulatory divergence would be unlikely to affect
basic principles — such as the duty of care and the obligation to detect and manage conflicts
of interest — but the detailed provisions could vary in substantial ways.

In the absence of a European legal framework rules would not converge solely through
the actions of EU Member States. Should national approaches diverge further, leading to
different scope of advice subject to the law, fair competition on the Single Market for
retail financial products could be harmed.

Concerning the impacts on businesses, legal fragmentation would lead, on one hand, to
higher transaction costs for businesses conducting cross-border operations and likely non-
compliance in some cases with the associated legal risk. On the other hand, more lenient
legal requirements in certain Member States could hamper free and fair competition on
the Internal Market.

1.5. Suitability assessments, demands and needs tests

The assessment of investor profiles is a key component in consumer protection in the
realm of retail investment. In contrast to institutional investors, retail investors are non-
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professional investors who trade less frequently and are therefore less experienced. Retail
investors are thus more prone to mis-selling. It is also worth noting that the average level
of financial literacy in the EU is relatively low (although differences exist between the
Member States), hence highlighting the need for EU rules on the protection of retail
investors.8.

Subsequently a “demands and needs” test is mandatory under IDD for all insurance
products, including IBIPs, whether or not advice is provided. Similarly, under the PEPP
Regulation, PEPP distributors or providers must, for all sales, specify the retirement-
related demands and needs of the prospective PEPP. The result of the demand and needs
tests should always be a list of several products which are objectively in line with the
client’s demands and needs, not a personalised recommendation.

The suitability assessment aims to ensure retails investors are not recommended financial
products or services that are not suitable to their (i) level of knowledge and experience in
the relevant field, (ii) financial capacity, and (iii) investment objectives. To increase
investor protection in cases of “non-advised” sales, an appropriateness assessment is
carried out. However, this was not analysed in-depth in the study.

8  The 2020 OECD survey on financial literacy covered 13 EU countries. Their average scores ranged between 10.3 and 14.7 out of the
maximum score of 21. OECD (2020) International Survey of Adult Financial Literacy
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Figure.1-9 - Summary of key findings about suitability assessments, demands and needs tests

Pros v

Duty of care and with that understanding of
advisor’s customer is a core principle of
consumer protection in retail finance

Items about the customer to be covered in
the screening as defined by the legal
framework are relevant

Cons x:

Good quality guestioning does not guarantee
quality of advice

When the screening is done late its relevance
diminishes

Pros v

the standards on the application of the
suitability and the appropriateness
assessment are largely identical
Though there are some differences in
national legal frameworks these do not
result in inconsistencies

Cons x:

Only minor

Source: Consortium

Coherence

Relevance Effectiveness

EU added
value

Pros v:

on businesses (distributors)

Focus on cross-border standardisation — diminishes burden

Pros v

Investors recall undergoing screening (be it suitability
assessment or demands and needs test)

They found the process as well as output useful

Cons x:

Systematic screening of customer’s profiles is not
systematically done in the initial stage of contact. Rather
than informing the advice it is relatively frequently done at
the last stage prior to contract signature and thus not
informing product recommendations or choice

The quality of screening and of questioning varies greatly

Pros v

Estimated cost per screening is maximum
€30. The cost per client holding investment
assets is maximum €2.22 for all categories
of products and 0.001% of net assets
managed.

The overall cost-effectiveness is positive
Cons x:

Cost-effectiveness is only positive if advice
provided is tailored and of quality. If clients
undergo excessive screening in the phase
when searching for products the costs per
client increase rapidly as each screening
adds maximum €30.

Allows consistent consumer protection in the EU

Cons x:

added value is somewhat diminished
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Disclosure, inducements, and suitability rules for retail investors study

1.5.1. Relevance

The overall intention of the policy framework (i.e. reducing mis-selling) remains highly
relevant. When looking at the overall alignment between the policy objectives and the
specific interventions (suitability assessments, demands and needs tests), the principle
that the advisor needs to have sufficient information about the client prior to issuing advice
is highly relevant to the objective of avoiding cases of mis-selling and protecting
consumers. The principle of “duty of care” of distributors towards consumers is embedded
in the rules about demands and needs tests and suitability assessments. This is recognised
as a core principle for consumer protection in financial markets.

The current legal framework aims to encourage more rational decision-making based
on considerations of costs, benefits and risks on the side of the investor. In
particular, the performance of the demands and needs test and the suitability aims to
incentivise advisors to make recommendations that are in the consumer’s best interests
and avoid the negative effects of the inherent information asymmetry in this market. The
survey shows that consumers consider choosing an investment product as rather complex.
This supports the need for receiving tailored advice which is aligned with the situation of
each specific client. The majority of consumers (64%) surveyed in this study that have
invested in financial products or are considering doing so and received advice considered
the suitability assessment process as useful for their own choice.

The items that the legal framework recommends being covered as part of the screening
process are relevant for advisors to understand the objectives and situation of
their clients.

The study also underlined the fact that the screening process is not relevant when the
questioning process is taken in isolation. On the contrary the relevance of the
screening process stems from the use of the results of screening for the formulation of
advice. If this relationship is only formal and the screening process is undertaken as a
routine check without feeding into the product recommendation, then the relevance of the
suitability assessments/demands and needs tests is strongly diminished.

However, as discussed under effectiveness, practices vary. The fact that in practice the
screening is sometimes very superficial or is only carried out at the time of the contract
signature negatively affects the relevance of these rules. These practices negatively affect
the objectives of preventing mis-selling but also influencing retail investment decisions so
as to help consumers make more optimal decisions. Furthermore, the quality of the
suitability assessment process alone does not yet guarantee that suitable products are
recommended. The questioning process may be of high quality, but nevertheless result in
inadequate advice and vice versa. Therefore, to ensure the relevance (and effectiveness)
of suitability assessments and demands and needs tests it is important for these to be:

a) undertaken sufficiently early in the process so as to allow retail investors to form
their choice based on the results; and

b) used by the advisor for the actual selection of products that are recommended to
the client.

1.5.2. Coherence

EU legal requirements for the demands and needs tests and the assessment of
suitability and appropriateness are coherent. In particular, the standards set forth in IDD
and MIFID II on the application of the suitability and the appropriateness assessment are
largely identical. Although some minor potential inconsistencies and gaps have been
identified through the legal analysis of the EU requirements for the suitability and
appropriateness assessment, these mainly relate to reporting obligations (e.g., the
suitability statement) and recording obligations, and are therefore unlikely to have impacts
on the financial decisions of retail investors.

Additionally, regarding the coherence at national level, differences exist between the
Member States since demands and needs and suitability and appropriateness
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requirements are provided by EU legal instruments of different nature. IDD is a minimum
harmonisation directive which implies that the Member States are given some leeway,
whereas MIFID II aims at maximum harmonisation and the PEPP is a regulation. However,
national-level interviews did not reveal major concerns.

There are some differences between IDD and MIFID II regarding the treatment of
non-complex products. IDD allows Member States to derogate from the obligations on
appropriateness where no advice is given in relation to IBIPs, while under MiFID II firms
are allowed to provide non-advised services with respect to non-complex investment
products without the need to conduct an appropriateness assessment, provided a warning
is given.

The option given to Member States to make advice obligatory for certain types of insurance
products (under IDD Level 3 rules) could create potential inconsistencies between
insurance products across the EU. However no specific inconsistencies were found in
practice.

Although sectoral differences may exist at EU level between IDD, the PEPP Regulation,
and MIFID II, they are not related to the legal requirements themselves, but rather to the
fact that they are different regimes applicable to different products and types of
distributors and providers with potential overlaps in their scope of application.

1.5.3. Effectiveness

The main observations regarding the effectiveness of the client profile screening processes
with a view to assessing which products are most suitable for them are:

e Suitability assessments are being implemented and the majority of
consumers who received advice about investment products recall being asked
questions about their profile. The majority of the also recall receiving a suitability
assessment report.

¢ However, the depth and timing of the screening process vary greatly. The
legal framework only states that the suitability assessment needs to be done “when
providing advice”, while advice needs to be given “in good time before the provision
of services”. There are no legal provisions stipulating that the suitability assessment
needs to take place before the advice is given. The mystery shopping exercise for
this study, stakeholder interviews and national studies show that there are clear
instances where the suitability assessment is carried out at the very last stage,
shortly before the contract signature. In our mystery shopping several clients were
explicitly told that this would only be done later at contractual stage. Such late
phasing of the suitability assessment means that in these instances the objective
of using information about the client to provide advice is not fulfilled.

e With regard to the depth of information covered before a product is
recommended, this also varies greatly. An important share of conversations that
resulted in product suggestions covered only minimal or hardly any information
about clients. Investor knowledge appears to be the least systematically covered.
However, many conversations also did not address the question of family status
(which is linked to the client’s capacity to bear losses) or more generally the client’s
wealth and assets. The reports of supervisory authorities also show that the quality
and depth of questioning of suitability assessments vary. Robo-advisors use a
range of questions but overall they do tend to cover all essential areas through at
least one but often multiple questions.

e Practices regarding whether and how the suitability assessment is actually
linked to the provision of advice and recommendation clearly vary
considerably. Both good and bad practices co-exist as noted during our mystery
shopping exercise, and confirmed by the national research of supervisory
authorities. The quality of the suitability assessment questioning does not as such
guarantee good advice. There is a need for distributors to better implement
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mechanisms that ensure more systematic use of the suitability assessment before
recommending products to clients. Supervision could play a role in enforcing these
requirements. However, this study did not look into the existence and use of
supervisory mechanisms. We did nevertheless note that some supervisory
authorities have better evidence than others about market practices regarding
suitability assessments in their country.

1.5.4. Efficiency

The time needed for a face-to-face screening procedure, i.e. carrying out the
interviews (this normally goes hand-in-hand with recording the answers), for client
engagement, collecting and archiving signatures is the most significant cost factor of
the client screening rules. Demands and needs tests and suitability assessments were
considered together as one screening process as part of the efficiency assessment.

The estimated range of costs for screening processes per net assets managed is between
0.0006% and 0.0015%, €0.7 to 5.4 per client. The maximum cost per screening is around
€30 on average. The cost calculated per screening is the maximum cost. In the absence
of data about the share of purchases made by robo-advisors and the share of execution-
only purchases, we have assumed that all screenings were carried out using an advisor
driven process (rather than an automated self-administered process using robo-advisors)
and that the products sold were accompanied by advice and were not execution-only (or
sold through robo-advisors). Thus, the actual costs per screening are likely to be lower.

The ongoing costs related to conducting and processing the assessments cover the
following main activities:

e Carrying out face-to-face screening interviews with the investor (explanations,
responses to questions may be involved);

e Recording the answers;
e Presenting the assessment to the client, responding to questions;
e Collecting and archiving signatures;
e Ongoing training of (new) advisors.
The issues that could hinder cost-effectiveness of the screening process are:

e As shown in the effectiveness section, the screening alone is not sufficient to
provide good quality advice, and therefore, to be cost-effective this process relies
on the high quality of the result; and

e Excessive searching among providers on the client side, since if clients undergo
multiple advisor-led screenings with different distributors before choosing the right
product the costs per screening go up.
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On the other hand, the drivers of cost-effectiveness are:
e The use of self-administered online processes rather than advisor-driven ones; and

e The growing trend towards cheaper and often execution-only products, which
means that there are fewer screenings undertaken per product sold.

1.5.5. EU added value

The main EU added value of the relevant pieces of EU legislation lies in the harmonisation
of obligations for investor profile screening and recommending suitable
products. In the absence of EU legislation, it stands to reason that the national
approaches would diverge - i.e. even further - and the ensuing legal fragmentation would
lead to uneven levels of consumer protection across the EU, to a weaker functioning of the
internal market (notably the cross-border provision of financial services involving
investment advice). This would also harm fair competition within the EU.

1.6. Transversal conclusions

In addition to the findings summarised above for each of the pillars of legal framework
analysed and each of the evaluation criteria, the study also underlined a number of
transversal findings about the retail investor’'s consumer journey and experiences as well
as about the market characteristics observed.

There are important differences between persons in terms of their interest in financial

1 investment products and their self-confidence in making financial investment decisions.
Perception of one’s own efficacy, financial literacy as well as the perception of complexity of
these products are strong drivers of attitudes towards financial investments. Different
segments of consumers will have very different capacities and predispositions to engage with
disclosure documents or statements but also advisors. While confident (potential) investors
are at ease in making their own choices of products (potentially without advice), other
segments are more reliant on advice but also vulnerable towards advice that is not in their
best interest.

The EU legal framework was initially designed as a consumer protection framework. There is

2 a tension between the multifaceted objectives the legal framework aims to fit. On one hand
the templates and requirements aim for transparency, standardisation and comparability so
as to make the market more transparent and allow persons to make a well informed rational
choice between products. On the other hand, there is also an ambition for disclosure
documents/ advice services to be engaging and encouraging investment and at the same
time supporting optimal choice. The first set of objectives result in high volume of disclosure
information which is in turn associated with overload and negatively affects attention paid to
disclosure and subsequently the choices made.

Handing out information documents as well as undertaking suitability assessments/ demands

3 and needs tests is required but the legal framework does not define at which stage of the
journey. This results in inconsistencies in practice whereby some distributors do comply with
these requirements already at the very first contact with potential customers whilst others
delay them until the last moment. When these steps are undertaken late in the consumer
journey, they are no longer supporting consumer’s choice. They are merely documenting and
confirming a choice that has already been made.
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Disclosure doesn’t overcome product complexity. Both experimental modules in this study
showed that the characteristics of the product had strongest influence on the extent to which
consumers succeeded in making the right choice. For simpler products different types of
disclosure had an effect on the likelihood to make the correct choice and it was possible to
see which formats were more supportive of decision-making. However, for complex products
that respondents were not familiar with the effects of disclosure were not significant.
Financial literacy of the respondent is a key mediating factor. The more financially literate
they are the more useful the disclosure is for supporting an accurate choice.

Despite EU level rules on advice and inducements there isn’t an increase in use and access
to independent advice in the majority of countries analysed. Most professional advice that
people receive is through non-independent distributors. However, digital advice or
suggestions received digitally through comparators are also increasingly important.
Suggestions from advisors are important drivers of people’s decisions to invest :23% of
investors decided to invest because it was suggested to them by their bank/ broker and 10%
because their app/ bank makes it attractive. However, the most important driver is by far low
interest rates which 53% of respondents cited as a reason for investing. In the context of
growing inflation and possible increases in interest rates this is however likely to change.

There also isn’'t evidence of declining use of inducements except in the Netherlands which
applies a ban. Though MiFID Il only allows inducements in case a quality enhancement test
is passed and hence aims to make inducements an exception rather than a rule, an
important share of investment funds analysed clearly applied inducements (40%). For many
other products the information wasn't clearly disclosed so it is possible that the use of
inducements was even higher than what was measured in this study.

The study found the following main challenges in the practical implementation of the legal

frameworks analysed:

- Insufficient compliance with existing rules when it comes to: disclosure of inducements in
information documents and in customer conversations when delivering advice, the same
applies to disclosure of potential conflicts of interest

- Inconsistency in cost disclosure in information documents which hampers comparability
but also makes the assessment of overall costs to the consumer complex. Inconsistency
in rules regarding the emphasis put on digital, interactive and layered disclosure that is
engaging (PEPP) versus static, comprehensive and often paper provision of disclosure
documents (PRIIPs).

- Inconsistency in practices regarding:

- When information documents are provided to customers;

- At what stage of the journey suitability assessments are undertaken;

- What items are covered in suitability assessments, demands and needs tests: the
depth and breadth of questioning varies greatly not only for traditional distribution
channels but also robo-advisors

On a positive note the study showed that:

- Availability of information documents is good and for the majority of products these are
easy to find. Information documents are less easy to collect for some non-complex
products notably simple shares or bonds. While this can be seen as non-compliance in
practice there is no shortage of easily available digital information on these products.

- Compliance of information shown in information documents is also strong.

- Comparability of most information items is also strong except as stated above for costs
disclosure. The standardisation of the risk indicator is highly relevant as it constitutes a
common anchor for consumers comparing products.

- The advice that mystery shoppers as part of the study received was aligned with their
profiles and objectives and can therefore be considered as being of good quality. Even
though it does not mean that the products being recommended represent optimal
solutions in terms of value for money.
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2. Introduction

2.1. Rationale for policy actions in the area of retail investor protection

Across the EU, many citizens abstain from investing. All the more, without any legislation
on their protection, those consumers that do invest would risk making investments that
do not necessarily serve their needs to their full potential.

Those consumers are also confronted by a market that complexifies their choice in multiple
ways:

e The products are complex by design, at least in part to offer returns on investment
and diversification options;

e Which is linked to the second point, the offer of product is very vast and includes
products very different from one another, making it difficult for one consumer to
grasp and research all the products at their disposal;

e Yet, the information on these is asymmetrical as the advisors have more
information and understanding of the product than the consumers. The way the
products are presented further impedes the consumers’ capacity to shop around
before making their decision.

This environment fosters a heavy dependency on financial advisors or persons giving
informal advice (peers/family), if not an overall less propensity to invest.

As a consequence, (new) investment decisions are at risk of being driven by factors other
than rational choice. They can be guided by marketing efforts, or recommendations by
one or more trusted persons (intermediaries, sales staff, family and friends, and more
recently social media influencers), who ideally have the interest of the citizens in mind and
have the expertise to recommend the investment products that address their needs in the
best possible way. The EU legislation in the area of retail investor protection aims to
address, at least partly, challenges stemming from the information asymmetry due to the
lack of product transparency. It aims to make the supply of financial products more easily
“navigable” for consumers through pre-contractual disclosure, as well as to ensure that
advisors act in the client’s best interests and are able to offer impartial advice.

2.1.1. Stakeholder voices calling for changes in the area of retail investor
protection

Due to overall low investment rates of European citizens and wide differences across
countries and socio-demographic segments, there is an agreement that more efforts to
promote retail investments are needed. The High-Level Forum on the CMU identified in its
interim report (2020)° a need to foster adequate conditions for seamless access to
investment products that will help citizens achieve their financial objectives. Therefore,
beyond the quantitative amounts of savings invested, the CMU should also promote more
inclusion of all segments of the publics in the investment sphere.

Consumer organisations have also called for further improved transparency and
comparability of retail savings/investment products!®. Financial products with similar
characteristics and risks are expected to be treated in the same way when it comes to
disclosure requirements, conflict of interest rules in their promotion and sale, and the
supervisor’s product intervention powers.

To respond to multiple demands as well as new challenges in the market, such as the
increasing digitalisation of investment advice and use of digital distribution channels, the
European Commission adopted in 2020 the Capital Markets Union (CMU) Action Plan'!. In

°  https://ec.europa.eu/info/files/200220-cmu-high-level-forum-interim-report _en

10 See for example BEUC's the work of BEUC in this area https://www.beuc.eu/financial-services or that of better finance
https://betterfinance.eu/

1 https://eur-lex.europa.eu/resource.html?uri=cellar:61042990-fe46-11ea-b44f-01aa75ed71a1.0001.02/DOC_1&format=PDF
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this plan, the European Commission announced the preparation of its Retail Investment
Strategy. The objectives of the Retail Investment Strategy as defined at that time were to
ensure that retail investors in the EU:

e Benefit from adequate protection;
e Are offered bias-free advice and fair treatment;

e Have access to open markets with a variety of competitive and cost-efficient
financial services and products; and,

e Are provided with transparent, comparable and understandable information about
products.

The CMU Action Plan also defined 16 action areas. The action area eight on “building retail
investors’ trust in capital markets” covers issues at the core of this study, notably
inducements and disclosure.

2.1.2. Consumer protection as part of the EU legal framework in the area of
retail finance

Consumer protection is one of the competences of the EU and is an important subject-
matter for laws within the Single Market.!? There is a complex set of legal rules (see legal
analysis in chapters 5 to 7 for details), which govern at EU level retail investor protection.
To date, investor protection materialises itself through (a) requiring various types of pre-
contractual information and ensuring that the consumer’s consent is freely given and (b)
the provision of corrective mechanisms as part of the contractual relationship. Such
protection flows from the asymmetry of information in disfavour of the consumers
compared to the investment providers.!3

Initially, the Single Market for financial services and instruments was established for
professionals and issuers. While only few legal instruments originally covered activities
with clients, EU and international bodies have progressively focused on the protection of
clients and investors.'* The “consumer of financial products” notion, compared to the
‘investor’ one, implies that the increased supervision of financial products is necessary.!®
For investment services, retail clients are protected through an enhanced set of rules,
compared with professional clients, especially through information obligations.

Financial regulation traditionally follows the structure of the financial sector, with a division
between banking, insurance and investment firms, as well as product and services laws.®
However, the diverging regulatory and supervisory treatment of these sectors is
increasingly at odds with the market and consumers’ reality and has created areas where
market inefficiencies could exist. Indeed, the financial industry is continuously developing
new ways of intermediation as well as new financial products and services cutting across
silos.

The new products and services are not always easy to classify, which could result in gaps
and inefficiencies in current EU and national regulatory frameworks. For retail investors, it
may moreover be confusing if different standards are applicable to very similar situations.
Unjustified differences between banking, investment services and insurance legislation,
which do not correspond to differences in economic characteristics of the institution,
product or service create grounds for regulatory arbitrage, allowing market participants to
use gaps and inconsistencies at the cost of retail investors and other market participants.

12 Articles 4, 12, 144 and 169 of the TFEU.

13 Weinberger M.D. “'Scope of Protection: Is there a ground for a Single Criterion?”?’ in “'European Financial Regulation, Levelling the
Cross-Sectoral Playing Field” p 'p.287-288

4 Bonneau, T, “Régulation bancaire et financiére européenne et internationale”, Bruylant, 2012, p. 254

15 EU law addresses the differences between the “regular” consumer and the “financial” consumer through different ways of legislating
in the various fields of financial sector. See Weinberger M.D. ™Scope of Protection: Is there a ground for a Single Criterion?’ in
‘European Financial Regulation, Levelling the Cross-Sectoral Playing Field” p 'p.293

16 Colaert V., “European banking, securities and insurance law: cutting through sectoral lines?” (2015), Common Market Law review at
1579-1583
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2.2. Study objectives

Against this background, the European Commission (DG FISMA) commissioned this study
to feed into the development of the retail investment strategy. The general objective of
this study can be described as assessing the current consumer protection framework
offered by the European legal framework on disclosure, advice and suitability tests. This
is done by looking at consumer behaviour, prevalent market practices and legal analysis.

More specifically, the study had the following main objectives:

a)

b)

c)

d)

Identify potential redundancies, inconsistencies, overlaps and gaps in the
regulatory disclosure, suitability assessment and inducements-related rules in
scope, using a mapping of the relevant rules as a basis;

The areas of disclosure, inducement and suitability needs are regulated by a high
number of legal provisions with multiple cross-references as well as subordinate
levels of legal texts. Furthermore, a number of EU-level legal provisions allow for
additional measures at national level. The complexity of the legal framework means
there are multiple opportunities for inconsistencies which would have negative
implications not only from the perspective of legal certainty but also for the
functioning of the markets and on the consumers.

The legal enquiry at core of this study was designed to assess the extent to which
the legal framework at EU level showed such incoherencies.

Provide empirical evidence on the practical implementation of all the rules in scope,
especially with regard to the availability, clarity, comparability, level/degree of
digitalisation and understandability of information provided to retail investors in
relation to the different categories of products described during their investment
decision-making process, as well as their effect on consumer choices;

The study was also designed to assess the effectiveness of the legal framework by
identifying the extent to which it is fully implemented in practice and whether the
implementation leads to the initially expected results. This study objective focused
specifically on pre-contractual disclosure documents. It required the collection of a
sample of such pre-contractual documents for a diversity of products and their
subsequent assessment.

Assess the quality and access to financial independent and non-independent advice,
and the effect of existing inducement-related rules (including under MiFID II and
IDD), such as their impact on the provision of investment advice and the
functioning of the internal market on cross-border investment advice (e.g. with
respect to the provision of advice);

The effectiveness of the legal framework, which aims to ensure impartial advice,
was also at the core of the study. The study was in particular aimed at assessing
the extent to which the current rules about inducements effectively result in the
full disclosure of inducements, in the client’s understanding of the disclosure and
whether as a result clients do receive unbiased advice.

This included analysing whether the differences in the legal frameworks for
inducements can be seen as detrimental to retail investors and assessing the
current state of play regarding the disclosure of inducements and advice on third-
party products.

Linked to advice, the study also analysed the implementation of existing rules on
suitability assessments and the extent to which these cover all information needed
to provide tailored advice to clients.

Assess the effect that existing rules in scope, their implementation, and prevailing
market practices have on the ability of retail investors to understand risks, costs,
and potential returns, and to compare and choose among the available products
those that are suitable for them, based on scientifically rigorous consumer testing,
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and including by examining the interplay between information disclosed,
information collected from the investor (e.g. suitability assessment), and any
advice provided;

The purpose of the existing provisions that aim to improve consumer protection in
the field of retail finance is to strengthen understanding of products, including
understanding of related risks, costs, returns and product comparison. The logic
behind these clauses assumes that by standardising what has to be disclosed,
simplifying and limiting the total amount of information to be given, and by
harmonising to an extent the formats in which the information is presented,
consumers will develop a better understanding of products and make better
choices.

To this end, the study analysed in practice how the rules currently in place,
regarding notably disclosure and advice, affect consumer decision-making.

Provide evidence in support of the legal review obligations specified in Article 33 of
the PRIIPs Regulation, such as on the practical application of the Regulation, a
possible extension of its scope, the treatment of certain pension products, and the
operation of the so-called comprehension alert. This should be done by gathering
(or copying) output that is relevant to the PRIIPs review (e.g. under task B) into a
separate section.

Finally, the study provides evidence-based recommendations about: the extent to
which there is a need to revise the PRIIPs regulation (is the current practice
problematic/resulting in suboptimal choices among consumers due to a lack of
comparability, low level of understanding, etc.); and which practices yield the most
optimal results and should therefore be developed as part of a PRIIPs review.

2.3. Structure of the report

To respond to this objective, the team in charge of the assignment developed a tailored
mixed method approach which is presented in detail in chapter 3 of this report.

The remainder of the report is structured as follows:

Chapter 4

Chapter 5

Chapter 6

Chapter 7

Chapter 8

Mapping of the provision and distribution of retail finance products

This chapter presents recent distribution trends for retail investment
products in the 15 Member States covered.

Disclosure

This chapter is structured according to the better regulation guidelines
evaluation criteria and therefore covers the relevance, coherence,
effectiveness, efficiency and EU added value of disclosure related provisions.

Inducements and advice

The chapter presents the study’s findings about the relevance, coherence,
effectiveness, efficiency and EU added value of provisions regarding advice
and inducements.

Suitability assessments, demands and needs tests

This chapter presents the analysis of the relevance, coherence,
effectiveness, efficiency and EU added value of provisions regarding
suitability assessments, demands and needs tests.

Conclusions

The core report is accompanied by a set of annexes which cover:

Annex 1

Bibliography
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Annex 2 Detailed methodology and scope of the study
Annex 3 Traditional distribution channels mystery shopping analysis

This annex presents the findings from this data collection activity (only) on
disclosure, advice, inducements and suitability assessment.

Annex 4 Robo-advisor mystery shopping

This annex presents the findings from this data collection activity (only) on
disclosure, advice, inducements and suitability assessment.

Annex 5 Mapping of investment products

This annex presents the detailed findings of the mapping of distributors’
catalogues and investments products.

Annex 6 Product information documents scoring results
This annex presents separately the detailed results of the scoring exercise.
Annex 7 Qualitative analysis of the stakeholder interviews

This annex presents the qualitative analysis of the stakeholder interviews
and findings, independently from other data collection conclusions.

Annex 8 Behavioural experiment treatments

This annex presents the visuals and documents used for the study’s
behavioural experiment treatments

Annex 9 Data collection tools

This annex includes all the questionnaires and guidance used to conduct the
mystery shopping activities, the behavioural experiment, the country desk
research, product mapping and scoring and the discussion guides for the
stakeholder interviews.

Annex 10 Analysis of the behavioural experiment findings
This annex presents the conclusions of the behavioural experiment.

Annex 11 Behavioural experiment metadata
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3. Methodology

The mixed methods approach described below was designed to respond to the complex
requirements of this assignment covering all three areas that are regulated in the different
legal frameworks intended to protect retail investors, i.e. (@) disclosure, (b) inducements
and advice, (c) suitability assessments, and demands and needs tests. For each of these
areas the study analysed the legal framework, current practices and the effects on
consumers. This was carried out against a detailed mapping of retail investment product
distribution. The study covered four main tasks and the associated sub-tasks - see figure
below. The remainder of this section gives a summary overview of each of the data
collection methods, namely, the legal research, non-legal country desk research (including
mapping of product distribution and product scoring), stakeholder interviews, mystery
shopping, and the survey-based behavioural experiment.

The methods section is complemented by a set of annexes:

e Annex 2 - Detailed methodology describes more fully the methodology set out in
this section.

e Annex 8 - Behavioural experiment treatments.

e Annex 9 - Data collection instruments includes the topic guides for the interviews,
the survey questionnaire, and the mystery shopping questionnaires.

This research covered 15 Member States: Austria, Czechia, Germany, Greece, Spain,
Finland, France, Ireland, Italy, Latvia, Luxembourg, the Netherlands, Poland, Romania and
Sweden. Further details on the country coverage and the detailed rationale for this country
selection are provided in Annex 2 — Detailed methodology.

Figure.3-1 - Summary overview of the tasks and sources of data

Sources of data

distribution of retail investment prOdUCts Systematic legal Stakeholder Mystery Survey and
comparison interviews shopping experiment

[ Map products most commonly made available to J Mapping

retail investors product
] catalogues

Task A: Mapping of the supply and

( Assess how product distribution evolved

Map the penetration of complex and non-complex | WMt e
products

Task B: Disclosure rules

Assess the coherence of the different legal
frameworks on disclosure
Assess the quality and comparability of Information
information documents being distributed =TTl
score-cards
Analyse the impact of information documents on
retail investors’ comprehension and choice
Task C: Advice and inducements
Assess the coherence of the different legal
frameworks on inducements
Assess the access to and quality of independent
and non-independent advice
Analyse the effects of inducement related rules on
decision making

Task D: Suitability assessments and needs
tests

Assess the coherence of the different legal
frameworks to screen investors

Analyse the screening process from a client
perspective

Legend: dark green = main source, light green = secondary source
Source: Consortium
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The figure below provides a snapshot overview of the main sources of data used in this
study. These are explained in the rest of this chapter.

Figure.3-2 - Main sources of data
Mapping of product

catalogues across 240
distributors in 15 Member

States
Review of academic
research and applied ) o
research covering all Gather_mg._ reviewing and
aspects of the study scoring information )
(disclosure, inducements, _dccuments for 560 rgtall
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levellegal framework
(IDD, UCITS, PEPP,
PRIIPs, AIFMD, MiFID I,
Solvency ll, DMFSD
and E-commerce) and 128 gualitative and in-depth
Mystery shopping covering national rules interviews with 249 key
240 observations for informants covering national
traditional distribution regulators, consumer
channels in eight of the protection bodies, industry
selected Member States and associations and distributors/
additional observations for 13 manufacturers in 15 Member
robo-advisors States

B
in ten \Qf’/

of the selected Member
States.

Source: Consortium
3.1. Legal research

For the legal research, we undertook a systematic review, comparison and assessment of
the legal provisions covering:

e Disclosure rules before signing the contract and during the contract.
e Suitability assessment rules as well as demands and needs tests.
e Inducements rules.

As per the Terms of Reference, the driving question for this analysis was:

What are (if any) the redundancies, inconsistencies, overlaps and gaps in the legal
framework covering disclosure, suitability assessments and demands and needs tests?

The legal research was designed to identify the rules impacting distributors’ practices and
their effect on consumer choices. This involved a mapping of the applicable rules, their
inconsistencies, redundancies, gaps and overlaps at EU level. The definition used for these
last criteria is developed in Annex 2. However, given the study’s focus and the volume of
EU level provisions, an approach of prioritising the most impactful rules was preferred over
a systematic analysis of even minor differences in the legal texts, as agreed with DG
FISMA. The same approach was adopted with regard to national level rules, where the
existence of prior studies on national compliance conducted for DG FISMA motivated a
focus on the rules that go beyond the EU level prescribed framework.

An additional dimension of enquiry for this task pertained to the scope of the relevant legal
texts. Indeed, as some legal frameworks focus on the type of distributor, others on
products and others are more general, it adds complexity to the task. In addition, the legal
analysis reviewed the clarity and consistent use of the main (common) terms used in the
EU legal framework (see the scope section).

The main sources for this analysis are the legal review of EU-level provisions (Levels 1, 2
and 3) and of national provisions by national legal experts (Level 4 - focusing merely on
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whether optional provisions were chosen for implementation at national level). Those are
supplemented by an analysis of their practical implications through stakeholder interviews.

Our methodology consisted of the following main steps:

1. Mapping of the rules at EU level, as set out at Level 1 measures in IDD?,
UCITS?!8, PEPP'°, PRIIPs?°, AIFMD?!, Solvency II??, MiFID II?3, as well as E-
commerce24 and DMFSD25. The Level 1 instruments were supplemented with
Level 2 and Level 3 measures?®. This allowed us to take stock of any
(in)consistencies across frameworks that extend to the products and how they
impact consumers. Annex 2 contains an overview of the legal mapping of the
different legal acts at Levels 1, 2 and 3.

2. Mapping of the scope of the EU legal instruments. First, the texts were mapped
per product type and/or per distributor. This exercise was carried out in order
to analyse the impact of the scope and relevant provisions of the legal
framework, and to identify synergies, inconsistencies, overlaps and gaps. The
results of this mapping exercise are included in the respective sections on
disclosure, inducements, and demand and needs tests.

3. Mapping of the definitions. In addition, the main terms and definitions relevant
for the context of this study were mapped and compared in order to identify
any inconsistencies, gaps and overlaps. The mapping of the definitions is
included in Annex 2.

4., Mapping of the existing rules at national level (AT, CZ, DE, EL, FI, FR, IE, IT,
LV, LU, NL, PL, RO, ES and SE) which go beyond and/or further implement the
EU legal requirements. These are presented in the Chapter “Inducements and
investment advice”.

5. Identification of any potential gaps, inconsistencies and redundancies identified
in previous steps. They are presented throughout the chapters of the report.

6. Evaluation of the extent to which the potential issues identified above could
hamper retail investors in taking sound investment decisions. They are
presented throughout the chapters of the report.

17

18

19

20

21

22

23

24

25

26

Directive (EU) 2016/97 of the European Parliament and of the Council of 20 January 2016 on insurance distribution (recast), OJ L 26,
2.2.2016, p. 19-59.

Directive 2009/65/EC of the European Parliament and of the Council of 13 July 2009 on the coordination of laws, regulations and
administrative provisions relating to undertakings for collective investment in transferable securities (UCITS), OJ L 302, 17.11.2009,
p. 32-96.

Regulation (EU) 2019/1238 of the European Parliament and of the Council of 20 June 2019 on a pan-European Personal Pension
Product (PEPP), OJ L 198, 25.7.2019, p. 1-63.

Regulation (EU) No 1286/2014 of the European Parliament and of the Council of 26 November 2014 on key information documents
for packaged retail and insurance-based investment products (PRIIPs), OJ L 352, 9.12.2014, p. 1-23.

Directive 2011/61/EU of the European Parliament and of the Council of 8 June 2011 on Alternative Investment Fund Managers and
amending Directives 2003/41/EC and 2009/65/EC and Regulations (EC) No 1060/2009 and (EU) No 1095/2010, OJ L 174, 1.7.2011,
p. 1-73.

Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009 on the taking-up and pursuit of the
business of Insurance and Reinsurance (Solvency II), OJ L 335, 17.12.2009, p. 1-155.

Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014 on markets in financial instruments and amending
Directive 2002/92/EC and Directive 2011/61/EU, O] L 173, 12.6.2014, p. 349-496.

Directive 2000/31/EC of the European Parliament and of the Council of 8 June 2000 on certain legal aspects of information society
services, in particular electronic commerce, in the Internal Market ('Directive on electronic commerce'), OJ L 178, 17.7.2000, p. 1-
16.

Directive 2002/65/EC of the European Parliament and of the Council of 23 September 2002 concerning the distance marketing of
consumer financial services and amending Council Directive 90/619/EEC and Directives 97/7/EC and 98/27/EC, OJ L 271, 9.10.2002,
p. 16-24.

We note that E-commerce and DMFSD do not have Level 2 and Level 3 legislation, because these legal acts are not within the scope
of the Lamfalussy process - an approach to the development of financial service industry regulations used by the European Union.
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3.2. Non legal desk research at national level: mapping product catalogues and
scoring information documents

In the 15 selected countries27, country researchers were asked to carry out a detailed
desk research which fitted into different parts of the study. This desk research included
country factsheets, mapping of product catalogues and mapping and scoring of products,
as detailed in the following subsections.

3.2.1. A country factsheet summary

The factsheets describe the product distribution and common types of advice in each
country. These were informed by the desk research of the previous studies in the national
language and statistics. This country research identified country differences and fed into
the overall analysis of this report.

3.2.2. Mapping product catalogues in their countries

Each country researcher was asked to identify the product catalogues of at least 15
financial distributors, including the top banks/insurance companies as well as a diverse
group of smaller and mid-size players (three to five of them). The catalogues of 240
distributors across the 15 countries were mapped. For each distributor, the products were
classified in four product groups?® and nine subgroups??, as presented in the scope section
of this report. The mapping of product catalogues was used in analysing the offer of
products across countries and distributors.

Figure.3-3 - Sample of distributors covered by the product distribution mapping

Banks = Insurance companies and intermediaries
= Independent financial advisors, robo-advisors Fund supermarkets
= Traditional/online brokers = Trading platforms

= Asset/fund managers
Source: Consortium, based on product distribution mapping.
Product scoring exercise

The country researchers were also asked to identify and collect key information documents
(KID, KIID and other related and marketing documents30) via a web search in the first
place; and request them (potentially through advice) when not available otherwise. The
KID/KIID documents were then assessed through a scoring grid using qualitative and
quantitative elements. Accessibility of information online was one of the analytical criteria

27 Austria, Germany, Czechia, Ireland, Greece, Spain, France, Italy, Luxembourg, Latvia, the Netherlands, Poland, Romania, Finland and,
Sweden.

28 i) securities, ii) investment funds, iii) insurance and pension products, and iv) other products.

22 1) listed shares, 2) bonds, 3) retail UCITS, 4) retail AIFs, 5) traditional life insurance, 6) insurance-based investment products, 7)
personal/individual pension products, 8) structured products, and 9) derivatives.

30 Only the legally required disclosure information was scored and assessed, but the other documentation was included in the repository
although not scored.
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that was analysed. In total 560 products was covered by the mapping and scoring of
product information documents (32 to 48 products per country).

The goal of this exercise was to collect information on disclosure practices across countries
and products. The scoring enabled us to assess accessibility, completeness, quality, clarity,
costs, and compliance with the rules. It also informed the experiment and thus our
conclusions on the disclosure legal framework by taking a practical approach through real-
life examples.

Figure.3-4 - Number of products scored by detailed product category (n=560)
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Source: Consortium, based on the product scoring exercise.
3.3. Stakeholder interviews

The purpose of the stakeholder interviews was to complement all other aspects of the
research by gathering feedback from stakeholders at EU and national levels. The
interviews covered a combination of national and EU authorities, consumer protection
bodies, trade and sectoral bodies, distributors and manufacturers, following a mapping
approved beforehand by DG FISMA. In total 128 interviews were completed across the 15
countries3! taking part in the study and at EU level, with 249 respondents taking part in
total. A minimum of three interviews were conducted in each country, with a maximum of
12 in Romania, while 14 interviews were conducted at EU level. The interview insights
have been used to inform and complete conclusions arising from other data sources
throughout this report. A separate qualitative analysis of the interviews (only) is provided
in Annex 7.

More details on the interviews are provided in Annex 2 — Detailed methodology. The topic
guides for the interviews are provided in Annex 9 - Data collection instruments and the
list of interviewed organisations are provided in Annex 2 - Detailed methodology.

31 Austria (5 interviews), Germany (7), Czechia (9), Ireland (4), Greece (6), Spain (10), France (11), Italy (10), Luxembourg (9), Latvia
(3), the Netherlands (6), Poland (7), Romania (12), Finland (3), Sweden (9).
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Figure.3-5 - Interviews broken down by stakeholder categories (n=128)

61
= National authorities Consumer protection bodies
» Trade and sectoral bodies Distributors and manufacturers

Source: Consortium.
3.4. Mystery shopping

In order to assess the quality and process of the suitability assessment and the provision
of advice we undertook a mystery shopping exercise. The mystery shoppers noted what
information they were asked to provide as well as what information about products they
were given, and which products they were recommended. For the purpose of these
activities we used two profiles — a risk-averse profile and a risk-seeking one. The same
distribution channels were tested with both profiles. The profile descriptions are provided
in Annex 2 — Detailed methodology.

The mystery shopping exercise covered both the traditional distribution channels and
robot-advisors (an analysis of which is provided in the separate Annexes 3 and 4
respectively).

3.4.1. Traditional distribution channels

The mystery shopping exercise for traditional distribution channels was organised in a
subset of eight EU countries (France, Germany, Greece, Italy, the Netherlands, Poland,
Romania and Sweden). It was carried out either by way of a digital conversation
(telephone, zoom or equivalent) or via a face-to-face visit, with digital conversations
representing the majority of the sample.

The mystery shoppers were provided with a list of distributors they could contact, initially
by telephone, and if it was not possible to get advice otherwise, in person. Over 280
mystery shopping visits were conducted, 40 of which saw the shoppers being rejected
because the distributor did not offer retail products or offered only private investment
ones. 240 observations were therefore recorded, of which 70 did not lead to advice as the
shoppers were redirected to execution-only platforms or asked for official identity
credentials (especially true in the Netherlands and Sweden).

3.4.2. Robo-advisors

In order to understand the advice process of robo-advisors and compare the results with
traditional advice, a mystery shopping exercise was conducted with robo-advisors. A list
of 13 active solutions in the EU was established, drawing from the robo-advisors.eu
sample. The sample of robo-advisors included in this assignment is somewhat different to
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that covered in the 2020 report of Better Finance32, with some covered by both studies
and some only one study. The Better Finance selection did not cover the same Member
States; the focus in this study was on robo-advisors that covered the countries falling
within the scope of this study or provided their services in multiple countries. For each
robo-advisor we performed the simulation twice, with two different hypothetical profiles
of retail investors (full profile available in Annex 2 - Detailed methodology) - i.e. 26
observations. For each observation, a questionnaire was completed concerning all aspects
of the retail investor screening process, as well as information on the advice and
recommendations given. We also systematically took screenshots from all steps. This data
is analysed in a separate document - Annex 3 - Traditional mystery shopping analysis -
and also referred to in other parts of this report.

3.5. Survey and behavioural experiment

The survey and behavioural experiment were designed to simulate the exposure of
respondents to elements of disclosure and situations regarding inducements in order to
assess the impact of the current rules on their decision-making and test potential
improvements. The survey collected the responses of 11,497 participants in total. 1,027
of the interviews conducted were considered non-valid based on the patterns of answers
of the participants. The details of the overall sample, quality assurance measures and the
country and treatments sample can be found in Annex 2 - Detailed methodology.

The survey and experiment were conducted in a subset of 10 countries out of the 15 in
scope for the study for statistical significance reasons. Due to the high number of
treatments tested, we preferred to limit the number of countries, but to obtain more robust
results in those surveyed. The countries selected were Germany, France, Greece, Spain,
Italy, the Netherlands, Poland, Romania, Finland and Sweden. The full rationale for the
selection is included in Annex 2 — Detailed methodology.

In order to ensure the quality of the data, two instruments were used as quality assurance
indicators:

e Measurement of exposure duration: for each treatment, the time spent reading the
information was measured. This was then used in the analysis to assess whether
performance and answers might have been impacted by the attention given to the
experiment.

e Assessment of the treatments. To evaluate how understandable the treatments
were, each participant was asked to rate them according to four criteria after
completing the experiment. Those criteria were ease of understanding, usefulness of
the information, amount of numeric information, and layout.

Another measure to improve the quality of the responses was a gamified environment to
improve respondent engagement. The participants had for example to select their profile
and persona to make the whole process more entertaining.

The full questionnaire is included in Annex 9 — Data collection tools.
3.5.1. Consumer survey

Participants in the experiment survey had to answer questions in order to contextualise
their answers and analyse the data alongside various socio-demographical axes. They
were asked several questions related to the following elements to assess their financial
situation and literacy:

e Demographics (age, gender, rural/urban, education, etc.).

e Income/savings levels.

e Previous investment experience (looking into or had invested), their experience of
advice and experience of suitability assessments.

e Self-perception of financial decision-making.

e Risk behaviour.

32 Better Finance (2020) ROBO-ADVICE 5.0: CAN CONSUMERS TRUST ROBOTS? December 2020
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e Financial literacy (Wharton school questions, i.e. practical questions about
investments).

3.5.2. Costs disclosure experiment

The aim of the disclosure part of the experiment was to test various approaches towards
the disclosure of pre-contractual information on the costs, performance and general
characteristics of the investment. The treatments represented legally permitted variations
on typical ways in which pre-contractual information is provided to retail investors in real-
life situations. They were defined as one-page “information benchmarking documents”.
The treatments made it possible to analyse which formats enable retail investors to choose
the optimal product in terms of costs.

The optimal decision was defined as the one selecting the product with the lowest costs.

The design of this part of the experiment considered four distinct investment products and
services: UCITS, structured notes, insurance products and portfolio management services
(PMS). For each of these, the experiment tested the effect of six (five in the case of UCITS)
approaches towards providing retail investors with the required pre-contractual
information. The experiment treatments, in this case the different disclosure formats, are
available in Annex 8 - Behavioural experiment treatments.

Each participant was given a choice between two products of the same type, both with the
same disclosure (treatment), but one was more costly despite a similar offering. They
were then asked to decide which one to choose based on real-life gamified examples (see
Annex 9 for the questionnaire). This simple decision task provided a comparison of how
helpful the different formats were in identifying the least costly product.

The functioning and overall design of the experiment are shown in the figure below.
Figure.3-6 - Costs disclosure flow chart

Product type break Experimental
break
Portfolio
management
service Least
costly,
(optimal)
Insurance
Pool of based

respondents

UCITS/AIF

Structured
notes

Source: Consortium, based on the behavioural experiment design.

The treatments for which we designed the product-specific one-page information
benchmarking documents had the following characteristics:

1. Treatment A. Standard dashboard: the document contained the minimum
amount and content required to be presented to the investor during the pre-
contractual stage for each type of product. This information was provided as a
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product-specific dashboard.

2. Treatment B. Dashboard removed: this treatment manipulation consisted in
removing completely the dashboard of the one-page key investment benchmark
information document. This made it possible to test the efficacy of the
dashboard.

3. Treatment C. Personalised costs: in this version of the dashboard, we
presented figures in line with the amount invested by the character. This
completely personalised the costs, thus removing some of the burden of
calculation.

4, Treatment D. Cost comparison: adding a direct cost comparison was meant
to draw attention to the headline figure (the summary costs, RIY) and highlight
the relative market position of the product in terms of its cost. This was also
expected to trigger social norms and nudge the consumer towards getting
“normal” costs, i.e., to shy away from high-cost products. In this manipulation,
the cheaper items were within the range of comparable product costs while the
others were just outside of this range.

5. Treatment E. Cost simulator: This consisted in providing participants with a
very short spreadsheet comparing the two products, thus replicating to a lesser
extent the way in which simulators help retail investors.

6. Treatment F. Cumulative costs removed: the cumulative EUR cost was
removed, and only the RIY was kept. This tested the hypothesis that, for long-
term investments, the very high cumulative costs may seem frightening and
dissuasive for investors - although the expected yield after costs would make
the investment worthwhile.

3.5.3. Inducement experiment

This module investigated how different formats for disclosing information on the presence
of inducements - defined as commissions paid to distributors of financial products for
selling these to their clients33 - would impact client behaviour.

Participants were shown a one-page information benchmarking document on two financial
products of the same type and asked to select the product which they considered the best
investment34; this was similar to the disclosure module. This was replicated with five
different product types to neutralise the biases that one product type might have. They
were also presented with a letter from the fictitious bank featuring in the experiment’s
description, which simulated advice and recommended them to invest specifically in one
of the two products. For half of the respondents the advice was good, meaning it promoted
the least costly product with a similar offer. For the other half, the advice was bad.
Regardless of the type of advice, it was accompanied by three types of disclaimers about
a potential conflict of interest:

1. Implicit information: a simple one-line notice at the bottom of the letter informing
potential investors that the advice they had received was paid for by an inducement
scheme.

33 This definition was a simplification of the legal one which is any fee, commission or any non-monetary benefit provided by or paid to
a service provider in connection with the provision of a financial service to or by any party except the client.
For the definition of “inducement” under IDD, please refer to Article 2(2) of Commission Delegated Regulation (EU) 2017/2359 of 21
September 2017 supplementing Directive (EU) 2016/97 of the European Parliament and of the Council with regard to information
requirements and conduct of business rules applicable to the distribution of insurance-based investment products (IBIPs Regulation);
For the concept of “inducements” under MiIFID II, please refer to Article 24(9) of Directive 2014/65/EU of the European Parliament
and of the Council of 15 May 2014 on markets in financial instruments and amending Directive 2002/92/EC and Directive 2011/61/EU.
In 2021, Article 24 of MIFID II was supplemented by Article 24(9a), which was added by Directive (EU) 2021/338 of the European
Parliament and of the Council of 16 February 2021 amending Directive 2014/65/EU as regards information requirements, product
governance and position limits, and Directives 2013/36/EU and (EU) 2019/878 as regards their application to investment firms, to
help the recovery from the COVID-19 crisis (O] L 68, 26.2.2021, p. 14-28).

34 If you were in [persona]’s position and considering the information provided in the documents for the two products, which product
would you consider financially better to invest in?

Page 47 of 357



Disclosure, inducements, and suitability rules for retail investors study

2. Explicit information: a dark black box containing a warning label at the bottom of
the bank letter. The dark black box was designed to attract the attention of
participants to ensure more careful reading of the message.

3. Explicit information with an educational message. An educational message was
added in the box below the disclosure message. It clearly explained the inducement
scheme of a manufacturer paying a fee to a distributor to recommend a certain
product to investors.

The responses to this part of the experiment showed the effects of inducement-based
advice on decision makers when purchasing a financial instrument. It helped us assess to
what extent participants are influenced by advice received from a trusted source (in this
case, the person’s own bank). Additionally, it tested whether inducement disclosure
messages have a positive or negative impact on individuals making financial decisions in
the case of bad but also good advice3. In this way it also assessed variations of disclosure
messages, shedding light on which messages can lead potential investors to question
advice received from a trusted source without being scared away. This allowed us to
assess:

a. How likely are consumers to follow advice, even if it is bad advice?
b. Which inducement disclosure method leads to the best investment decision?

c. Do investors understand the concept of inducements and whether inducements are
paid when they receive non-independent advice?

d. How does the understanding that inducements are paid affect the retail investor’s
behaviour? Does this type of disclosure deter consumers from investing?

Figure.3-7 - Inducement disclosure flow chart
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Source: Consortium.

A detailed description of the experiment is provided in Annex 2 - Detailed methodology.
The stimuli used are presented in Annex 8 — Behavioural experiment treatments.

35 Relevant It has indeed been evidenced by the literature has shown that those messages could create a “knee-jerk” reaction of rejecting

the advice, regardless of its quality.
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3.6. Scope of the assighment
In this section we provide a summary overview of the scope of this assignment.
3.6.1. Country coverage

The data collection for this study covered the following 15 countries: Austria, Czechia,
Germany, Greece, Spain, Finland, France, Ireland, Italy, Latvia, Luxembourg, the
Netherlands, Poland, Romania and Sweden.

The rationale for the country selection is presented in Annex 2 - Detailed methodology.

The table below provides an overview of how this country coverage was respected in the
data collection.
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Table 3-1- Country coverage and data collection

Legal Country Product Product Interviews Survey and Traditional
research fact catalogue information experiment channels
national sheet documents mystery
scoring shopping

Austria v v v v v

Czechia v v v v v

Germany v v v v v v v

Greece v v v v v v v

Finland v v v v v v

France v v v v v v v

Ireland v v v v v

Italy v v v v v v v

Latvia v v v v v

Luxembourg v v v v v

Netherlands v v v v v v v

Poland v v v v v v v

Romania v v v v v v v

Spain v v v v v v

Sweden v v v v v v v

Source: Consortium.
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3.6.2. Products within the scope of the study

The table below provides an overview of the categorisation of products covered by the
study as agreed during the inception task and applied throughout the study. This is
followed by the definitions of product categories.

Table.3-2 - Matrix of retail investment products past and current study

SECURITIES

INVESTMENT FUNDS

INSURANCE & PENSION
PRODUCTS

OTHER PRODUCTS

e listed shares

e bonds (investment grade, non-
investment grade)

e retail UCITS (equity, bond,
mixed, money market funds),
including exchange-traded funds
(ETFs)

¢ retail AIFs (real estate, fund-of-
funds, other funds)

e traditional life insurance products
(with guarantees, without
guarantees) [only covered where
applicable]

e insurance-based investment
products (unit-linked, profit
participation, hybrid, multi-
options)

. personal/individual pension

products (pension funds, unit-
linked, profit participation product)

e structured products

e derivatives (exchange-traded
and over-the-counter)

Page 51 of 357

e equities

e bonds

. money market funds
o equity funds
o bond funds
o mixed funds
e ETFs

¢ real estate funds

e life insurance with guaranteed
capital, non-guaranteed capital

o pension products with
guaranteed capital, non-
guaranteed capital,

mutual/pension funds

e structured products
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Box 3.1 Definitions of product categories

Listed shares3® represent public ownership/interest in a company. All publicly traded
companies issue common stock. Some companies also issue preferred stock. A dividend
is a distribution of a portion of a company's earnings.

Bonds3’ are debt security which entitles holders to receive interest payments on
specified dates following the date of issue, and repayment of the face value at the end
of its term upon maturity. Bonds are fixed-income instruments issued by governments,
financial institutions and non-financial corporations.

Investment funds3® are products created with the purpose of gathering capital from
investors and investing that capital collectively through a portfolio of financial
instruments, such as stocks, bonds and derivatives. There are various types of funds,
each with differing features (MMFs3°, ETFs*?, UCITS and AIFs*').

Traditional life insurance products*’ can take the form of individual or group
contracts. They may be products offering protection, savings products or a combination
of both.

Insurance-based investment products*?® are insurance products offering retail
clients a maturity or surrender value which is wholly or partially exposed, directly or
indirectly, to market fluctuations.

Personal/individual pension products4* are long-term savings products (pillar 3) to
which individuals contribute on a voluntary basis, complementing State and workplace
pensions.

Structured products® are investments whose return is linked to the performance of
one or more reference indices, prices or rates (“reference values”).

Derivatives*® are financial instruments whose value depends on some underlying
financial asset, commodity or predefined variable. These can be used for hedging or
trading purposes, and can be ETD or OTC.

36

37
38

39

40

41

42

43

44

45

46

See point 5.146 in Regulation (EU) No 549/2013 of the European Parliament and of the Council of 21 May 2013 on the European
system of national and regional accounts in the European Union: “Listed shares are equity securities listed on an exchange. Such an
exchange may be a recognised stock exchange or any other form of secondary market. Listed shares are also referred to as quoted
shares. The existence of quoted prices of shares listed on an exchange means that current market prices are usually readily available”.
Guide to Financial Markets (4 ed.), Levinson, M., The Economist in association with Profile Books Ltd, 2005.
An investment fund is a pool of money belonging to many investors that is used to collectively purchase stocks, bonds or other
securities. See: The Investment Funds Institute of Canada. Glossary, https://www.ific.ca/en/pg/investor-centre-glossary/
Money market funds (MMFs) provide short-term finance to financial institutions, corporations and governments. See Regulation (EU)
2017/1131 of the European Parliament and of the Council of 14 June 2017 on money market funds.
Art. 4(1)(46) MIFID II: “exchange-traded fund’ means a fund of which at least one unit or share class is traded throughout the day
on at least one trading venue and with at least one market maker which takes action to ensure that the price of its units or shares on
the trading venue does not vary significantly from its net asset value and, where applicable, from its indicative net asset value.
An ETF may be established as a UCITS or an AIF.
A life insurance product is an insurance product for which the benefit payment is based on the occurrence of death of the insured
within the specified policy term, or on the life status of the insured at maturity. (CEA (Insurers of Europe). Topography of EU25.
Description of markets, products and distribution, 2007,
http://ec.europa.eu/internal _market/insurance/docs/solvency/impactassess/annex-c08c_en.pdf)
Article 4(2) of Regulation (EU) No 1286/2014 on key information documents for packaged retail and insurance-based investment
products (PRIIPs): an insurance-based investment product is an insurance product which offers a maturity or surrender value and
where that maturity or surrender value is wholly or partially exposed, directly or indirectly, to market fluctuations.
Art. 2(1) PEPP: “'personal pension product” means a product which:

(a) is based on a contract between an individual saver and an entity on a voluntary basis and is complementary to any statutory or

occupational pension product;
(b) provides for long-term capital accumulation with the explicit objective of providing income on retirement and with limited
possibilities for early withdrawal before that time;

(c) is neither a statutory nor an occupational pension product;
Art. 2(28) Regulation (EU) No 600/2014 of the European Parliament and of the Council of 15 May 2014 on markets in financial
instruments and amending Regulation (EU) No 648/2012: “structured finance products” means those securities created to securitise
and transfer credit risk associated with a pool of financial assets entitling the security holder to receive regular payments that depend
on the cash flow from the underlying assets;
Art. 2(29) Regulation (EU) No 600/2014 of the European Parliament and of the Council of 15 May 2014 on markets in financial
instruments and amending Regulation (EU) No 648/2012: “derivatives” means those financial instruments defined in point (44)(c) of
Article 4(1) of Directive 2014/65/EU; and referred to in Annex I, Section C (4) to (10) thereto.
Point (44)(c) of Article 4(1) of MIiFID II: any other securities giving the right to acquire or sell any such transferable securities or giving
rise to a cash settlement determined by reference to transferable securities, currencies, interest rates or yields, commodities or other
indices or measures;
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3.6.3. Scope of the EU legal instruments covered in the study by product type
and distributor

The study covers several EU legal instruments that are applicable to retail finance
products. These are: MIFID II, IDD, PRIIPs, AIFMD, UCITS, DMFSD, Solvency II, PEPP and
E-commerce Directive.

The tables below represent the coverage of the legal provisions of each instrument in
terms of product and distributor. The tables clearly show that some legal texts focus on
just one product category/one type of distributor while others have a more horizontal aim.
There is thus significant variance as to whether (and to what extent) the EU legal
instruments analysed apply to investment products and/or to financial firms.

Further detail about this legal scope is added in the respective sub-chapters, sometimes
nuancing the data included in the following tables.
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Table.3-3 - Application of legal requirements by product type and subtype

Securities Listed v V47 v v
shares
Bonds v v48 v v
Investment funds Retail v v 4 v v
UCITS
Retail AIFs v v V49 v v
Insurance & Life v'50 v v v v
pension products insurance
products
Insurance- v V5t 4 v v
based
investment
products
Personal v'52 v v v v
pension
products
Other products Structured v (fin. ¥ 4 4
products instruments)
Derivatives v v v v

47

48

49
50
51

52

Based on PRIIPS Q&A: ““"Is a KID always required when an investment product is listed on a regulated market? A manufacturer is not required to draw up a KID for a product listed on a regulated market when
they have defined the product as meant only for non-retail investors”.

Particularly relevant for corporate bonds available to investors. https://www.esma.europa.eu/sites/default/files/library/jc-2019-64 PRIIPS KID supervisory statement bonds.pdf Perpetual — PRIIPS is not
applicable; Subordinated - PRIIPS is not applicable; Fixed rate - PRIIPS is not applicable; Variable rate - that would depend on the specific “variable” rate feature; Puttable - PRIIPS is not applicable; Callable -
Provisions that allow the issuer of the bond to redeem the bond before maturity constitute a contractual termination of the investment, and therefore do not inherently result in a fluctuation based on an
exposure to a reference value. However, such features may result in that bond being a PRIIP, if the amount repayable at redemption is not fixed, and fluctuation is caused by exposure to a reference value;
Convertible - convertible bonds would be within the scope of the PRIIPs Regulation.

The scope of AIFMD is limited to AIFs marketed to professional investors only, although Member States are free to extend the scope of AIFMD to AIFMs managing retail AIFs.

Excluding life insurance contracts where the benefits under the contract are payable only on death or in respect of incapacity due to injury, sickness or infirmity.

MiFID II amends the Insurance Mediation Directive 2002/92/EC (IMD) through the addition of Customer Protection Provisions governing the distribution of “insurance-based investment products” (IBI Products).
A Recital to MiIFID II declares that in order to deliver consistent protection for retail clients and ensure a level playing field between similar products, the investor protection requirements, which MiFID II
introduces, should apply to “investments packaged under insurance contracts”. The Recitals to MIFID II indicate the Commission’s view that, whereas the investor protection requirements in MiFID should be
applied equally to IBI Products, their different market structures and product characteristics make it more appropriate that detailed requirements are set out in IMD II (i.e. IDD) rather than in MiFID II.
Excluding occupational pension products having the primary purpose of providing the investor with an income in retirement. Recital 37: “Having regard to the ongoing work undertaken by EIOPA on disclosure
of product information requirements for personal pension products and taking into account the specificities of those products, the Commission should, within four years after the entry into force of this Regulation,
assess whether to maintain the exclusion of pension products which, under national law, are recognised as having the primary purpose of providing the investor with an income in retirement, and which entitle
the investor to certain benefits. In making its assessment, the Commission should consider whether this Regulation is the best legislative mechanism for ensuring the disclosure relating to pension products, or
whether other disclosure mechanisms would be more appropriate.”
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Table.3-4 - Mapping of the financial enterprise scope of the EU legal instruments

Financial enterprise MiIFID II PRIIPs IDD>3 Solvency II E-commerce
Insurance company v v v v 4 v v v
Investment v v/54 v v v v v

firm/Company offering
investment services

Asset managers* v v v V55 /56 v v v

Insurance v v v v v v v v
intermediary

Other insurance v v v v v v v v
distributors (e.q.

broker, insurance

agent)

Credit institution/bank v v v v 7 v v
Other financial v v v

establishments

Source: Consortium, based on legal analysis.

53 Expanding the scope from agents and brokers by adding all sellers of insurance products, including insurance manufacturers that sell directly to clients and market participants that sell insurance on an ancillary
basis (subject to the proportionality conditions).

54 PRIIP manufacturer.

55 UCITS.

5 AlFs.
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As recognised by some national authorities in the interviews and ESMA>’, the scope of
each legal requirement is complexified by the cross referencing - meaning that some
articles of one legal text refer to criteria and actions set forth in another one, adding
another layer of difficulty in the legal implementation.

The sectoral approach®® also complexifies the translation of the EU legal framework into
practice and the identification of the requirements applying to each product for example,
especially for those offered through different distribution channels.

Finally, it is noted that Member States have the possibility to “gold plate” (i.e. extend the
scope) the MIFID II scope to include AIFMs and UCITS. Czechia, Spain, Italy, Latvia and
Poland have made use of this option.

3.6.4. Coherence of common terms used in the EU legal framework relevant for
retail investors

Some terms, relevant to the context of this study, are commonly used across various EU
legal instruments. These terms (e.g. investors, transferable securities, insurance-based
product, advice and durable medium, etc) and their definitions have been mapped in
Annex 2 - Detailed methodology and a summary overview of the analysis is provided in
Table 3.5.

While often comparable, most definitions are not identical across legal frameworks and
the terminology is not always consistently used — neither within one legal instrument nor
across various legal instruments. This is mainly due to the sectoral approach of the
legislation.

Table.3-5 - Summary of definition differences across legal frameworks

UCITS, MiFID II

Transferable security . . Comparable but not identical
(used but not defined in
DMFSD)
Retail UCITS, AIFMD, MIFID II, 't\'hoer,‘czmoi';'ii‘g :I‘ivf;”'gon'
investor/client/investor/retail PRIIPS, IDD, Solvency II, . - y
A defined and different terms
client/consumer PEPP, DMFSD, E-commerce
are used
Not comparable (due to
Financial undertaking PEPP and Solvency II different institutions
included)
Insurance-based investment IDD and PRIIPS Consistent
product
Consistent but no
harmonised approach in the
PEPP. IDD. MIFID II use of terminological
! ! ! expressions “advice” versus
Advice/investment advice “investment advice” is

(used but not defined in

observed, meaning that
AIFMD and UCITS)

these two terms are used
interchangeably in different
legal acts

Consistent but not keeping
up with technological
development

IDD, UCITS, PEPP, DMFSD,

e PRIIPS, MIFID II

Source: Consortium, based on legal analysis.

57 ESMA Call for evidence on impact of the inducements and costs and charges disclosure requirements under MiFID II, point 29.
8 What is meant by sectoral approach is that the legislation is, at least in part, done by sector (e.g. bank and asset management under
ESMA'’s supervision and MiFID’s legal framework; and the insurance sector under EIOPA’s supervision and IDD’s legal framework)
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4. Mapping of product distribution

This chapter presents the results of the mapping exercise in which a sample of the retail
investment products distributed in the following 15 countries was analysed: Austria,
Czechia, Germany, Greece, Spain, Finland, France, Italy, Ireland, Luxembourg, Latvia, the
Netherlands, Poland, Romania and Sweden.>°

This chapter looks first at the development of the penetration of investment products
across the selected Member States. In the second part of this section we provide an
overview of the distribution of products across a sample of distribution channels.

4.1. Summary of main findings regarding the development of household assets,
retail investment product ownership and product offering developments

The household financial assets in the fifteen countries analysed in this report doubled in
the two decades between 2000 and 2020. All of the types of assets increased, except for
debt securities. In relative terms besides debt securities, the proportions of household
assets held in deposits, pension and insurance products increased, while the proportions
held in in equities and investment funds holdings decreased.

Looking at (potential) investors in investment products, about half of the individuals
participating in the survey conducted by the consortium had financial products or were
curious about or interested in investing in financial products, while the other half either
did not have savings or was not interested in such investments.

The individuals investing in financial products can choose from a variety of distributors and
product offerings. The product mix offered differs across countries, reflecting differences
in national frameworks such as pension systems, as well as consumer preferences and
distribution channels. In general banks distribute the widest range of retail investment
products, followed by insurance companies. The remaining distributors tend to specialise
in the distribution of one or two sub-categories of investment products (e.g. online
discount brokers, fund supermarkets, social trading platforms).

The product offering and the importance of distribution channels tend to follow investor
demand. There are four major trends affecting retail demand for investment products.
First, the low interest rate environment is driving investors towards products with higher
yields. Second, greater importance is attached to ESG factors, increasing the demand for
sustainable investment products. Third, investors are increasingly focusing on costs,
increasing the demand for simpler low-cost products. Fourth, especially young and risk-
seeking investors are interested in crypto-assets.

% In line with other parts of the study, the retail investment products have been classified into four product groups i) securities, ii)
investment funds, iii) insurance and pension products, and iv) other products. This reflects both direct and indirect participation in
capital markets. At subgroup level, products have been classified into nine subgroups: 1) listed shares, 2) bonds, 3) retail UCITS, 4)
retail AIFs, 5) traditional life insurance, 6) insurance-based investment products, 7) personal/individual pension products, 8) structured
products, and 9) derivatives.
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4.2. Development of household financial assets

European household financial assets have more than doubled over the last 20
years, from EUR 10.7 trillion in Q4 2000 to EUR 27.4 trillion in Q4 2020 (see Figure.4-1).
The main driving forces behind this development are cash and deposits holdings together
with investments in insurance and pension products, which collectively account for around
two-thirds of household financial assets.

Up until 2011, cash and deposits were the largest asset class (38% of household
financial assets), but since then the proportion of such assets has gradually
declined and stood at 33% in 2020. Similarly, holdings of equity and investment funds
have trended downwards over the years, representing 19% and 9% respectively at the
end of 2020. In turn, the portion of household financial assets held under insurance and
pension schemes has grown steadily to 35%, mainly due to an increase in pension
entitlements (compared with life insurance and annuity entitlements).6°

Finally, debt securities, loans and financial derivatives represent a very small part of
household financial assets, with their share dropping from about 3% in 2004 to less than
1% in 2020. In addition, other accounts receivable, which are not considered as
investment products, account on average for approximately 3% of the financial portfolio
over the period under review.

60 Eurostat (2021). Accessible at: https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Households -
statistics on financial assets and liabilities
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Figure.4-1 - Household financial assets (EUR billion)
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B Currency and deposits mInsurance, pensions and standardised guarantees
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Debt securities Loans
m Financial derivatives m Other accounts receivable

N.B.: The countries covered include: AT, CZ, DE, EL, ES, FI, FR, IE, IT, LU, LV, NL, PL, RO, and SE. Source: Eurostat (2021) Household Financial Assets
and Liabilities

Source: Eurostat (2021) https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Households - statistics on financial assets and liabilities
Source: Eurostat (2021) https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Households - statistics on financial assets and liabilities
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The composition of household financial assets varies considerably across EU
Member States (see Figure.4-2). While some countries (e.g. Greece, Luxembourg and
Poland) have very significant financial assets held in currencies and deposits, others (e.g.
Ireland and the Netherlands) have much higher proportions invested in insurance and
pension funds. As for equity investments, with the exceptions of Czechia, Finland, Latvia
and Sweden where households invest just over one-third of their assets in equities, the
remaining countries are below the average of 24% of total financial assets across the 15
Member States analysed. It is worth noting that in countries where financial markets are
most developed in terms of financial assets as a proportion of GDP, such as Germany
(12% of total financial assets), Ireland (12%) and the Netherlands (10%) the proportions
of household assets held in equities and funds are lower.

Figure.4-2 - Household financial assets by type and Member State (Q4 2020, %
of total)

100%

— W W | — I S—
80%
60% 35% 12%
20% 17% 21% 69%
40%
20%
0%
AT Cz LU
m Other accounts receivable O Financial derivatives
Loans Debt securities
m Investment funds = Equity

m |nsurance, pensions and standardised guarantees m Currency and deposits

Source: Eurostat (2021)

Insurance and pension products are the second largest asset class, representing
on average 26% of household financial assets across the countries analysed. However,
there are significant disparities between EU Member States, not only in terms of assets
held (see Figure.4-2), but also in the way that these are distributed between life, non-life
and pension schemes (see Figure.4-3). At the end of 2020, pension entitlements
accounted on average for 49% of insurance and pension assets of households, driven
mainly by Latvia (84%), the Netherlands (91%), Romania (84%) and Sweden (81%).
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Figure.4-3 - Household insurance- and pension -based assets by type (Q4 2020,

% total)
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Note: The dataset refers to the period Q4 2000 to Q4 2020.
Source: Eurostat (2021)

Life insurance and annuity entitlements accounted for 45% of all insurance and
pension products. However, there are some differences between countries. For
instance, insurance-based assets tend to dominate the investment markets in countries
such as France (95%) and Greece (78%), while pension entitlements tend to dominate
the investment markets in countries such as the Netherlands (91%), Latvia (84%) and
Romania (84%). Finally, non-life insurance is generally far less popular among households,
with the exception of Germany (17%) and Poland (16%).

Based on the consumer survey carried out in 10 of the 15 countries covered by this
study®! over a quarter of (banked®) consumers (28%) in these countries had already
invested in financial products, with proportions ranging from 19% in Greece and Poland to
44% in Sweden. At the time of the survey there was also a significant share of consumers
(11% on average) who were interested and looking to make investments. Another 14%
were not actively looking to invest at the time of the study, but were interested in investing
and had savings which would allow them to do so. The remaining respondents (just under
half) are consumers who either have no savings (24%) or who are not interested in
investing even though they do have savings (23%). The latter group is particularly large
in the Netherlands and France.

61
62

Germany, Spain, Finland, France, Greece, Italy, the Netherlands, Poland, Romania and Sweden
The survey only covered banked consumers. People who do not have a bank account were screened so as not to be included in of the
study sample.
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Figure.4-4 - Share of consumers who have or are interested in getting financial
investment products (n=10,470)

Q:When it comes to savings and investments, which one of the following better reflects your personal situation?
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Source: Consortium, based on the consumer survey.
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It is also worthwhile noting that the majority of investors in the sample (61%) held more
than one investment product.

Furthermore, two-thirds of investors had made at least one of their investments in the
past three years. In fact one-third of them (35%) had invested in the six months preceding
the survey. This confirms that the period of low interest rates attracted people to the
financial markets. The same applies to the COVID-19 pandemic period during which some
households accumulated wealth due to reduced consumption and decided to invest it.

The popularity of specific product categories differs between the countries
covered, most likely as a result of tax schemes or the extent to which a third pension
pillar is or is not incentivised. The figure below shows that investment funds are the most
commonly held product among the consumers surveyed (46% of investors have this
product). In most of the countries, investment funds are included in the top five most
commonly held products, but their penetration among the investor population differs
substantially — from 75% in Finland to 12% in France. Listed shares are the second most
commonly held product, in particular in Sweden and Finland. Life insurance is the third
most popular product category, most notably in France (75% of investors have this
product). Complex products such as structured products and derivatives are held by only
3 or 4% of investors. It is also noteworthy that 16% of investors have invested in crypto-
assets. In Greece and Romania more than 30% of investors hold this type of asset.
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Figure.4-5 - The types of investment products held by persons who state having at least one investment product (n=10,470)
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4.3. Sample of distributors assessed for product distribution mapping

The product distribution mapping is based on a total of 240 distributors in the 15 selected
countries (see Table.4-1 below). Between 15 and 20 distributors were mapped for each
country. Banks constitute the largest share of distributors mapped (106 or 44% of
distributors), followed closely by insurance companies (86 or 36% of distributors). The
remaining types of distributors (about one-fifth) consist of independent financial advisors,
robo/automated advisors, fund supermarkets, online discount brokers, social trading
platforms and asset managers.

The distributors were chosen with the aim of creating a representative sample and one
that allows for comparison with previous studies such as the one conducted by Deloitte for
DG FISMA in 2018%. Therefore, in each country the largest banks and insurance
companies were chosen in addition to a set of distributors that represent other forms of
distribution of retail investment products. Together, the distributors for each country were
chosen to represent 80% or more of retail investment distribution.

Importantly, in the mapping the distributors are categorised based on their presentation
to retail investors. This means that when banks use various sales channels each of those
is considered as one distributor notwithstanding their license. Indeed, some financial
groups have various brands with their own distribution channels® under one license which
are treated separately (e.g. Volksbank in the Netherlands operates ASN Bank, RegioBank,
SNS Bank, etc. based on a single credit institution license). On the other hand, there are
financial groups with various licenses that sell the products through the same sales channel
which are treated as one distributor (e.g. cooperative and savings bank networks with
various credit institution licenses as well as bancassurers with both credit institution and
insurance licenses). Moreover, distributors are classified according to their primary
activity. For example, when banks (i.e. licensed credit institutions) distribute securities
under MIFID II as well as insurance products under IDD, they are classified as banks.

63 Study available at: https://ec.europa.eu/info/sites/default/files/180425-retail-investment-products-distribution-systems _en.pdf
%4 If a parallel channel is used for the distribution of insurance products, such as a separate website, the investment products are not
included as part of the product offering of the bank in question.
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Table.4-1 - Number of distributors scored per country, per type

Country Insurance Independent financial Fund Online Social trading Asset/fund Total
companies advisor, supermarkets discount platforms managers
Robo/automated brokers
advisors

AT 5 5 2 0 2 1 0 15
cz 6 6 0 1 1 0 1 15
DE 7 5 1 1 0 1 0 15
EL 5 6 0 0 0 0 4 15
ES 9 4 1 0 0 1 1 16
FI 5 5 0 0 1 0 4 15
FR 9 6 0 0 1 1 0 17
IE 5 5 0 0 2 2 1 15
IT 9 6 0 0 0 0 0 15
LU 5 7 1 0 2 0 0 15
Lv 10 3 0 0 1 0 1 15
NL 5 6 0 0 3 1 1 16
PL 10 7 0 1 1 1 0 20
RO 8 9 0 0 1 1 1 20
SE 8 6 0 0 1 1 0 16
Total 106 86 5 3 16 10 14 240

Source: Consortium, based on the product scoring.
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Box 4.1 Comparison of main findings with analysis carried out by Deloitte (2018)

The scope of this study overlaps to a some extent with the scope of the “Distribution
systems of retail investment products across the European Union” study carried out
by Deloitte Luxembourg for European Commission in 2018 (Deloitte, 2018). Both
studies have similarities in their design in terms of the definition of a retail investor
and the percentage of the market covered.

Despite the similarities between the two studies, some, mostly methodological,
differences remain. First, this study considers all products that are marketed to retail
investors and not only actively marketed products. By considering all the products
offered by a distributor this study makes no difference between retail investors
without and with a client relationship with a distributor. The latter often have more
products offered to them (e.g. in online banking environment). Second, this study has
a broader definition of the insurance and pension products distinguishing between
traditional life insurance products, insurance-based investment products and pension
products. Third, the set of countries covered in this study differs somewhat and the
number of banks and insurers is slightly higher.

As a result of the broader coverage as well as different timing of the data collection
(2017 vs 2021), the figures presented in this study often differ significantly from
those presented in the Deloitte study. This is especially the case for investment funds
and securities, which the vast majority of banks distribute in large numbers. For
example, the Deloitte study found a total of 658 ETFs offered in the fifteen countries
covered by the study. This study shows that, for example, a single German bank
alone may distribute 2,350 ETFs on its website. Similarly, the availability of securities
is much wider.

In addition to securities and investment funds, the reported number of insurance-
based investment products in this study (315) is substantially higher than found by
Deloitte (219). This could be explained by the differences in definition. In the Deloitte
study insurance-based investment products were classified as life insurance policies
(with or without guarantee). In turn this study distinguishes between traditional life
insurance policies and insurance-based investment products, where the latter covers
all insurance-based investment products (including endowment insurance, etc.) as
long as they do not have a clear pension objective.

Lastly, the Deloitte study comments on the number of products offered per country
and notes that a set of countries, offers a lower number of investment products to
retail investors possibly due to fewer active distributors. This study shares that
observation, finding that not only Romania but also Latvia are countries in which
fewer different retail investment products are distributed.
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4.4. Retail investment product offerings across countries studied

The breadth of retail investment products available varies by type of distributors
(see Table.4-2). In the countries studied, distributors such as banks and insurance
companies tend to offer retail investment products from multiple product categories.
Smaller distributors, such as traditional/online brokers and fund supermarkets, generally
specialise in distributing retail investment products from one or more categories. For
example, traditional/online brokers are highly likely to offer securities, structured products
and derivatives, but rarely distribute insurance products. Fund supermarkets tend to
specialise even further and, in the countries studied, they offered solely investment funds.

Moreover, some retail investment products are more widely available than others.
Investment funds are distributed by nearly every type of distributor, whereas securities
are mostly offered by banks, traditional/online brokers, and trading platforms. Among
securities, equities are more likely to be offered than bonds, especially in the case of
trading platforms. Turning to insurance products, these are rarely offered by distributors
other than insurance companies and banks.
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Table.4-2 - Share of distributors offering product categories (across countries studied)

Independent Fund Traditional/
financial advisors, | supermarket online

Product Insurance
category companies

Trading Asset/fund

: latforms INELELE S
robo-advisors s brokers P 9

Equities

Securities
Bonds
Investment UCITS
funds AIF
Traditional life
insurance
products
Insurance L’;Z:';Iance_
ﬁro dpuirgzlon investment
products
Personal/indivi-
dual pension
products
Structured
Other Products
products
Derivatives
Number of observations 106 86 5 3 16 10 14

Source: Consortium, based on the product catalogue mapping.
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As reflected during the interviews, literature review and analysis of household assets
above, EU countries differ in their traditional dominant distribution practices. In
selected countries such as Italy and Spain, retail investors are relatively oriented towards
more traditional products (such as bonds and traditional life insurance products). Likewise,
countries with a developing interest in retail investor participation, such as Romania, have
a similar orientation towards more traditional products. In turn, there are also countries
such as the Netherlands and Sweden which have a longer tradition of retail investor
participation in capital markets. In these countries investors are more likely to opt for non-
traditional products and have a greater appetite for execution-only products, for example,
directly investing in investment funds and derivatives.

Despite some national differences, there are four important trends in the supply of
products for retail investors that can be observed across the EU.

First, the low interest rate environment has driven retail investors towards products
with higher yields and, accordingly, often with more risk. For instance, from government
bonds to equities, from government bonds to corporate bonds, from traditional life
insurance products to IBIPs or from traditional guaranteed products to hybrid and unit-
linked products. According to many interviewees, this has prompted more participation in
the market as retail investors move from low-interest bank deposits to investment
products with a higher potential return. Banks in countries such as Italy and the
Netherlands have also become keener to promote retail investments amongst their clients,
as having excessive liquidity is costly for them given negative monetary interest rates.

Secondly, there is a growing offer of sustainable investment products, with financial
institutions increasingly actively distributing “green”, “social”, and “impact” products.
Retail investors also reportedly have a high interest in these kinds of products.
Nevertheless, the actual investments of retail investors in sustainable investment products
are still limited. For example, only 5% of Italian investors hold ESG-investment products.

Thirdly, there is an increased focus on low-cost products. Enhanced disclosure and
awareness of the costs of retail investment products, as well as supervisory interventions,
have contributed to an increase in the popularity of simple investment products in most
countries. For example, low-cost ETFs have gained in popularity in many countries such
as Finland, the Netherlands and Poland, though they remain marginal in other countries
such as France.

Fourthly, interest in crypto-assets from - especially young and risk-seeking - retail
investors, also seems to be increasing in all selected Member States. Nevertheless, many
distributors indicate that they do not offer crypto-assets at all or only to investors that
qualify as professionals.
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4.5. Banks

Banks have the most diverse product offering among the distributors covered in this
study. The larger banks in the fifteen countries distribute more or less the same categories
of retail investment products. The large majority of banks covered distribute equities,
bonds and investment funds. Furthermore, a majority of banks offer derivatives and
structured products to retail investors. The main differences are observed in the
distribution of pension and investment-based insurance products, which are distributed in
varying degrees by banks across countries. These differences reflect diversity in national
frameworks, consumer preferences and distribution models.

4.5.1. Analysis

Large retail banks are the main distributors of retail financial instruments in the countries
studied. The availability of retail investment products amongst large banks in the countries
studied is relatively homogenous (see Table.4-3). In nearly all countries, large banks are
highly likely to distribute securities (shares and bonds) and investment funds. In addition,
large banks in most countries offer structured products and to a lesser extent derivatives.

Similarly, a large number of banks in the countries studied distribute traditional life
insurance, IBIPs and pension products. However, there are significant differences between
the countries studied. In France and Ireland banks almost universally distribute insurance
products to retail investors, unlike in Latvia and Germany, where half or fewer of banks
were found to distribute insurance products to retail investors.

The distribution of pension products amongst banks in the countries studied varies greatly,
reflecting the varying degrees to which retail investors have responsibility or the fiscal
regime for third pillar bank pension products. In Finland, for example, banks are not
expected to distribute pension products at all, in stark contrast to countries such as Austria
and Spain where the banks from this study universally distribute pension products.

Structured products are generally offered by large banks, but there are differences
between countries. Retail investors in Finland, Germany, Italy, the Netherlands and Poland
will find structured products at (nearly) all large retail banks in their country, whereas for
investors in Ireland, Latvia or Romania it is much less common.

Country-specific circumstances may also influence the offerings of retail investment
products by banks, as shown by the examples of Ireland and the Netherlands. Irish banks,
for instance, have so far not followed the trend witnhessed in other EU countries of
increasingly distributing execution-only products. Indeed, very few investment funds and
no securities, structured products and derivatives were distributed in Ireland. In the
Netherlands, IBIPs enjoyed a peak in the 1990s and early 2000s but distributors almost
entirely stopped distributing them after a large mis-selling scandal.
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Table.4-3 - Share of banks offering product listed per country

Product Product
group category
Equities
Securities
Bonds
Invest- UCITS
ment
funds AIF
Traditional life
insurance
products
Insurance Insurance-based
& pension investment
products products
Personal/indi-
vidual  pension
products
Structured
Other Products
products
Derivatives 0% 11%
Number of observations 5 6 7 5 9 5 9

Source: Consortium, based on product catalogue mapping.
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4.5.2. Shares

In the countries studied, the average number of shares that a bank distributes®> ranges
from approximately 5,000 (Sweden) to as high as 20,000 (Poland) (see Figure 4.6). Banks
in France and Germany on average distribute fewer shares than those in Greece and
Poland. Ultimately, the extent to which shares are distributed to retail investors comes
down to the number of stock exchanges from which banks distribute shares, and in
countries such as Greece, Latvia and Poland that number is higher.

Figure.4-6 - Estimated average number of shares offered per bank
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Note.: Only those banks for which the markets from which they offer shares to retail investors are
included. The information for at least three banks in the country offering shares needs to be available
to be included in the above figure.

Source: Consortium.

Taking a closer look at the exchanges from which banks distribute shares, these include
both their domestic regulated market(s) and other regulated European markets. Roughly
one-fifth of the banks analysed offer shares from alternative stock exchanges, such as
Equiduct and Nasdaqg First North. Shares from alternative stock exchanges are most
frequently distributed by banks in Finland, Germany and Sweden.

Alongside European exchanges, many banks distribute shares from non-European
exchanges. Shares from US stock exchanges (e.g. NASDAQ and New York Stock Exchange)
are distributed by the vast majority of banks in the countries studied. Australian, Canadian
and Japanese exchanges also feature amongst the non-European exchanges whose shares
are distributed by banks. Approximately 10% of banks in the countries studied do not
distribute shares from non-European exchanges.

85 The number of stocks offered is estimated based on the exchanges to which the banks provide access.
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4.5.3. Bonds

About three-quarters of the large banks analysed offer bonds to retail investors. Almost
three-quarters of those banks distribute all types of bonds (government, corporate and
financial institution bonds), 15% only government-issued bonds and lastly 12% both
government and corporate bonds (see Figure.4-7).

Figure.4-7 - Types of bonds offered by bond distributing banks, per category as
a percentage of total

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

mAll Government Government and corporate

Source: Consortium, based on the product catalogue mapping.

Banks that offer bonds from each of the three types of issuers (corporates, financial
institutions and governments) are likely to offer retail investors both investment grade
bonds (above BBB-) and non-investment grade bonds (BBB- or below). In fact, over two-
thirds of banks in the countries studied distribute both investment and non-investment
grade bonds (see Figure.4-8). Just over a quarter of the banks distribute only investment
grade bonds. The fact of only distributing investment grade bonds may (1) be a
consequence of only offering government issued bonds in a country where the government
has a strong rating or (2) offering a mix of corporate, financial institution and government
bonds from high-rated debtors. A small number of distributors offer only non-investment
grade bonds to retail investors. In all instances these are banks in countries with domestic
government bonds with a non-investment-grade rating.

Figure.4-8 - Credit quality of bonds offered by bond distributing banks, per category as a
percentage of total
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Source: Consortium, based on the product catalogue mapping.

In addition to the type and credit rating of bonds, an insight into the origin of bonds is
provided. About half of bond distributing banks (52%) offer bonds from across the globe
(see Figure.4-9). For just under a quarter of bond distributing banks (24%) only bonds
from developed economies are distributed. Another quarter of bond distributing banks
(24%) offer only domestic bonds.
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Figure.4-9 - Geographical coverage of bonds offered by bond distributing banks
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Source: Consortium, based on the product catalogue mapping.
4.5.4. Funds

The average number of funds offered differs considerably between banks and countries
(see

Figure.4-10). A large German bank distributes on average thousands of funds to retail
investors. However, retail investors in Czechia, the Netherlands and Sweden generally
have less than a thousand investment funds from which to choose. Banks in Romania offer
on average less than a hundred investment funds to their retail investors. There are two
general factors influencing the number of funds offered. First, some banks offer only in-
house funds. In this case, the total number of investment funds distributed rarely exceeds
100 funds. Secondly, when third-party ETFs are offered the total number of funds is much
larger.

Figure.4-10 - Average number of funds offered per bank
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Note: The figure above indicates only the countries for which at least three banks specified the exact
number of funds distributed.

Source: Consortium, based on the product catalogue mapping.
4.5.5. Structured Products

Structured products are distributed by large banks in the countries studied, with the
exception of Ireland (see Figure.4-11). In fact, all of the banks studied in Germany and
Italy offered structured products to retail investors. In the remaining countries the
majority of banks distributed structured products to retail investors. Structured products
are often distributed to retail investors to provide an investment opportunity with either
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some form of guarantee to reduce the risk or higher leverage with a potentially higher
return, but also risks for the retail investors.

Figure.4-11 - Share of banks offering structured products, by country
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Source: Consortium, based on the product catalogue mapping.

Certificates and warrants are the most frequently distributed structured products by banks
in the countries of this study (see Table.4-4). Other products, such as notes and structured
bonds, are offered sparingly. Certain structured products are especially prevalent in one
or two countries, such as Turbos in the Netherlands and Deposit Certificates in Greece.

Table.4-4 - Share of banks offering a certain structured product, by country

Number of

Certificate = Warrant Bond Deposit Turbo observations
EL 0% 0% 20% 0% 0% 3
IE 0% 0% 0% 0% 0% 0% 0
LV 0% 0% 0% 0% 0% 0% 2
RO 13% 0% 13% 0% 0% 0% 1
LU 20% 20% 0% 0% 0% 0% 4
ES 33% - 0% 0% 0% 33% 6
FR 33% 44% 11% 0% 0% 22% 6
PL 30% 20% 10% 0% 0% 0% 8
SE 25% 50% 13% 0% 0% 13% 6
FI 40% 40% 0% 0% 0% 0% 4
cz 50% 33% 17% 0% 0% 0% 3
AT 0% 0% 0% 0% 3
IT 0% 0% 0% 0% 9
DE 0% 0% 0% 14% 7

Note.: Only banks for which the types of structured products distributed were specified are included.
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Source: Consortium, based on the product catalogue mapping.
4.5.6. Derivatives

Derivatives are distributed by banks in the vast majority of countries (see Figure.4-12),
though less frequently than structured products. Derivatives are most frequently offered
by banks in countries such as Germany, Greece, Italy, the Netherlands and Sweden, while
the large banks in countries such as Finland and Ireland appear not to offer derivatives to

retail investors.
86%

The derivatives that are most frequently distributed by banks in the countries studied are
call and put options (see Table.4-6). Additionally, forwards and futures are offered to retail
investors by a significant number of banks, though to a lesser extent then call and put
options.

Figure.4-12 - Share of banks offering derivatives, by country
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Source: Consortium, based on the product catalogue mapping.

Table.4-5 - Share of banks offering a certain derivative, by country per category

Country Forward/Future gl;l:;l:\?;tions o
FI 0% 0% 0% 0
IE 0% 0% 0% 0
FR 11% 11% 0% 1
RO 13% 13% 25% 2
LU 20% 20% 0% 1
PL 30% 30% 40% 5
ES 44% 44% 33% 4
LV

AT

SE

IT
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EL 80% 80% 80% 4
NL 80% 80% 0% 4
DE 86% 86% 57% 6

Source: Consortium, based on the product catalogue mapping.
4.6. Insurance companies

The largest life insurance companies in the countries analysed primarily distribute
insurance and pension products to retail investors. They distribute traditional life
insurance, insurance-based investment (IBIPs) and personal pension products. There are
some differences in the availability and amount of IBIPs and personal pension products
distributed across countries, due to differences in the pension systems and consumer
preferences.

4.6.1. Analysis

Traditional life insurance and IBIPs are offered by nearly all large insurance companies in
the countries studied (see Table.4-6 below), especially in France, Greece, Latvia, Poland
and Spain, where the insurers studied universally offered them.

Personal pension products are also offered by a substantial share of insurance companies
in the countries studied. Some insurance companies that have investment firm licences
distribute investment funds, albeit to a lesser extent than insurance and pension products.
For instance, in Poland and Spain about half of all insurance companies studied also offer
investment funds.

Insurance companies in the countries studied rarely offer securities and do not offer
structured products or derivatives.
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Table.4-6 - Share of insurance company offerings, by country

Product Probduct
category Y-
category
Equities 0% 0% 0% 0% 0% 0% 17% 0% 0% 0% 0% 0% 0% 0% 33%
Securities
Bonds 0% 0% 0% 0% 0% 0% 17% 0% 0% 0% 0% 0% 0% 0% 0%
UCITS 0% 33% 20% 17% 50% 20% 17% 0% 0% 0% 0% 17% 43% 0% 33%
Investment
funds AIF 0% 0% 0% 0% 25% 0% 0% 0% 0% 0% 0% 17% 0% 0% 0%
Traditional
life insurance
products
Insurance-
Insurance  based
products products
Personal/
individual
pension
products
Other ﬁ:;‘;ﬁtgt;ed 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
products
Derivatives 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Number of observations 5 6 5 6 4 5 6 5 6 7 3 6 7 9 6

Source: Consortium, based on the product catalogue mapping.
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4.6.2. Traditional life insurance products

The product range for traditional life insurance products®® is fairly limited. The average
number of traditional life insurance products offered by a large insurance company in the
countries of this study is no more than five (see Figure.4-13). Notably, in most countries
studied insurance companies offer on average between one and two traditional life
insurance products. These products often allow for personalisation. For example, in the
Netherlands traditional life insurance products offered are largely the same and the fees
are calculated based on the same metrics (age, sum insured, smoking yes/no, etc.).

Figure.4-13 - Average number of traditional life insurance products offered by
insurance companies
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Source: Consortium, based on the product catalogue mapping.
4.6.3. Insurance-based investment products

Most insurance companies in the countries studied distribute multiple IBIPs to retail
investors (see

% Traditional life insurance products can take the form of individual or group contracts. They can be products offering protection, savings

products or a combination of both.
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Figure.4-14). With the exception of Germany and the Netherlands, where IBIPs are not,
or only rarely, offered by the insurance companies studied, insurance companies offer on
average between one and six different IBIPs.
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Figure.4-14 - Average number of insurance-based investment products offered
by insurance companies

6,7

4,0 4,3
29

7
6
5
4 3,5
3 20 2.2 2,3 2.4
2 1,6 1,7 '
1,0 1,0
Lo 02

0
NL DE FI SE IE Ccz LV FR PL LU RO EL AT ES IT

Source: Consortium, based on the product catalogue mapping.
4.6.4. Individual pension products

Individual pension products are distributed by insurance companies in all countries studied
(see Figure.4-15). However, there are significant variations between countries, reflecting
differences in national regulatory frameworks and the extent to which tax benefits are
provided for third-pillar pension products. In most countries, insurance companies offer
on average between one and three pension products. Nevertheless, in some countries such
as Germany and Spain, insurance companies offer on average significantly more types of
individual pension products (between six and seven).

Figure.4-15 - Average number of individual pension products offered by
insurance companies
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Source: Consortium, based on the product catalogue mapping.
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4.7. Other distributors

The other distributors - covered under MIFID - offer mostly securities, funds, structured
products and derivatives (see Table.4-7). This group consists of those distributors that are
not banks or insurance companies including asset managers, fund managers, fund
supermarkets, online or traditional brokers, independent financial advisors, robo-advisors,
trading platforms and other distributors.

Interestingly, nearly all distributors in this group offer investment funds to retail investors,
reflecting the popularity of investment funds such as UCITS ETFs, and the desire of a
variety of types of distributors to offer such funds to retail investors. A comparison of
offerings between countries reveals that few differences exist, certainly less than for banks
and insurance companies. This is both a reflection of the distributors being similar across
countries, as well as distributors operating in multiple countries (i.e. being pan-European
in nature), for example online brokers such as Saxo, DeGiro and eToro, all three of which
distribute more or less the same products across a large number of European countries.

Nevertheless, there are some differences between countries. For example, other
distributors in Spain and Finland do not offer bonds to retail investors and pension products
are offered by distributors in this group in less than half of countries. Moreover, securities
are distributed to differing degrees by distributors from this group; countries such as
France and Ireland have a much higher percentage of distributors offering securities than
those in Czechia, Finland, Greece or Spain.
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Table.4-7 - Share of products offered by other distributors, by country

Product Product sub-

AT
category category

Equities
Securities
Bonds
Investment UCITS
funds AIF
Traditional life

0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%

insurance products

Insurance & Insurance-based
pension investment 0% 0% 0% 0% 0% 20% 0% 0% 0% 0% 0% 0% 0% 50%
products products

Personal/individual

0 0 0 0 0 0 0 0 0 0 0 0 0
pension products 40% 0% 0% 0% . 0% 0% 40% 0% 50% 40% 0% 0% 50%

Structured

0, o, 0, o) o, o, o, o, o, o, o, 0,
Other Products 40% 33% 33% 0% 0% 20% 50% 40% 50% 40% 33% 50%
products
Derivatives - 33% 33% 25% 0% 20% 50% 20% 50% 40% 33% 50%
Number of observations 5 3 3 4 3 5 2 5 3 2 5 3 3 2

Note: The results in the above are for all distributors surveyed, excluding banks and insurance companies. Moreover, Italy was excluded given insufficient
observations to obtain a representative view.

Source: Consortium, based on product catalogue mapping.
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4.7.1. Traditional/online brokers and trading platforms

Among the sample of other distributors, traditional/online brokers and trading platforms
make up the largest share and distribute a similar set of products (see Section 4.3). A
closer comparison between these two types of distributors reveals that while they may
offer the same type of products, there is a difference in the depth of their offering. In fact,
traditional/online brokers distribute a higher number of funds. Similarly, traditional/online
brokers on average cover a higher number of stock exchanges (see Figure.4-16 and
Figure.4-17).

The fact that traditional/online brokers offer a wider variety of retail investment products
concurs with the observation that trading platforms focus on a smaller set of well-known
retail investment products and market them to new retail investors. Examples of such
investment products include UCITS ETFs that track well-known indices such as the DAX40
and the S&P500.

Figure.4-16 - Average number of stock exchanges from which shares are offered
by traditional/online brokers and trading platforms
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Figure.4-17 - Average number of funds offered offered by traditional/online
brokers and trading platforms
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Box 4.2 Rise in popularity of online brokers and trading platforms

The last decade has witnessed a sharp rise in the popularity of new generation retail
investment distributors, such as online discount brokers and social trading platforms.
As digitalisation progresses and smartphone penetration increases, younger retail
investors especially are moving away from traditional retail investment distributors
(i.e. traditional banks and insurance companies) and instead choosing online discount
brokers and social trading platforms for their investments.

For example, eToro - an Israeli social trading and multi-asset brokerage company -
has in the last five years almost quadrupled its number of registered users, up to 20
million in March 2021. It is unclear how many of these users are actually active on the
platform. This might be significantly lower as eToro had “only” about 1 million funded
accounts end-2020. More than two-thirds (69%) of its users are based in Europe
(eToro, 2021a; eToro, 2021b).

FlatexDegiro has become one of the largest pan-European online discount brokers.
The combination of Flatex AG and Degiro has seen its clients more than double in the
past two years, from about 0.85 million end-2019 to 2.04 million end- 2021. The large
majority of these clients are in the EU. The number of transactions on the platform
has followed a similar pattern, increasing by 94% between March 2020 and March
2021 (FlatexDegiro, 2022).

There are several explanations for the growing popularity of online brokers and social
trading platforms.

First, these distributors offer their products on a low-cost basis or with no direct costs.
The costs are low because of the alternative revenue streams (e.g. order payments
revenue flows, security lending and interest-based revenue models), the focus on
execution-only and highly digitalised processes and investment platforms.

Secondly, these distributors target the younger, more tech-savvy generation. For
example, a typical eToro client is aged around 34 and works in finance, IT, sales or
marketing (EToro, 2021). These clients often do not require advice and seek easy,
fast, hassle-free investment platforms that allow for “one-click” purchases.

Thirdly, online brokers and trading platforms often offer a wider range of retail
investment products compared with traditional banks and insurers. For example,
online brokers and trading platforms also facilitate investment in commodities,
currencies and crypto-assets, which are rarely offered by most large banks and
insurance companies.

eToro, FlatexDegiro and several other online discount brokers and social trading
platforms are growing rapidly, but often still have fewer assets under management
than the large banks and insurance companies in the countries where they are active.
Many banks and insurance companies are responding to the increasing popularity of
online discount brokers by altering their existing service and pricing or creating their
own online discount broker or social trading platforms.
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5. Disclosure

5.1. Introduction

Retail investor protection in financial markets by means of information disclosure began to
be high on government agendas after the global financial crisis®” as a way of limiting
market failures due to information asymmetries and driving better consumer outcomes. %8
Information disclosure was intended to be, on the one hand, a transparency measure
towards the market and, on the other hand, as assessed later in this study, a means of
empowering potential investors to make well-informed rational decisions about products®°.
However, it is important to note from the outset that the EU regulatory framework also
acknowledges that disclosure in isolation is not enough to achieve optimal outcomes for
investors. Other measures have also been introduced regarding inducements, conflicts of
interest, advice and suitability assessments, demands and needs tests. As will be discussed
in the relevance and effectiveness sections below, there are limits on the influence on
consumer choices that disclosure can achieve in addressing biases driving consumer
behaviour by providing them with information to support decision-making. These other
measures (advice, profile screening to understand clients) are discussed in the remaining
chapters of this study, but should be borne in mind when reading the findings of this
section.

This section focuses primarily on pre-contractual disclosure regarding products and
services. Disclosure through marketing communications and ongoing disclosure were
covered as part of the legal analysis and included in the consistency analysis but they were
not the main focus of the study.

Furthermore, the focus of this section is on the role of disclosure in investor decision-
making. While acknowledging that disclosure also plays an important role in making the
market more transparent and thus enhancing competition, these considerations were not
analysed as part of this study.

5.1.1. Summary of the relevant legal provisions

Scope: this section only provides a high-level summary of the requirements regarding the
prospectus, as this information document was not covered in depth in the legal mapping
of this study.

Disclosure requirements are covered in a large and multi-layered set of legal documents
at EU level. The table below shows the legal instruments covered as part of this study when
analysing disclosure rules.

At product level, retail investors have to be provided with a Key Information Document or
a Key Investor Information Document and in some cases also the Prospectus depending
on the product category in which they are interested. At service level, retail investors are
additionally provided with a pre-contractual information document. The scope of these
types of information documents is presented below.

67 (Seira, Elizondo, & Laguna-Miiggenburg, 2017).
68 (Australian Securities and Investments Commission (ASIC) & Dutch Authority for Financial Markets (AFM), 2019).
% See for example Kern (2018) Marketing, Sale and Distribution and Mis-selling of Financial Products.
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Prospectus

UCITS funds must publish a prospectus which sets out the operation of the fund,
investment objectives and policies, risk factors, parties involved, valuation rules, how to
buy and sell shares etc. The prospectus forms part of the contract between the fund and
the investor.”?

Equally, when offering units in an Alternative Investment Fund (AIF), a prospectus is
provided to professional and non-professional investors before they acquire units. For an
AIF, three prospectus regimes can be distinguished:

e AIFMD prospectus regime71: this prospectus regime applies to the prospectus of
an AIF when the units are only distributed to professional investors.

e Retail prospectus regime72: this prospectus regime applies to the prospectus of an
AIF when the units are (also) distributed to retail investors.

e Prospectus Regulation regime: this prospectus regime applies, inter alia, to the
prospectus of an AIF which qualifies as a closed-end AIF and when the units are
offered to the public or admitted to trading on a regulated market. The requirements
are outlined in the Prospectus Regulation73. It needs to be observed that the scope
of the Prospectus Regulation is broad(er) and covers all securities which are either
offered to the public within the EU or admitted to trading on a regulated market.

Since recently, the prospectus needs to take into account the information disclosure
requirements regarding sustainability. These requirements are outlined in Regulation (EU)
2019/208874, which entered into force on 10 March 2021.

Pre-contractual information document

Potential retail clients must receive information on the product(s) they are interested in
ahead of signing the contract. The goal of a pre-contractual information document is to
provide the investor with information on the essential elements of the investment product
or service and to specify where and how to obtain additional information on the proposed
investment.

This pre-contractual information at product level is provided in the UCITS KIID”> (Key
Investor Information Document), the PEPP KID7® (Key Information Document) and the
PRIIPs KID’’. The PRIIPs KID is required for banking products, insurance products and
investment products available to retail clients, given that it applies to packaged products
that are “subject to fluctuation because of exposure to reference values, or subject to the
performance of one or more assets which are not directly purchased by the retail investor”
(Recital 6 and Article 4(1) PRIIPs Regulation).”®

70 Chapter IX, Section 1 UCITS.

7t Article 23 (1)-(2) Directive 2011/61/EU.

72 The relevant legal provisions are laid down at Member State level.

73 Regulation (EU) 2017/1129 of the European Parliament and of the Council of 14 June 2017 on the prospectus to be published when

securities are offered to the public or admitted to trading on a regulated market, and repealing Directive 2003/71/EC, OJ L 168,

30.6.2017, p. 12-82.

Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustainability-related disclosures

in the financial services sector, OJ L 317, 9.12.2019, p. 1-16.

75 Chapter IX, Section 3 UCITS.

76 Article 26 PEPP.

77 Chapter II PRIIPs.

78 With the PRIIPs Regulation, the EU opted for a cross-sectoral scope approach to product information, requiring the same key information
document for structured deposits (banking product), insurance-based investment products (insurance product) and packaged financial
instruments (investment product). In other words, the PRIIPs KID applies a one-size-fits-all standard to a wide variety of very different
products, (i.e. short- and long-term products, speculative and guaranteed products, and products with and without insurance benefits).
Nevertheless, the risks section of the PRIIPs KID differentiates between four different PRIIPs categories - see Table 5.7. See also: “The
‘targeted standardisation’ in the PRIIPs framework is not a ‘one size fits all’ approach, but involves dividing PRIIPs into four categories
and tailoring the disclosure requirements accordingly” in Proposal for a Regulation of the European Parliament and of the Council
amending Regulation (EU) No 1286/2014 as regards the extension of the transitional arrangement for management companies,
investment companies and persons advising on, or selling, units of undertakings for collective investment in transferable securities
(UCITS) and non-UCITS, COM(2021)397 final, 15.7.2021.

74

Page 87 of 357



Disclosure, inducements, and suitability rules for retail investors study

The UCITS KIID is produced for all UCITS. However, as of January 2023, the UCITS KIID
will be replaced by the PRIIPs KID.”° The disclosure rules of the new Regulatory Technical
Standards are designed to make PRIIPs KIDs for UCITS fully applicable.2°

The PRIIPs regime applies to all products manufactured by the financial services sector
which provide an investment opportunity to retail investors where (irrespective of the
investment's legal form) the product’s return is subject to the performance of assets which
are not directly purchased by the retail investor. Retail AIFs therefore constitute PRIIPs
for the purposes of the regime. Hence, retail AIFs must prepare a (PRIIPs) KID.

All PEPP providers and distributors are required to provide PEPP clients with the PEPP KID.
This pre-contractual information should enable PEPP clients to decide whether to invest in
a particular PEPP and also to decide the appropriate investment option offered by the PEPP.
The PEPP KID is, essentially, modelled after the PRIIPs KIID.8!

Additionally, MIiFID II states that the client must be informed, in good time, about the
investment firm and its services, the financial instruments and proposed investment
strategies, execution venues and all costs and related charges (Article 24(4) MiFID II). The
MIiFID EU legal framework does not establish an information template or document
comparable to the UCITS KIID, PRIIPs KID or PEPP KID.82 MiFID II Delegated Regulation
(EU) 2017/565 lays down further requirements on information including marketing
communications and information to be provided after contract signature.®3

DMFSD very generally includes provisions on pre-contractual information, stating that the
content and format are to be kept simple and easy to understand.

Following IDD, a standardised insurance product information document (IPID) should only
be provided for non-life insurance products — hence falling outside the scope of this study
as irrelevant in the case of retail investments. IBIPs have a PRIIPs KID, produced under
that Regulation. IDD additionally includes some general information requirements that
need to be disclosed before the conclusion of an insurance contract (Article 18) by the
insurance intermediary or undertaking and some more specific information requirements
in relation to the distribution of IBIPs (Article 29).

Finally, Solvency II lays down some general information requirements, to be disclosed
before a life insurance contract is concluded.?*

The above shows that the pre-contractual information requirements from multiple
Directives and Regulations might need to be taken into account, depending on the
investment product or service to be sold. It also shows that these EU Directives and
Regulations can reinforce each other in a very efficient manner. For example, the PRIIPs
KID will help MiFID II firms fulfil their information requirements when informing their clients
on the risk return profile of the products they sell.8> Equally, if the financial instrument is
within the PRIIPs scope, then the investment firm can use the publicly available PRIIPs KID

79 Regulation (EU) 2021/2259 of the European Parliament and of the Council of 15 December 2021 amending Regulation (EU) No
1286/2014 as regards the extension of the transitional arrangement for management companies, investment companies and persons
advising on, or selling, units of undertakings for collective investment in transferable securities (UCITS) and non-UCITS, OJ L 455,
20.12.2021, p. 1-3.

80  Commission Delegated Regulation (EU) 2021/2268 of 6 September 2021 amending the regulatory technical standards laid down in

Commission Delegated Regulation (EU) 2017/653 as regards the underpinning methodology and presentation of performance scenarios,

the presentation of costs and the methodology for the calculation of summary cost indicators, the presentation and content of

information on past performance and the presentation of costs by packaged retail and insurance-based investment products (PRIIPs)
offering a range of options for investment and alignment of the transitional arrangement for PRIIP manufacturers offering units of
funds referred to in Article 32 of Regulation (EU) No 1286/2014 of the European Parliament and of the Council as underlying investment

options with the prolonged transitional arrangement laid down in that Article, OJ L 4551, 20.12.2021, p. 1-55.

S. N. Hooghiemstra (2020), “The Pan-European Pension Product Regulation - Europe’s Solution to the ‘Pensions Gap’”, available at

https://ssrn.com/abstract=3676918.

82 Instead, Member States may allow that information to be provided in a standardised format (Article 24(5) MiIFID II).

8 Chapter III Section 1 Del Reg 2017/565.

8  Articles 185 Solvency II.

85 MIFID II firms must comply with the information obligations on financial instruments included in Article 24(4)(b) of MiFID II and Article
48 of the Delegated Regulation. In the case of PRIIPs products, the KID could cover the information obligations included in Article
24(4)(b) of MIFID II as long as it includes all the information previously mentioned in Article 48 of the Delegated Regulation. As
confirmed by: CNMV (2020), “Questions and answers on the implementation of the MIFID II Directive”, available at:
https://www.cnmv.es/docportal/Legislacion/FAQ/FAQ MiFIDII 220ct2020 en.pdf

81
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to obtain data relevant for ex-ante costs disclosure.® In the same vein, an insurance
distributor is required to take the Solvency II Directive, the PRIIPs Regulation and IDD into
account when selling an IBIP. A PEPP can be distributed by insurance intermediaries under
IDD and investment firms providing advice under MiFID II. Therefore, the IDD/Solvency II
and the MIFID II disclosure requirements have to be followed, respectively, when disclosing
the PEPP KID.

5.1.2. Intervention logic of disclosure rules

As shown above, the legal provisions governing disclosure are spread across multiple legal
frameworks, some of which may have a defined the intervention logic in the impact
assessments and legal frameworks that underpin them, whilst for others this is not the
case. However, even in the cases where an intervention logic exists this does not focus
specifically on disclosure. Therefore, in the absence of a pre-existing intervention logic
focused solely on disclosure and encompassing the different legal frameworks, we have
reconstructed the assumptions and logical links between the policy objectives and expected
outputs, results and impacts. The result is summarised in the intervention logic figure
below.

The figure also shows the relationship between the different elements of the intervention
logic and the evaluation criteria. These items were used to guide the analysis presented in
the following sections.

Figure.5-1 - Reconstructed intervention logic
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8  The PRIIPs KID will contain detailed information about costs and charges of the PRIIP. ESMA is of the view that the cost components,
as mentioned in the PRIIPs KID, cover all cost components, so that an investment firm can fulfil its obligation under the MiFID II regime
with regard to the ex-ante costs and charges of a financial instrument. See: Answer 7 in ESMA (2020), Questions and Answers on
MIFID II and MIFIR investor protection and intermediaries topics.
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5.2. Relevance

The relevance criterion is about the extent to which the intervention (disclosure
requirements and disclosure documents) meets the current and future needs of
stakeholders, in this case primarily retail investors.

5.2.1. Summary of main findings

This study, alongside other studies summarised in the text below, shows that disclosure
is a necessary but not a sufficient means to support retail investors in making
their choices.

The existence of standardised disclosure documents continues to be crucial to create
transparency in the market and provide investors with documents that detail information
in a reasonably synthetic manner on the products purchased. Disclosure documents do
address some behavioural biases which affect retail investment decisions as these
documents aim to make consumer choices more rational. However, there are other
behavioural biases which inversely affect the effectiveness of disclosure.

The assumption behind the standardisation of disclosure documents is that potential retail
investors carry out product searches and comparisons before making their choice. This
assumption proves true as the vast majority of survey respondents, who have at
least one investment product, have compared the product purchased with other
products before making their decision. This therefore supports the relevance of the efforts
to make disclosure documents comparable.

Figure.5-2 - When you purchased the product(s) did you take the first product
that you found, or did you compare several different products before making a
decision? * Investment experience cross-tabulation®’
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Source: Consortium, based on the consumer survey. (n=2943 persons who have invested in financial
products)

The types of content that the legal framework (IDD, MIFID, UCITS, PRIIPs, PEPP, DFMSD
and E-commerce) requires disclosure documents to include (product description, risk, past

87 The differences between groups are statistically significant, with a chi-squared value = 301, df = 8 and a p-value <0.001
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and expected future performance, costs, holding period) are indeed highly relevant for
the choice and protection of consumers.

However, there are also limits on what the current disclosure framework can
achieve. First, in terms of key success factors for an effective disclosure, some factors are
not well catered for in the legal framework or its application, notably the templates
reviewed are not “engaging”. Engagement is a precondition for understanding and
subsequent decision-making. The current legal framework does emphasise accessibility
and availability, but it does not encourage ensuring that the information documents are
engaging for users and capture their already limited attention®8. The criteria of the legal
framework for example focus on the information to be included in the document, but do
not mention specific actions to ensure that the document is pleasant to navigate, with
layered information to make different items more or less salient depending on their
importance or so that that people who skim read (most people indeed skim read this type
of document) are also to grasp the content of the information document. While the
standardisation covers some items that improve understanding (using common reference
points for comparison, such as standardised risk indicators), it does not overcome the
complexity of the terminology or complexity of costs. This inherent complexity, even when
presented in a standardised manner, does inhibit understanding. There is limited focus on
the environment and context in which the disclosure is to be used which would encourage
consumers to use the information in the disclosed documents to take action. There is
limited focus on reducing the burden of carrying out a search or making a comparison.

Finally, the legal framework for disclosure documents seems to respond to multiple policy
challenges. Depending on the underpinning challenge, the relevance of disclosure as a
solution to the problem will differ. Disclosure can be expected to be more or less
relevant:

e Given the transparency that disclosure documents provide, disclosure is conducive
to the objective of consumer protection. It provides evidence that can be used in
view of litigation if needed.

e There is mixed evidence about the usefulness of disclosure documents to support
the optimal choice of those people already engaged in selecting a financial
investment product, considering the limitations discussed above. However, for
those investors who are interested, engaged and financially literate, these
documents do provide a tool that allows them to make comparisons.

e There is no evidence that disclosure could encourage those consumers who are not
considering financial investments to choose this form of investment over other
means of making their money work for them. For this segment the current formats
of key information documents which are dense, long and complex could in fact have
the opposite effect.

5.2.2. Overall relevance of pre-contractual disclosure as a means of improving
retail investment choices

The main assumption that underpins the rationale for rules regarding disclosure documents
for retail investors is that, considering the information asymmetry, the availability of
information and its relative clarity will result in understanding on the consumer side which
will lead to better decisions. In this logic consumers are regarded as rational decision-
makers weighing the costs and benefits of different products. However, a wealth of
behavioural economics studies has shown that numerous biases affect consumers in the
area of financial decision-making. The aim of disclosure documents is to encourage
consumers to overcome some of these (system 1 - irrational) biases and activate their

88 The literature review and the stakeholder interviews have both extensively confirmed that the extent to which consumers’c reading of
disclosure and contractual information is limited. The causes are multiple and include the amount of information with which they are
provided, the little interest they have in reading it, and the trust in the advisors and the legal consumer protection framework. These
factors are then reinforced by the low prevailing financial literacy and understanding of the documents provided.
One example of many: a joint Dutch- Australian study evidenced that only 20% of those surveyed read the disclosure information.
Australian Securities and Investments Commission (ASIC) & Dutch Authority for Financial Markets (AFM), 2019.
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system 2 (rational) decision-making.8® Some of the biases or behavioural factors that are
prominent in the field of retail investment products and which are relevant to the topic of
disclosure are shown in the figure below®®. For some of these the disclosure documents
aim to address them and for the others, it is the factor mentioned that adversely affects
effectiveness of disclosure:

e Choice overload: disclosure aims to simplify the choice by facilitating comparison
(at least that is the assumption). On the other hand given the high volume of
products on the market, disclosure documents do not always receive as much
attention as needed and are more likely to be ignored.

¢ Information overload and complexity of information: consumers pay limited
attention to the information presented, in particular when it is complex. Disclosure
documents aim to summarise the main information and make it more accessible.
However, as evidenced by our product information sheet scoring exercise as well
as the consumer survey (see below), the information displayed in many information
documents is dense and the language used is often too complex to enable people
to make rational and accurate comparisons.

e Framing: the same information can be presented differently and have a very
different effect on the consumer. By framing the same information differently
manufacturers may attract attention or distract attention from important items. The
disclosure requirements at EU level aim to ensure that framing is standardised
insofar as possible.

e Anchoring: past experience is used as a benchmark or a proxy when making
decisions about investments. Price is commonly used as a referencing point when
the remainder of the information is complex. Lack of an anchor/comparator makes
choices which entail complex information difficult. Risk disclosure that uses a
common grid aims to provide a reference to guide investor understanding of risk.

¢ Use of percentages: EU requirements on disclosure place considerable emphasis
on the disclosure of costs. In most documents - see section on costs disclosure
(5.4.3) - this means presenting information in percentages and as maximum costs.
This requires consumers to make complex calculations mentally which they are
often not doing or doing incorrectly. Thus, personalised disclosure that uses
absolute numbers applied to specific investment values has the advantage of
freeing consumers from the need to perform the calculations themselves®!.

Appropriate disclosure does help to address some behavioural biases that affect consumer
decision-making when considering retail investment products. It is therefore a relevant
element of policy response. However, there are also clear limits on what disclosure can
achieve for consumers and preconditions for it to be effective which are discussed below.

89
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System 1 and 2 are behavioural insights concepts formalised by Kahneman in ™Thinking Fast and Slow” (2011), summarising prior
behavioural research. Every person uses both systems all the time depending on the situation. System 1 is the impulsive, instinctive
and emotional reaction that happens when little reflection is needed or invested (e.g. doing simple, repetitive or habitual tasks).
Because it is less reflexive and prone to quick association of concepts, system 1 tends to make people prone to more cognitive biases.
System 2 is used in arduous tasks that require deeper thinking and are more mentally engaging (e.g. writing a report). Because more
thinking is involved when using system 2, people would then tend to question the premises more and be less prone to cognitive biases.
Transition between one system and the other can happen instantly by being triggered, for example in our case by providing
information/documents that can make people more inquisitive and use system 2.

Based on Johnson (2015) Financial Product Disclosure: Insights from Behavioural Economics and OECD (2018) Improving online
disclosures with behavioural insights Towards better outcomes for consumers.

See for example the report Plain Numbers (2021) Project: Initial trials report. The report shows, based on multiple experiments, the
difficulties people have interpreting percentages in relatively simple financial documents.
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Figure.5-3 - Examples of behavioural biases and factors affecting decisions in the
field of retail finance which are relevant to disclosure 92
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Source: Consortium, based on multiple sources.

5.2.3. Relevance of items covered in pre-contractual disclosure
requirements

As discussed in the coherence section, the pre-contractual documents covered by PRIIPs,
PEPP, UCITS as well as IDD and MiFID II have to cover, next to other items, disclosure
of:

e Product key characteristics;

e Risks;

e Costs and charges;

e Past performance and future scenarios; and,

e For complex products, a comprehension alert also needs to be included.

MiIFID II and IDD requirements are often filled using the UCITS, PRIIPS or PEPP information
documents, with some refinements on the definitions of the items covered and some
indications in terms of style. Yet, in some cases, an additional MiFID II disclosure document
is needed to supplement the KIID/KID, for example (but not only) in the case of service
costs (see the coherence section 5.3).

Risks, costs, potential returns and past performance are indeed four important
criteria for consumers when deciding whether to invest in a financial product, as shown
in the figure below. More than half of potential investors are concerned about risks,
potential returns and costs (see figure below). Over one-third also take into consideration
past performance. Previous studies also show that these issues are indeed key items of
concern for the disclosure of information about investment products.®3

These items are therefore clearly relevant for consumers when making their choice.

However, the legal requirements regarding costs disclosure are rather complex and
require costs to be broken down into different categories. As shown in the survey data and
also acknowledged in stakeholder interviews, what consumers care about are the total

92 Johnston et al. (2015) Financial Product Disclosure: Insights from Behavioural Economics.
93 See for example a summary in Financial Conduct Authority (2014) Review of literature on product disclosure.
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product cost, not necessarily how this breaks down into different cost categories of costs.
In fact, the proliferation of cost categories in the disclosure document may negatively affect
the understanding of costs and thus actually diminish the effectiveness and relevance of
the document®*. There is also evidence that the language and terminology used to present
the different cost categories are not familiar to consumers and therefore diminish the
overall understanding of information on costs®>. This goes against the requirement of MiFID
IT to use plain language for example.

Furthermore, as discussed below, while the legal framework does cover the most relevant
items for consumers from a decision-making point of view, the actual templates used are
very dense and often not designed to be engaging®®. This negatively affects the usefulness
of the information documents to support decision-making.

% See for example Financial Conduct Authority (2014) Review of literature on product disclosure.

9  Behavioural Insights Team in collaboration with the Ontario Securities Commission Investor Office (2019) Improving fee disclosure
through behavioural insights.

%  AMF (2018) Placements a formule lisibilité et appropriation de la documentation par les épargnants.
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Figure.5-4 - When deciding to invest in financial products, what characteristic of the product would you pay the most attention
to?
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5.2.4. Relevance of efforts to enhance comparability across products and
product types

An important assumption underpinning the harmonisation of pre-contractual information
disclosure requirements across different product categories is the expectation that
comparability of information documents matters to consumers when making their
choice. It is assumed to matter because consumers are expected to be ‘shopping around’
for products and comparing products prior to their investment decision.

Indeed, the survey of 10,470 consumers carried out for this assignment confirms this
assumption. Only 14% of respondents who had at least one investment product stated that
they chose the first product on which they received advice. The vast majority of surveyed
investors said they made a comparison:

e 40% said they compared the product in which they invested with other products of
the same type; and

e 36% said that they compared the product in which they invested with products from
other product categories.

Figure.5-5 - When you purchased the product(s) did you take the first product
that you found, or did you compare several different products before making a
decision? * Investment experience cross-tabulation (%) (Investors having
invested in at least one product)
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Source: Consortium, based on the consumer survey. (n=5546 persons who have invested in financial
products or have savings and are interested in doing so)

This data confirms the need for disclosure documents to be comparable not only
for the same product type but, insofar as possible, also across product categories. This
therefore supports the continued relevance of the effort to standardise pre-contractual
information across product categories.
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5.2.5. Preconditions for effective disclosure

Previous studies®’ about the effectiveness of disclosure documents or retail investment
procedures identified a number of preconditions for the format to be effective. They show
that having a standardised set of information provided to the consumer is not sufficient for
the consumer to take notice of this information and successfully use it to make a decision.
Across the different documents reviewed the main preconditions regularly identified can
be grouped into three main categories®®:

¢ Measures that enhance engagement:

o Making sure the disclosure document is actually received and seen by
the consumer. EU requirements already place emphasis on how the
information document should be made prominent to consumers when giving
advice.

o Encouraging consumers to read the document, including having the
advisor encourage reading, and having a layout that makes it more
appealing. While many distributors do use practices that require investors to
acknowledge and sign the documents (see effectiveness), there are
limitations as regards the actual effect on consumers taking the time to
reading them. Furthermore, the layouts reviewed as part of this study are
not particularly engaging and, moreover, were not designed with
engagement in mind®® (see section on effectiveness).

¢ Measures that enhance comprehension:

o Using plain language that consumers understand or alternatively using
examples to make it clear!®®, The language found when reviewing the
information documents in this study is frequently very technical, despite
requirements pushing for the contrary.

o Layering of information and using formats so that key information is more
salient than other aspects!®l. Using web-based formats which facilitate
interactivity in the layering of information is one way to achieve this.

o Use of reference points and comparators to provide investors with
benchmarks that allow them to better understand the expected
performance, risk or costs.10?

o Personalisation of costs or the use of examples that go beyond
percentages.103

e Measures to bridge the intention action gap and encourage consumers to
actually apply the information they have processed and understood (previous
points) to make a decision.
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99

100
101

102
103

Decision Technology Ltd (2010) Consumer Decision-Making in Retail Investment Services: A Behavioural Economics Perspective, for
the European Commission; Wang, A., & Dowding, T. (2010). Effects of Visual Priming on Improving Web Disclosure to Investors.
Journal of Behavioral Finance, 11(1), 11-20. doi: 10.1080/15427561003590159; Lefevre, A-F, Chapman, M. (2017) Behavioural
economics and financial consumer protection, OECD Working Papers on Finance, Insurance and Private Pensions No. 42.

Behavioural Insights team (2019) Improving fee disclosure through behavioural insights; Also FCA (2014) Review of literature on
product disclosure; Johnston et al. (2015) Financial Product Disclosure: Insights from Behavioural Economics.

Financial Conduct Authority (2014) Review of literature on product disclosure; AMF (2018) Placements a formule lisibilité et
appropriation de la documentation par les épargnants; DEVSTAT (2020) Consumer testing services - Retail investors’ preferred option
regarding performance scenarios and past performance information within the Key Information Document under the PRIIPs framework,
for the European Commission, DG FISMA; OECD Working Papers on Finance, Insurance and Private Pensions No. 42: Behavioural
economics and financial consumer protection. Complexity creates more chances to make the wrong decision..; Malbon and Oppewal
(2018) (In)effective disclosure: an experimental study of consumers purchasing home contents insurance.

Central Bank of Ireland (2014) Review of Annual Personal Pension Statements.

LSE Europe and IPSOS (2015) Consumer testing study of the possible new format and content for retail disclosures of packaged retail
and insurance-based investment products; Gentile et al. (2015) also showed that synthetic information helped consumers the most to
take the optimal decision https://www.consob.it/documents/11973/204072/qdf82.pdf/58dc22f8-504b-4bad-9679-610306359dfc
This was suggested by consumer protection agencies to better anchor consumer understanding. See annex 5.

The studies mentioned above have evidenced the complexity for consumers to take costs into consideration and apply them to their
own situation. Even percentages are seen as complex to understand when used for compound interest and costs.
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o These are measures that aim to empower consumers by making it easy to
compare, examine and question the information received and also making it
easy for them to search for advice/products elsewhere. These measures aim
to reduce the burden of searching or the possible embarrassment of
discussing for example fees and costs with their advisor.

o These measures are not specifically about the disclosure documents but
rather about the context and environment in which these documents are
seen and distributed.

Using experiments and pre-testing disclosure documents is a means of verifying whether
these preconditions are indeed effective. This was for example the approach used when
designing PEPP disclosurel?®, Different alternatives were tested using a behavioural
experiment informing the final design choice.

The regulatory framework for disclosure reviewed in the section on coherence as well as
that on advice addresses some of these preconditions but not all of them.
Standardisation is intended to improve comprehension. However, the language used%,
the use of maximum costs!%and breaking down of costs into many categories make KIDs
and KIIDs complex.1%” This complexity is further heightened if, to comply to MIFID II, the
provider uses two disclosure documents (a KID/KIID and a MiFID one) using different cost
descriptions and titles (see section 5.3.3). The evidence for these claims is provided in
detail in the section on effectiveness. Accessibility and availability are emphasised in the
EU legal framework, but among the abovementioned measures to actually encourage
engagement with the document, only PEPP emphasises the importance of the layering of
information and its salience'®®, As analysed further in section 5.3.5, due to different ‘by
default’ means of providing the information to the consumer in PRIIPs and MiIFID (paper
and digitally), this can multiply the sources of information and therefore lessen access to
it. Therefore, it can be concluded that only part of the preconditions for the effectiveness
of disclosure is reflected in the current legal framework, thus somewhat hindering its
relevance.

5.2.6. Limitations of disclosure as a means of supporting decision-making

The disclosure requirements, especially through the key information documents, analysed
later in this study (see section on coherence) require substantial volumes of information
to be covered, resulting in densely written and laid out information documents. There
appears to be an underlying inconsistency between the two objectives that
disclosure requirements are expected to meet:

e On one hand, disclosure documents are seen as consumer protection tools. They
are documents that are part of the contractual engagement and can be used as
evidence in disputes in the event of misleading claims or mis-selling.

¢ Onthe other hand, they are expected to support potential investor decision-making.

There is an inherent contradiction between these two objectives as the first one requires
detail and exhaustiveness, while the other necessitates simplicity and
engagement/salience.

104 | SE et al. (2020) Consumer testing and communication design work specifying the details of the pan- European Personal Pension
Product (PEPP) Key Information Document (KID) and Benefit Statement (PEPP BS).)

105 Central Bank of Ireland (2014) Review of Annual Personal Pension Statements.

106 Here again, the literature mentioned above and below indicates that figures easy- to- understand figures are most effective. In the
interviews, the stakeholders across all categories argued that maximum costs figures are not well understood and make it hard to
compare products and calculate costs as these depend on the personal/distributor arrangements.

107 Gentile et al. (2015) showed that having synthetic information helps consumers the most in optimal decision- making.
https://www.consob.it/documents/11973/204072/qdf82.pdf/58dc22f8-504b-4bad-9679-610306359dfc; some consumer protection
bodies and national authorities also pushed for a synthetic indicator to help consumers (in the stakeholder interviews)

108 Although it is noted that PRIIPs and UCITS include measures on readability such as a page limit, the inclusion of graphs and the use
of simple language.
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A joint report between the Dutch Authority for Financial Markets (AFM) and its Australian
counterpart summarises this dilemma as follows9?;

"Disclosure can and does contribute to better financial markets. For example, when
media, competitors and intermediaries use it to gauge and thus enhance
competition. Regulators can use it to contribute to market transparency, integrity
and efficiency. And consumers can use disclosure as post-purchase reference
documents in the event of disputes. However, we cannot assume that disclosure
alone, including warnings, will be effective in protecting consumers, enabling good
decision making and driving competition from the demand side.”

The figure below illustrates the dilemma of disclosure depending on whether the investor
protection is viewed from the angle of choice or from the angle of potential litigation. The
current EU legal framework as described in the section on coherence appears to be situated
rather in the third quadrant (“high volume of disclosure”).

Figure.5-6 - Relationship between volume or disclosure and retail investor
understanding of products

Informed Medium level of disclosure — right
choice balance for decision making
BUT not enough in case of dispute
I And not sufficient transparency to

Investor understanding of products

\ /”/ . ignite competition and inform
4 “\_intermediaries

/// \\ \

y. \
. / High volume of disclosure — information
Too little overload and too much complexity to support
disclosure — / decision making at the individual level. High

market is not compliance costs for the sector.

transparent // BUT transparency across the market
/ improving competition. And transparency in

/ case of complaint

Volume of information disclosed

Source: Consortium.

The abovementioned AFM and ASIC report which is based on a comprehensive review of
literature about the effectiveness of disclosure, often using experimental designs,
summarised the main limitations of disclosure as follows!10:

Disclosure does not solve the issues of the complexity of products and financial
services markets: even seemingly comparable templates will always have to
present information that is complex. To be precise they have to use vocabulary that
is not familiar to consumers. When products differ on several variables, which they
very often do, making an accurate comparison becomes complicated or even
impossible for many.

Disclosure competes for people’s attention: the disclosure documents are just one
of multiple touchpoints when consumers are making investment decisions. The
advisor, the web-based platform, other documentation provided, marketing
material, etc. will make information more or less salient, relatable and engaging for
the consumer and, depending on the context, the disclosure documents may or may
not be read and taken into consideration.

109 AFM and ASIC (2019) Disclosure: Why it shouldn’t be the default.
110 AFM and ASIC (2019) Disclosure: Why it shouldn’t be the default.
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e One size does not fit all — there are different profiles of potential investors and
different situations and contexts. It is therefore unreasonable to expect that the
same format will fulfil the needs of experienced investors with high financial literacy,
as well as those of disinterested investors who have savings but do not consider
financial investments as a suitable solution for themselves mostly because of the
complexity of these products (see section on advice for more information about
segmentation of retail investors).

e When disclosure is too complicated to process it can actually create the opposite
effect, i.e. people will rely entirely on the advisor.

Thus, while there are many positive aspects to disclosure, notably as explained above,
market transparency as well as consumer protection in cases of litigation, there are also
limits on what it can achieve. It can be seen as a necessary but not sufficient condition
for improving the market for financial services.

Finally, one of the policy objectives of the Retail Investment Strategy is to facilitate retail
investments. In the segmentation presented in the section on advice we found two
segments of people who are crucial target groups for this objective of the Retail Investment
Strategy, but which have different approaches. On one hand there is a pool of people who
have savings and are interested in making investments. This group will most likely carry
out product searches and comparisons. For this segment, disclosure is one of the solutions
that will come into play in the consumer journey as it will facilitate product comparisons.
However, there is also a second segment which consists of people with savings but no
interest in investing. For this segment to consider financial investment products as an
option for earning a return on their savings disclosure is not going to be a key factor
encouraging investment.

An in-depth qualitative study carried out by the French Financial Markets authority!!!
showed the differences between how these two segments look at disclosure documents
and demonstrate very different reactions. While both groups found disclosure
documents complex, the segment of prospective interested investors was mostly looking
for clarity and engaged with the documents with a view to understanding them. On the
other hand, the other segment of disinterested investors was put off by the disclosure
documents. They were looking for simplicity which they could not find in the documents
and they would therefore most likely seek answers to their questions from advisors or
peers!i?,

Therefore, depending on the policy objectives, disclosure can be expected to be more or
less relevant:

e Given the transparency that disclosure documents provide, disclosure contributes
to the objective of consumer protection in the context of litigation. It provides
evidence that can be used in court if needed.

e There is mixed evidence about the usefulness of disclosure documents to support
the optimal choice!!3 of those people already engaged in selecting a financial
investment product. This stems from the limitations discussed above and is linked
to the consumer profiles/behaviours and biases. However, for those investors who
are interested, engaged and financially literate these documents do provide a tool
that allows them to compare products.

11 AMF (2018) Placements a formule lisibilité et appropriation de la documentation par les épargnantss

12 Some translated examples of quotations mentioned in the French study which illustrate the reactions of this segment are:
I have no desire to read this. Dustbin immediately. Too much text. No colour or structure. I prefer to immediately take an appointment
with an advisor who will explain — I'll have much less headache.
Aie aie aie this is very dense. Written in small print .... One does not know where to start. The format is horrible maybe besides the
summary tables but even those are far too detailed.
AMF (2018) Placements a formule lisibilité et appropriation de la documentation par les épargnants.

13 Here the argument is about whether disclosure plays a role in helping consumers make the right decision. It does not pose any
judgement on whether information documents are important for information sharing, but whether these are effective to ignite an
optimal decision.
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¢ We have found no evidence that disclosure could encourage those consumers who
are not considering financial investments to choose this form of investment over
other means of safeguarding and earning a return on their savings. Moreover,
according to the study by the French AMF referred to above, for this segment the
current formats of key information documents - if they result in documents that are
dense, long and complex - could in fact have the opposite effect.

5.3. Coherence

The assessment of coherence covered marketing practices, pre-contractual and
ongoing disclosure. Most attention was paid to pre-contractual disclosure which was the
core of the study. The focus was exclusively on coherence between the different EU legal
frameworks, as disclosure rules are mainly laid down at EU level (especially in the case of
PRIIPs, UCITS and PEPP), with very little room for leeway at Member State level.

Before presenting the detailed coherence analysis, the text below summarises the main
findings. The evidence underpinning these findings is presented in subsequent subsections.

5.3.1. Summary of main findings
Disclosure and content of pre-contractual information documents

With regard to the template of the pre-contractual information document, PRIIPs and
PEPP provide legally binding templates for disclosure while the UCITS KIID template, as
laid down by CESR, does not constitute binding guidance. MIFID II only includes specific
provisions on font size and layout, and language, which are compatible with the KIID/KID
readability requirements. Overall, the format, readability, clarity, conciseness, language
use and comprehensive coverage requirements are coherent.

All the legal frameworks require pre-contractual information to be disclosed “in good
time"” before the retail investor is bound by any contract or offer relating to the product or
service, with only PEPP, MiFID II and PRIIPs further specifying at which point in the
consumer journey this disclosure occurs. '1* The effectiveness section shows that practices
are divided between distributors that provide disclosure documents early in the process
(during the first contact) whilst, in another half of the cases, disclosure documents are not
provided at this point.115> There is therefore a certain gap in the definition of “in good time”
which would ensure that KIDs and KIIDs are used as the main resource for consumer
decision-making.

All pieces of EU legislation include the option to communicate the pre-contractual
information through various means, i.e. on paper, on a durable medium other than
paper, and on a website. As a result, when the product is purchased face to face, legal
provisions state that the PRIIPs KIDs are to be provided in paper form, while the MIiFID II
pre-contractual information is to be provided electronically (unless requested otherwise).
These multiple information sources do not facilitate a comparison of the services related
to various products. Generally, it would be advisable, also with regard to the means of
communication, to future proof the relevant legal provisions and place greater emphasis
on the digital environment - as PEPP does.

The requirements regarding the introductory section of the pre-contractual disclosure
documents are broadly coherent. The exception is the explanatory statement in the UCITS
KIID, which neither refers to understanding the “costs, potential gains and losses” nor
relates to comparability with other products. Only PRIIPs requires a ‘comprehension alert’
for products that are potentially harder to understand for the average retail investor.

In some situations, fully or partially equivalent information is to be disclosed for the same
investment product or service. Solvency II and PRIIPs thus require the cumulative pre-
contractual disclosure of information to consumers. There is also an equivalent requirement

114 Only PEPP includes specific timing conditions in the case of information provided online.
15 These different practices can be seen as compliant with the “in good time” requirement but, in practice, disclosure at the time of the
contract signature is in all likelihood too late to give consumers sufficient time to use this document to inform their choice.
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on the disclosure of product costs under IDD and PRIIPS. However, as long as the PRIIPs
KID satisfies the requirements of the Solvency II or IDD legislation, respectively, this
potential duplication of information can be avoided. From a legal point of view this
duplication in the text would be best avoided in the first place.

The methodologies for calculating risks in the PEPP KID and the PRIIPs KID are largely
consistent and coherent. Differences can be explained by the difference in nature of the
risks of the products (e.g., potential negative value, linearity of the risks, average maturity,
etc.), and differences in the objectives of the products.

The disclosure of the performance of a specific retail investment product has been
vigorously debated in several reports and was mentioned by many interviewees, generally
calling for harmonisation. Most concerns relate to the performance disclosure in the PRIIPs
KID, which seems ill-adapted to insurance products. However, this and other concerns
seem to have been addressed by the new PRIIPs RTS. At the same time, while PRIIPs KID
and PEPP KID are largely consistent and coherent, some differences in the design of
scenarios and calculation methodologies remain due to the different nature of the products
(e.g., average maturity, recommended holding period, etc.).

National authorities interviewed generally commented that the comparability of costs
across products has not (yet) been achieved and retail consumers are facing uncertainties.
Existing issues mostly relate to technical aspects, such as differences in the reference
period, different methodologies, etc. and to reconciling the overall costs with the
breakdown of the costs. Interviewees pointed out that comparability is even more
problematic when a consumer wants to compare product costs between different
distributors or investment firms. Practical incoherencies have also been mentioned in
ESMA'’s Technical Advice.!'® Distributors interviewed, on the other hand, focused on the
lack of comparability across different types of products (but admit that this is “logical”)
and maintain that comparability for the same type of product (e.g. different UCITS
products) does not constitute a problem. There does not seem to be agreement on the
comparability of costs for the same product sold via different distribution channels.
Furthermore, the introduction of cost transparency through MiIFID II has generally been
welcomed, even though there is still room for improvement as cost statements are not
standardised.

Review of and changes to the pre-contractual information documents

The regular (at least annual) review of KIDs and KIIDs provided for under PEPP, PRIIPs
and UCITS is regulated in a coherent manner.

There is a range of reporting obligations with which distributors and manufacturers must
comply and many kinds of reports are required depending on the legal framework. Some
of the reports are common (even though their name might be different) to various pieces
of legislation and can be compared. UCITS and AIFMD make it easy to find specific
provisions dealing with a specific report. MiFID II, on the other hand, makes it difficult for
the person in charge of disclosure to identify all the relevant reporting obligations not only
because these are spread across numerous legal provisions, both in the MIFID II Directive
and in Del Reg 2017/565, but also because they depend on the kind of product or service
provided by the investment firm.

There could be some potential overlap between the insurance intermediary primarily
responsible for reporting to clients on costs and charges on IBIPs and providing periodic
reports to clients, and the insurance undertaking which is always responsible for delivering
information on the products, as required under the Solvency II Directive.!!” According to
EIOPA, it will depend upon who is providing the service.''® This may generally be expected

116 ESMA (2019), Call for evidence on impact of the inducements and costs and charges disclosure requirements under MiFID II, available
at: Call for evidence impact of the inducements and costs and charges disclosure requirements under MIFID II

M. Siri, “Insurance-Based Investment Products: Regulatory Responses and Policy Issues” in P. Marano, K. Noussia (eds.), Insurance
Distribution Directive, AIDA Europe, Research Series on Insurance Law and Regulation 3.

18 Articles 30(4) and (5) IDD.

117
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to be an insurance intermediary, except where the insurance undertaking is providing
services when distributing directly. Thus, the insurance undertaking always remains
responsible for delivering information required by Article 185 of Directive 2009/138/EC
(Solvency II).11°

Even though IDD includes reporting obligations after contract signature, it does not include
any provision requiring the disclosure of changes to information provided. This is
considered a potential gap (see section 5.3.11). The timing of the provision of
information about such changes is not consistent between the different rules. Finally, a
definition of the term “material change” is currently lacking in most legal texts, with the
exception of AIF Delegated Regulation (EU) No 231/2013.

Ongoing information disclosure

The information to be disclosed in the annual report for UCITS and AIFMD is consistent,
while the PEPP Benefit Statement has a different content, due to the specificities of the
product.

The provisions for ongoing costs disclosure were not analysed in detail as part of this
assignment. Nevertheless, no clear inconsistencies, redundancies, overlaps or gaps were
identified, but a clear link between ex-ante costs and ex-post costs (e.g. by using the same
calculation and disclosure methodology), thereby enhancing comparability, would be
welcomed. The latter point was raised by various stakeholders.

5.3.2. Coherence of requirements regarding marketing communications

Regarding marketing communications, IDD*?%, UCITS?!, DMFSD'2?, PRIIPs'?3, PEPP?4, the
E-Commerce Directive!?®>, AIFMD'26 and MiFID II'?7 include specific provisions (Solvency II
does not). Generally, these communications should:

1) be fair, clear and not misleading;

2) be clearly identifiable as such;

3) not include any statement contradicting pre-contractual information; and
4) describe risks and rewards in an equally prominent manner.

There are certain differences in the texts. Some of the texts cover all four criteria
(AIFMD, MIFID II, UCITS), while others do not (IDD, PEPP, PRIIPs, E-Commerce) and the
non-product-specific DMFSD uses a different wording as shown below. These differences
are due to the different nature and scope of the legal instruments and hence do not lead
to inconsistencies.

The practical implications of these marketing materials were not analysed in the remainder
of the study as marketing materials were outside the scope of the primary data collection.

119 EIOPA 17/048, Technical Advice on Insurance Distribution Directive (1 February 2017), at 72ff
120 Article 17(2) IDD.

121 Article 77 UCITS; repeated in Articles 4-5 Reg 2019/1156.

122 Article 3(2) DMFSD.

123 Article 9 PRIIPS.

124 Article 29 PEPP.

125 Article 6(a) E-Commerce Directive.

126 Chapter VII AIFMD; Articles 4-5 Reg 2019/1156.

127 Article 24(3) MIFID II; Article 44 Del Reg 2017/565.
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Table.5-1 - Marketing communications

IDD X X
UCITS X (repeated in level X (repeated in X (repeated in level X (level 2)
2) level 2) 2)
PEPP X
E- X
commerce
DMFSD Clear, “the commercial Principles of good
comprehensible, purpose of which faith and protection
appropriate to must be made of minors
distance clear”
communication
PRIIPs X
AIFMD128 X X (level 2) X (level 2) X (level 2)
MiIFID II X X X X
Solvency 11 No provisions
related to
marketing

Source: Consortium, based on legal analysis.

5.3.3. Coherence of requirements regarding the templates of pre-contractual
documents

As regards the coherence of requirements regarding the templates of pre-contractual
documents, a number of legal provisions specify the template of each key information
document (UCITS, PEPP and PRIIPs), including its length, the sections to be included, its
readability, the presentation of visual information and its language. These requirements
are overall coherent.

In short, the UCITS KIID template is laid down in a CESR document and hence does not
constitute binding guidance.!?? It consists of five sections - 1. Objectives and investment
policy; 2. Risk and reward profile; 3. Charges for the fund; 4. Past performance; 5. Practical
information - and can be longer for structured UCITS.

The legally binding PEPP KID template is established in an Annex of Delegated Regulation
(EU) 2021/473 and consists of six sections: 1) What is this product?; 2) What are the risks
and what could I get in return?; 3) What happens if [the name of the PEPP provider] is
unable to pay out?; 4) What are the costs?; 5) What are the specific requirements for the
sub-account corresponding to [my Member State of residence]?; 6) How can I complain?.
The PEPP Delegated Regulation places considerable emphasis on the layering of
information when the PEPP KID is provided in electronic format, for example through pop-
ups or through links to other layers.

Finally, the legally binding PRIIPs KID template is specified in an Annex to Delegated
Regulation (EU) 2017/653 and consists of seven sections: 1) What is this product?; 2)
What are the risks and what could I get in return?; 3) What happens if [the name of the
PRIIP manufacturer] is unable to pay out?; 4) What are the costs?; 5) How long should I

128 It is noted that the EU Passport introduced by the AIFMD allows an AIFM to market the shares of an AIF to professional investors - by
contrast, the marketing of AIF to retail investors remains in the discretion of each Member State. Where Member States permit the
marketing of AIF to retail investors, they can impose stricter requirements.

CESR (2010), CESR'’s guide to clear language and layout for the Key Investor Information Document. The guide includes the following
text: “This guide describes ways of meeting the regulatory objective for Key Investor Information (KII) to achieve the clarity and
simplicity of presentation that is required by retail investors. There may be other ways in which UCITS can meet this requirement. This
guide is intended as a statement of good practice. It does not constitute binding guidance on UCITS or their management companies.”

129
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hold it and can I take money out early?; 6) How can I complain?; 7) Other relevant
information.

All three key information documents must be written in a concise, clear, succinct and
comprehensible manner, in a language that facilitates understanding, and with a focus on
key information. Furthermore, the colour used in all three information documents cannot
diminish the comprehensibility of the information in the event that the document is printed
or photocopied in black and white. Any logo or corporate branding cannot distract or
obscure the text. Also, the presentation should be laid out in a way that is easy to read,
using characters of readable size. The key information documents must be written in the
official language (or one of the official languages) and translations should faithfully reflect
the content of the original information. Slightly different wording on the latter is used in
the PEPP legislation.

MIFID II only includes specific provisions on font size and layout, and language, which are
compatible with the readability requirements of the KIID/KID. After all, Article
44(2) of Delegated Regulation 2017/565 states that the font size used in the indication of
relevant risks should be at least equal to the predominant font size used throughout the
information provided. Furthermore, the information should be consistently presented in
the same language throughout all forms of information, unless the client has agreed to
receive information in more than one language.

5.3.4. Coherence of provisions regarding when a pre-contractual document
should be provided to potential clients

UCITS, PEPP, PRIIPs, DMFSD and MiFID II all require pre-contractual information to be
disclosed “in good time” before the retail investor is bound by any contract or offer
relating to the product or service.

The PEPP and the PRIIPs Delegated Regulations give further input as to what the
“in good time” requirement might entail. Recital 83 of MIFID II also provides a
further interpretation.'3° Article 9(1-2) Delegated Regulation 2021/473, for example,
defines “in good time” (for PEPP) as “sufficiently early so as to allow a prospective or
current PEPP saver enough time to consider the document before being bound by a contract
or an offer, taking into account:

¢ Knowledge and experience of PEPP saver
¢ Complexity, long-term nature and limited redeemability of PEPP
e Urgency expressed by PEPP saver”.

PRIIPs!3!, DMFSD'32 and MIFID I1*33 include exceptions to the “in good time” requirement
in case of distance communication. Only Article 9(3) of the PEPP Delegated Regulation
includes specific timing conditions if the information is provided online.

It is noted that the question of the timing of the pre-contractual information was raised in
Joined Cases C-143/20 and C-213/20 submitted to the Court of Justice of the European
Union in relation to the distribution of life insurance contracts (question 4). The CJEU
decided that, regarding the contractual information, communication of the minimum
information shall take place prior to the conclusion of a contract. To make an informed
choice, a certain period of time should be provided to the consumer for the evaluation
of this information. This will enable a consumer to make a choice of the contract best suited
to his/her needs. In practice, this means that a consumer must be given sufficient time
to make an informed choice. This can be ensured only if, based on the principle of

130 Recital 83 Mifid II: “In determining what constitutes the provision of information in good time before a time specified in this Directive,
an investment firm should take into account, having regard to the urgency of the situation, the client’s need for sufficient time to read
and understand it before taking an investment decision. A client is likely to require more time to review information given on a complex
or unfamiliar product or service, or a product or service a client has no experience with than a client considering a simpler or more
familiar product or service, or where the client has relevant prior experience.”

131 Article 13(3)(a) PRIIPS.

132 Article 5(2) DMFSD.

133 Article 1(4)(a) Directive 2021/338.
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effectiveness, a consumer is provided with clear and accurate information in writing. Also,
sufficient time should be provided to weigh the risks and benefits of the contract offered,
enabling the consumer to formulate the decision and make an informed choice'34,

As shown in the effectiveness section there are notable differences between countries
and institutions regarding how the “in good time” requirement is being implemented.
Only in 54% cases were mystery shoppers provided with a KID during the first contact with
the distributor. Thus, clearly some distributors interpret “in good time” as the first moment
of contact whilst others probably provide it at a later stage. In the interviews it was then
clarified that in the great majority of cases the industry interprets “in good time” as
following the suitability assessment when the choice of products has been narrowed down.
This does not seem to be in contradiction with the legislation, but, in practice, disclosure
at the time of the contract signature is in all likelihood too late to give consumers sufficient
time to use this document to inform their choice. Some other mentions by industry
stakeholders of disclosure “before the contract signing” indicate a potentially shorter time
frame for reflexion, which is not best practice and suggests compliance and clarity of the
legal frameworks issues.

There is therefore a certain gap in the definition of “in good time” which would ensure
that KIDSs and KIIDs are used as the main resource for consumer decision-making.

5.3.5. Coherence of provisions regarding the means by which a pre-
contractual document should be provided to potential clients

Pre-contractual information needs to be not only accessible but also actively provided
to the consumer. Pre-contractual information can be disclosed to potential retail investors
through various means, including on paper, on a durable medium, or on a website.

Table.5-2 provides an overview of how the UCITS KIID, the PRIIPs KID and the PEPP KID
can be communicated to potential clients. It adds the means of communication of the pre-
contractual information document related to MIiFID II and makes a comparison with how
the distance marketing directive DMFSD requires the disclosure of pre-contractual
information.

PEPP places considerable emphasis on the digital environment, something only
taken up (partially) in MIiFID II — where disclosure on paper is only available if requested
by the potential retail client; otherwise, the pre-contractual information must be offered in
an electronic format.

From a legal point of view, an inconsistency has been created where one information
document is provided to the retail investor in paper format while another one is available
only in an online format. For example, when purchasing a product face to face, PRIIPs KIDs
are usually provided in paper form while the MIFID II pre-contractual information is
provided electronically (unless requested otherwise). This multiplies the information
sources and does not facilitate a comparison of the services related to various products.
Generally, it would be advisable, also with regard to the means of communication, to future
proof the relevant legal provisions and place greater emphasis on the digital environment.

There are two reasons for this emphasis on digital formats:

e A web-based, interactive format allows different layers of information, thereby
ensuring the salience of the most important items and minimising information
overload; and

e It also reflects the growing role of digital platforms and robot-advisors as
distribution channels.

134 Av0andG.W. and E..S. v A. Towarzystwo Ubezpieczen Zycie S.A., Joined Cases C-143/20 and C-213/20, ECLI:EU:C:2022:118, par.
109-118.
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Table.5-2 - Means of communication of pre-contractual information document

On paper On durable medium On website, if Paper Definitio Definiti
other than paper, if ~copy can n of on of
Appro- under approp the the Infor- Other (]} “appro- durable
priate certain riate in client client mation provided priate in me-
in the conditions the has HET remain if so the dium
con- context consen been s requeste context
text of of the ted notified access- d and of the
the busines electro sible on free of business
busi- s -nically the charge conduc-
ness conduc of the websi- ted”
conduc ted add- te for
-ted ress of reason-
the able
websi- period
te of time
UCITS X (level Client has X (level X (level X (level X (level2) Infoupto X X (level X
KIID!35 2) been given 2) 2) 2) date 2)
the choice

PRIIPs X (default X X X X X X Downloada X X X
KID38  option ble

where

offered

face to

face)

135 Article 81 UCITS and Chapter V Reg 583/2010.

136 Article 24 PEPP.

137 Information in PEPP KID in online environment should be identical to the information in paper version.
138 Article 14(2)(a) PRIIPS.
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On durable medium On website, if
other than paper, if

Appro-
priate
in the
con-
text of
the
busi-
ness
conduc
-ted

under
certain
conditions

approp
riate in
the
context
of the
busines
s
conduc
ted

the
client
has
consen
ted

the
client
has
been
notified
electro
-nically
of the
add-
ress of
the
websi-
te

Infor-
mation
remain
s
access-
sible on
the
websi-
te for
reason-
able
period
of time

Other

Paper
copy can
be
provided
if so
requeste
d and
free of
charge

Definitio
n of
“appro-
priate in
the
context
of the
business
conduc-
ted”

Definiti
on of
durable
me-
dium

Other

MIiFID X (level 2) - X (level X (level 2) X (level X (level X (level X (level Info up-to- X only for X X Inform of
I140 on paper 2) 2) 2) 2) 2) date retail material
only if so client changes to
requested- the
otherwise: information
electronic in a durable
medium
(level 2)

Source: Consortium, based on the legal analysis.

139 Article 5(1) DMFSD.
10 Article 1(4)(b) Directive 2021/338.
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5.3.6. Coherence of requirements regarding the introductory section of pre-
contractual disclosure documents

The pre-contractual information document has been attributed a single name under
UCITS, PEPP and PRIIPs. These three pieces of legislation also require an explanatory
statement to be added to the introductory section of the key information document and
require similar data to identify the document and the product - adapted to the specific
investment product. Furthermore, a specific statement needs to be included in the PEPP
KID and in the PRIIPs KID.

MIFID II also requires specific information about the product and service to be included
in the document, such as the name and contact details of the investment firm. Comparable
provisions are included in AIFD, DMFSD, Solvency II, IDD and the E-Commerce
Directive.

Table 5.3 provides an overview of the content of the introductory section in each specific
pre-contractual information document. The requirements regarding the introductory
section of the pre-contractual disclosure documents are broadly coherent. The
exception is the explanatory statement in the UCITS KIID, which neither refers to
understanding the “costs, potential gains and losses” nor relates to comparability with
other products.

Uniquely, PRIIPs additionally requires a "comprehension alert” for products that are
potentially harder to understand for the average retail investor. In such cases, the KID
should contain the following warning: “You are about to purchase a product that is not
simple and may be difficult to understand”. Following Recital 18 in PRIIPs, “a product
should be regarded as not being simple and as being difficult to understand in particular if
it invests in underlying assets in which retail investors do not commonly invest, if it uses a
number of different mechanisms to calculate the final return of the investment, creating a
greater risk of misunderstanding on the part of the retail investor or if the investment's
pay-off takes advantage of retail investor's behavioural biases, such as a teaser rate
followed by a much higher floating conditional rate, or an iterative formula”. While PRIIPs
avoids equating “not simple” with “complex”, the RTS states that the comprehension alert
can only be avoided for products linked to non-complex instruments and for non-complex
instruments themselves (Article 1 second paragraph Delegated Regulation 2017/653). In
other words, the comprehension alert should be provided in respect of any “complex”
product as defined in MiFID II. The three criteria laid down in the Recital still need to be
considered.

Although not including a comprehension alert, MIiFID II does include a complex
product stipulation that makes it mandatory to offer advice before investment (see
section on demands & needs tests and suitability assessment).
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Table.5-3 - Requirements regarding the introductory section of pre-contractual

disclosure documents

UCITS KIID

(Art. 4Reg X"
583/2010)

PEPP KID

X142
(Art. 28(3))

PRIIPS KID . ;
(Art. 8(3))

MIFID II -
investment
services
(Art. 47(1)
Del Reg
2017/565)

MIFID II -
financial
instruments
(Art. 48 Del
Reg
2017/565)

- Identification of UCITS (incl.
share class or investment
compartment name) + where it
exists, code number UCITS

- Name of management company
and, where it exists, name of
group to which it belongs

- Name of the PEPP
- Whether Basic PEPP or not

- Identity and contact details of
PEPP provider

- Info about CAs of PEPP provider

- Registration number of PEPP in
central public register

- Date
- Name PRIIP

- Identity and contact details PRIIP
manufacturer

- CA of PRIIP manufacturer

- Date

- Name & address & contact details
investment firm

- CA

See further Table 5.6

- Name & address & contact details
investment firm

-CA
See further Table 5.6

- This fund is authorised in
[name of Member State]
and regulated by [identity
of competent authority]

- [Name of management
company] is authorised in
[name of Member State]
and regulated by [identity
of competent authority]

- This key investor
information is accurate as
at [the date of publication]

The retirement product
described in this document
is a long-term product with
limited redeemability which
cannot be terminated at
any time.

Where applicable, the
following comprehension
alert: “You are about to
purchase a product that is
not simple and may be
difficult to understand”

Where the investment firm
is acting through a tied
agent, a statement of this
fact specifying the Member
State in which that agent is
registered

Where the firm provides a
retail client with
information about a
financial product subject to
a current offer to the public
and a prospectus has been
published, the firm must
inform the client where the

141 Art, 4(3) Reg 583/2010: “This document provides you with key investor information about this fund. It is not marketing material. The
information is required by law to help you understand the nature and the risks of investing in this fund. You are advised to read it so
you can make an informed decision about whether to invest.”

142

Art. 28(2) PEPP: “This document provides you with key information about this pan-European Personal Pension Product (PEPP). It is not

marketing material. The information is required by law to help you understand the nature, risks, costs, potential gains and losses of
this personal pension product and to help you compare it with other PEPPs.”
143 Art. 8(2) PRIIPS: “This document provides you with key information about this investment product. It is not marketing material. The
information is required by law to help you understand the nature, risks, costs, potential gains and losses of this product and to help

you compare it with other products.”
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IDD (Art.
18)

E-
commerce
Directive
(Art. 5)

DMFESD
(Art. 3)

AIFMD (Art.
23)

Solvency II
(Art.
185(2))

prospectus is made
available to the publici*4

- Identity and address of insurance
intermediary or of insurance
undertaking

- For insurance intermediary:
register and means for verifying it
has been registered + whether
representing the client or acting on
behalf of the insurance
undertaking

- Name of service provider
- Geographic address

- Details of service provided, incl.
email

- Trade or similar public register +
registration number

- Relevant supervisory authority

- Professional title & rules, in case
of regulated profession

- VAT number

- Identity and main business of the
supplier, address

- Identity of representative,
address

- Identity of professional, capacity
in which he is acting, address

- Registration number, if any

- Relevant supervisory authority, if
any

- Info on where master AIF (and
underlying funds) is established

- Identity of the AIFM, the AIF’s
depositary, auditor and any other
service providers and a description
of their duties and the investor’s
rights

- Identity of the prime broker

- Name of the undertaking and its
legal form

- Name of the MS & address in
which the head office and, where
appropriate, the branch concluding
the contract is situated

Source: Consortium, based on the legal analysis.

144 Article 48(3) Del Reg 2017/565
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5.3.7. Coherence of requirements regarding general content of pre-contractual
documents

In terms of specific subsections, the following types of items are covered by the legal
frameworks reviewed:

Subject.

Risks.

Costs.

Complaints.

Manufacturer default holding period.

Table 5.4 shows details of the sections to be included in each pre-contractual information
document that are common to most retail products and services.

Provisions about risks and rewards as well as costs are analysed in greater detail below,
while this section provides a general overview of the extent to which such information has
to be disclosed.

The PEPP KID and the PRIIPs KID include almost identical sections, with the PEPP KID
providing additional subsections related to the retirement-specific aspects of the product.
The UCITS KIID is simpler in content (section-wise)!*> and details are only provided in
Level 2 legislation. The absence of sections on complaints, manufacturer default and
holding period could be considered a potential gap which will be alleviated with the
regulatory use of KIDs for UCITS in 2023.

Similar sections as in PEPP and PRIIPs must also be included following MIiFID 1I, with the
exception of a complaints section. With regard to the latter, complaints are regulated in
Article 26.2 MIFID II Delegated Regulation 2017/565, but the pre-contractual information
document does not need to include a section on complaints: “Investment firms shall publish
the details of the process to be followed when handling a complaint.”

The IDD, E-commerce Directive, DMFSD, AIFMD and Solvency II also include specific
requirements with regard to the general content to be included in the pre-contractual
information document, although the general content does not seem to be arranged
according to pre-defined headings.

145 See, e.g. https://www.kneip.com/priips-a-long-and-winding-road/ : “Although similar to the earlier 2-page Key Investment Information
Document (KIID) obligatory for all UCITS fund investors since 2011, the 3-page PRIIPS KID contains significant, additional disclosure
of Risk, Performance and Costs & Charges information.”
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Table.5-4 - General content of pre-contractual information

X, including past

UCITS KIID46 X X
performance
PEPP KID 147 X148 X eliling X X X150
past performance
PRIIPs KID151 X X X X X X
MIFID II - X152 X (aggregate costs, costs 154
investment services and charges not included in
. . . UCITS KIID, illustrate X (impediments or
::I‘Llilrlzrilenti;manual X155 X156 cumulative effect of costs on X157 restrictions for
return)ts3 disinvestment)
IDD - IBIPs158 X X X
DMFSD159 X X X X X X
AIFMD160 X X X
Solvency IIi61 X X X X X X

Source: Consortium, based on the legal analysis.

146

147

148

149

150

152

153

154

155

156

157

158

159
160

Art. 4 Reg 583/2010.

Art. 28 PEPP.

Art. 3 Del Reg 2021/473: “What is this product?” includes: a) how is my money invested?; b) who is this for?; c) are my savings guaranteed?; d) what happens when I retire?; e) what happens to my PEPP
savings if I die/ / become disabled/ / live longer than assumed in my PEPP contract?; f) what happens if I move countries?; g) can I withdraw from the product early?; h) can I switch my provider?; i) can I
change my investment option?; j) will my money be invested sustainably?; k) is this governed by MS law?; I) can I cancel or change my mind?

Art. 4 Del Reg 2021/473: “What are the risks and what could I get in return?” includes: a) what is the risk profile of this product?; b) is there a risk that I will lose all my invested capital?; c) what can I expect
at retirement?

The section titled “What is this product?” should include information, where applicable, on whether there is a cooling-off period or cancellation period for the PEPP saver, and the consequences thereof.

Art. 8 PRIIPS.

- A fair and prominent indication of any relevant risks when referencing any potential benefits of an investment service or financial instrument; (Art. 44(2)(b) Del Reg 2017/565)

- Where portfolio management services are proposed: the management objectives, the level of risk to be reflected in the manager's exercise of discretion, and any specific constraints on that discretion; (Art.
44(3(e) Del Reg 2017/565).)

Art. 50 Del Reg 2017/565.

While information about complaints needs to be published this is not necessarily part of the information document: “Investment firms shall publish the details of the process to be followed when handling a
complaint.” Article 26.2 MiFID II Delegated Regulation 2017/565.

The description should explain the nature of the specific type of instrument concerned.

- A fair and prominent indication of any relevant risks when referencing any potential benefits of an investment service or financial instrument; (Art. 44(2)(b) Del Reg 2017/565)

- General description of the nature and risks of financial instruments, taking into account, in particular, the client's categorisation (risks associated with type of financial instrument and explanation of leverage
and its effects; volatility of the price; impediments or restrictions for disinvestment; additional financial commitment; margin requirements) (Art. 48(1) Del Reg 2017/565).)

Where the investment firm holds client financial instruments or client funds, a summary description of the steps which it takes to ensure their protection, including summary details of any relevant investor
compensation or deposit guarantee scheme which applies to the firm by virtue of its activities in a Member State. (Art. 47(1)(g) Del Reg 2017/565).)

Art. 29(1) IDD.

Art. 3(2 & 4) DMFSD.

Art. 23(1) AIFMD.

161 Art, 185(3-4) Solvency II.
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5.3.8. Coherence of requirements regarding additional content in pre-
contractual documents

Following specific sections on the subject, risks, costs, complaints, manufacturer default
and holding period, there is additional information to be included in the pre-contractual
information document, not necessarily connected to the specificity of the investment
product or service. A large number of different specifications about additional information
to be disclosed can be found in the legal instruments covered. An overview is provided
below.

Table.5-5 - Requirements regarding additional content in pre-contractual
documents

UCITS KIID  Practical information

“What are the specific requirements for the sub-account corresponding to [my
Member State of residence]?”:

- requirements for the pay-in phase
- requirements for the pay-out phase
“PEPP at a glance”:

PEPP KID (a) the projected accumulated capital for a monthly contribution of EUR 100 for a
period of 40 years, under the unfavourable and favourable scenario;

(b) the total costs per annum as a percentage of the accumulated capital on the
basis of monthly contributions of EUR 100;

(c) the classification of the summary risk indicator; and
(d) a statement whether the product provides for a guarantee.
PRIIPs KID Other relevant information

additional requirements where info compares

additional requirements where info on past performance

additional requirements where info on simulated past performance

additional requirements where info on future performance

additional requirements where info on tax treatment

client categorisation

terms of the agreement

MiFID 11162 |anguage & methods of communications
|

nature, frequency and timing of the reports on the performance of the service

steps to ensure protection of client financial instruments or client funds

method and frequency of valuation of financial instruments in client portfolio

- details of any delegation of discretionary management

- benchmark specification

- types of instruments in client portfolio and transactions that may be carried out
- nature and scope of guarantee or capital protection

- info on safeguarding client financial instruments or client funds

162 Arts. 44-49 Del Reg 2017/565. Article 48 specifically relates to “information about financial instruments” and Article 49 is about
“information concerning safeguarding of client financial instruments or client funds”.
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E-
commerce

DMFSD

AIFMD

Solvency II

- different technical steps to follow to conclude the contract

- whether or not the concluded contract will be completed by the service provider
and whether it will be accessible

- the technical means for identifying and correcting input errors prior to the
placing of the order

- the languages offered for the conclusion of the contract

- codes of conduct to which service provider subscribes & how to consult these
electronically

- any limitations of the period for which the information provided is valid
- arrangements for payment and for performance

- various entries in case of distance contract (i.e. minimum duration; applicable
law; language)

- info on contractual obligations

- a description of the procedures by which the AIF may change its investment
strategy or investment policy, or both

- a description of the main legal implications of the contractual relationship
entered into for the purpose of investment

- a description of any delegated management function and of any safekeeping
function delegated by the depositary

- a description of the AIF’s liquidity risk management

- a description of how the AIFM ensures a fair treatment of investors and, if any,
description of preferential treatment

- latest annual report

- procedure and conditions for the issue and sale of units or shares

- latest net asset value of the AIF

- historical performance of AIF

- description of how info will be disclosed

- concrete reference to the report on the solvency and financial condition
- the terms of the contract

- the means of terminating the contract

- definition of the units to which the benefits are linked

- indication of the nature of the underlying assets for unit-linked policies
- tax arrangements

- applicable law

Source: Consortium, based on the legal analysis.

The PRIIPs KID, PEPP KID and UCITS KIID legislation clearly focus on key information
and include additional information requirements only to a very limited extent. The

legal provisions included in the other pieces of legislation, on the other hand, include

numerous other additional information requirements. There is no commonality between
these additional information requirements even though, for example, information on the

methods of communication, the applicable law and related tax arrangements, and the

contractual obligations could be made available for each type of investment product or

service.

One PEPP specificity is the provision for a “"PEPP at a glance” section in the KID. This is on

the first page and summarises the most important information requirements. Similar
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sections are not provided in the UCITS KIID and the PRIIPs KID. It was expected that such
layered information could address some of the challenges existing with the current formats
for KIDs and KIIDs (see effectiveness section). However, as further explained in the
effectiveness section, the behavioural experiment did not show a significant impact of that
layering.

In some situations, fully or partially equivalent information is to be disclosed for the
same investment product or service. Article 3(2) PRIIPs even makes this explicit: “Where
PRIIP manufacturers subject to this Regulation are also subject to Directive 2009/138/EC
[Solvency II], this Regulation and Directive 2009/138/EC shall both apply.” Solvency II
and PRIIPs thus require the cumulative pre-contractual disclosure of information to
consumers. However, as long as the PRIIPs KID satisfies the requirements of the Solvency
IT legislation, this potential duplication of information can be avoided. Yet, the fact that the
wording of the Solvency II is older than PRIIPs can often create differences and duplication
with PRIIPs, including with the same information presented in two different ways. This was
especially highlighted by the industry actors and some national authorities. Another
example of potential overlap relates to the equivalent requirement on the disclosure of
product costs under IDD and PRIIPS but, again, duplication of information (overlap) can
be avoided when the PRIIPs KID satisfies the IDD requirements. From a legal point of view
this duplication in the text would be best avoided in the first place.

EIOPA also identified overlapping information requirements in EU legislation relevant
to the sale of IBIPs!®3, pointing out a high practical burden of duplication and a high
potential for increased confusion/hampering of decision-making for consumers with regard
to e.g. information on contract termination (including cooling-off); a medium level burden
of duplication with regard to e.g. information on complaints-handling procedures; and a
low level burden of duplication with regard to e.g. the insurance undertaking’s and
intermediary’s identity and contact details.®* EIOPA addresses this issue of duplication
(overlapping information requirements) by proposing, in certain cases, the non-application
of DMFSD for IBIPs sold on-line or the non-application of Solvency II for IBIPs.®> In
particular: "Solvency II disclosures could be shortened by disapplying the provisions that
do not concern personalised information for IBIPs, are both duplicated in the PRIIPs KID
or are not relevant for the identification of the document (e.g. duplicative information on
the identity of the insurance undertaking might be justified). The remaining personalised
disclosures under Solvency II could be transferred to the IDD.”%® Furthermore, “it could
be considered to limit the scope of Solvency II pre-contractual disclosures under Article
185 to "“pure protection” life insurance products as the scope of the Solvency II
disclosures includes also pure protection life insurance products and since they are not
IBIPs, consumers of such products do not receive other standardised EU level disclosures.
Hence, for these products, the generalised information required under Solvency II
provisions could be kept and possibly moved into the IDD.”'%” Finally, “the disapplication
of DMFSD provisions for IBIPs sold online could bring some important benefits as both the
duplicative IDD disclosures and the PRIIPs/Solvency II disclosures should be delivered
when a product is sold online”.%8

163 EIOPA (2022), “Consultation Paper. Advice to the European Commission regarding certain aspects relating to retail investor protection”,
available at: https://www.eiopa.europa.eu/sites/default/files/publications/consultations/eiopa-bos-22-020-consultation-paper-retail-
investor-protection.pdf

164 EIOPA (2022), “Annexes to EIOPA’s Consultation paper on Retail Investor Protection”, p. 51, available at:
https://www.eiopa.europa.eu/sites/default/files/publications/consultations/eiopa-bos-22-021-consultation-paper-retail-investor-
protection-annexes.pdf

165 Tbid, Annex with Table 1 “duplications between disclosures in IDD and other legislative acts” and other Table “duplications between
PRIIPs and other regulations”.

166 EIOPA (2022) Consultation Paper, Page 15.

167 Idem.

168 EIOPA (2022) Consultation Paper, Page 16.
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5.3.9. Coherence of information about risks and rewards in pre-contractual
documents

Risk indicator

One of the main information requirements to be disclosed in the pre-contractual
information document relates to “risks and rewards” and has, generally, been included
in the key information document under the section "What are the risks and what could I
get in return” (PEPP and PRIIPs). Also the UCITS KIID includes a similar section, while
MIFID II states that a “fair and prominent indication of any relevant risks when referencing
any potential benefits of an investment service or financial instrument”'®® should be
included, as well as a “general description of the nature and risks of financial instruments,
taking into account, in particular, the client's categorisation”.’’® The elements to be
included in the description of risks of financial instruments are laid down in Article 48 of
the MIiFID Delegated Regulation 2017/565. Given that the UCITS KIID will be phased out
in favour of the PRIIPs KID, UCITS has been included in the table below but has not been
further discussed; any potential current inconsistencies between the UCITS KIID and the
PEPP/PRIIPs KID will be resolved due to the phase-out (thereby boosting comparability of
the key information documents).

Table.5-6 compares how risks and rewards need to be calculated and presented within the
information document of PEPP and PRIIPs.

Table.5-6 - Risk and rewards - risk indicator

Article 28(3)(d) PEPP

1. summary risk
indicator

Article 8(3)(d) PRIIPS
1. summary risk indicator

. . 2. possible maximum loss
2. possible maximum

Article 8 Reg 583/2010

1. synthetic indicator

Risk-reward
profile

Methodology

for the
presentation -
and Y (CESR guidelines)
assessment of
risks
Indicator
Synthetic indicator

. (SSRI or Synthetic
B's!( Risk and Reward
indicators

Indicator),
supplemented by:

169 Article 44(2)(b) Del Reg 2017/565.
170 Article 48(1) Del Reg 2017/565.

loss of invested capital

3. appropriate
performance scenarios

4. info on conditions for
returns or built-in
performance caps

5. statement re tax
legislation

Holistic assessment of
the PEPP’s risks and
rewards -
methodologies laid
down in Annex III

Summary Risk Indicator
(SRI), supplemented
by:
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Included risks

Explanation of
indicator

a) narrative
explanation of the
indicator and its main
limitations;

b) narrative
explanation of risks
which are materially
relevant to the UCITS
and which are not
adequately captured
by the SSRI

Market risk only.

Risks which are not
captured by the
synthetic indicator!”!:

= Credit risk

= Liquidity risk

= Counterparty risk
= Operational risks

= Impact of financial
techniques

= Risks posed by
each underlying
collective
undertaking (in
case of fund of
funds)

Annex I Reg 583/2010

Measure of volatility of
the fund’s prices over
the previous 5 years,
presented on a scale
from 1 to 7, based on
prescribed intervals

Calculated and
monitored weekly, in
the case of daily-priced
funds

=> KIID must be
updated and reissued
if actual SRRI differs
from published SRRI
for a period of 16
weeks

a) narrative explanation
of that indicator, its
main limitations;

b) narrative explanation
of risks which are
materially relevant to
the PEPP and which are
not adequately captured
by the SRI

= Market risk
=  Credit risk
= Liquidity risk

Point 1 Annex III Del
Reg 2021/473

allocate the Basic PEPP
and the individual
alternative investment
options to four different
categories: 1, 2, 3 and
4, with allocation based
on:

= the risk of not

recouping the
inflation-adjusted
contributions
(stochastic
simulation, use of
ultimate forward
rate UFR)

a) narrative explanation
of that indicator, its main
limitations;

b) narrative explanation
of risks which are
materially relevant to the
PRIIP and which are not
adequately captured by
the SRI

= Market risk measure
MRM, with PRIIPs
divided into four
categoriest!’?

= Credit risk measure
CRM

= (Liquidity risk - to be
described in the risk
narrative, if relevant)

Annex II Del Reg
2017/653

Shows the relative risk of
the PRIIP, using a
combination of MRM
(market risk measure,
based on the historical
price volatility) and CRM
(credit risk measure, i.e.
the risk of the issuer
defaulting), presented on
a numerical scale from 1
to 7

=> KID must be updated
and reissued when
published level is no
longer the most common
when comparing all

171 The identification and explanation of risks should be consistent with the internal process for identifying, measuring and monitoring risk
adopted by the UCITS’ management company as laid down in Directive 2010/43/EU.

172

Category 1 comprises derivative-like products, products with a less than monthly price assessment and products where the retail

investor may lose more than their invested premiums. Category 2 covers products which provide a linear exposure to their underlying
assets whereas Category 3 encompasses products with non-linear exposure to their underlying investments. Finally, Category 4
contains products whose “values depend in part on factors not observed in the market” and especially includes insurance-based
investment products that include some profit participation which is generally not directly observed in the market.
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5 years of historical

= the expected
shortfall (stochastic

determination)

= compared to the
expected rewards in

terms of reaching a

certain level of PEPP

benefits, as
appropriate, at the
start of, or during
the decumulation
phase (stochastic
determination)

10 years of historical

observations over the last
4 months

5 years when available,
otherwise 2 years for

Data data data, if possible daily, 4 years for weekly,
and 5 years for monthly
funds

Standard deviation of
gr;]eamo:\oth:iygggtgrzftof Value-at-Risk-equivalent
- . pprop quity volatility (VEV) based on
Standard deviation of index for an Cornish-Fisher expansion
Volatility returns (CESR appropriate, P

guidelines)

representative time
period to annualise the

of a Gaussian Value-at-
Risk (point 12 Annex II
Del Reg 2017/653)

result (point 21 Annex
III Del Reg 2021/473)

Presentation
format for risk
indicator

(Y/N)

Y (CESR template) Y (Annex I) Y (Annex III)

Source: Consortium, based on the legal analysis.

The above shows that the risks and rewards for the retail products legislated in both PEPP
KID and PRIIPs KID need to be presented by using the summary risk indicator ("SRI").
The SRI calculation methodology introduces the credit risk dimension and assesses market
risk using a more complex Cornish Fisher methodology (PRIIPs). While the SRI in PRIIPs
is also presented on a numerical scale of 1 to 7, less risk classes need to be presented
under PEPP, hence diverging from PRIIPs. It is noted that the new PRIIPs RTS permits
manufacturers to increase the calculated SRI score where they consider that the calculated
score does not accurately reflect the risks of the PRIIP.

The PEPP KID and PRIIPs KID need to include both a narrative explanation of the
indicator used, including its main limitations, and a narrative explanation of those
risks which are materially relevant to the investment product but which are not adequately
captured by the risk indicator.

The description of risks related to MIFID II financial instruments must include: a) risks
associated with the type of financial instrument and an explanation of leverage and its
effects; b) price volatility; ¢) impediments or restrictions for disinvestment; d) additional
financial commitment; e) margin requirements (Article 48(2) of the MIFID Delegated
Regulation 2017/565). The legislation of risks and rewards in MiIiFID II is hence quite
general, while specificities are further included in (PEPP and) PRIIPs, as it relies on
distributors receiving the necessary information on products from the manufacturer. It is
therefore advisable for firms to have a written policy in situations where a product is in-
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scope for MIFID II and PRIIPs, and when it comes to disclosing risks to investors, they
must document which approach has been taken.!”3

With regard to volatility, stakeholders were asked whether their national legislation
and/or general practice suggest that the market risk measure (MRM) in PRIIPs is derived
through Cornish-Fischer or through Monte Carlo Value-at-Risk. While most Member
States do not specify or require in their national legislation one particular methodology for
MRM, Cornish-Fischer is generally used for linear products while, for products without
linear underlying (lock-out), Monte Carlo is recommended. This was confirmed in Austria
and Spain. Luxembourg, on the other hand, commented that insurers generally use the
Monte Carlo method, as it is more familiar to them.

All in all, the methodologies for calculating risks in the PEPP KID and the PRIIPs KID are
largely consistent and coherent. Differences can be explained by the difference in
nature of the risks of the products (e.g., potential negative value, linearity of the risks,
average maturity, etc.), and differences in the objectives of the products. For instance,
unlike PRIIPS KID, PEPP KID uses a longer period of historic data (10 years) in the
calculation and considers risks to the decumulation phase (i.e. pension pay-out) in its risk
indicator as it has pension objective.

Performance

Within the risk and rewards section of each Key Information Document, the performance
of the specific retail investment product needs to be disclosed. Table 5.7 compares
the information to be included in the PEPP KID and the PRIIPs KID in relation to
performance. Given that the UCITS KIID will be phased out in favour of the PRIIPs KID for
retail funds, UCITS has been included in the table below but has not been further discussed;
and any potential current inconsistencies between the UCITS KIID and the PEPP/PRIIPs
KID will be resolved with the phase-out (thereby boosting comparability of the key
information documents).

173 https://a-teaminsight.com/mifid-ii-and-priips-the-double-act/?brand=ati . See also “Since different firms in the chain may have
different approaches to defining risk, the firm should be explicit about the criteria that must be met in order to categorise a client in
this way. Firms should use the risk indicator stipulated by the PRIIPs Regulation or the UCITS Directive, where applicable, to fulfil this
requirement” in ESMA (2018), Guidelines on MiFID II product governance requirements, page 6.
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Table.5-7 - Risk and rewards - performance disclosure

Performance
presentation

Visual
presentation of
performance

Past performance presentation
or,

where relevant, simulated
performance scenarios for the
period before data was
available

min. 3 prospective scenarios
for structured UCITS (1 with an
unfavourable outcome, 1 with
a positive return and 1 with a
moderate growth in capital)

Including up to 10 years of past
performance

past performance information
to be presented in a bar chart
(Annex III Reg 583/2010) +
where relevant, bar showing
the performance of the
benchmark (Art. 18 Reg
583/2010)

selection and presentation for
structured UCITS laid down in
CESR Guidelines: either tables
or graphs, whichever is clearer

Three standardised performance
scenarios of:

= favourablel?4

= best estimate

= unfavourable

Adjustments for effects of inflationl”>

Nominal projected benefits

= projections should include four
generic PEPP savers with 40, 30,
20 and 10 years accumulation
periods until the end of the
accumulation phase and be based
on a standardised contribution
level

= past performance, presenting
average returns over 10, 5, 3 and
1 years - complemented with a
relevant benchmark (e.g. basic

PEPP investment option or average

performance of all PEPPS offered
or ultimate forward rate) - link
with expected outcomes following
pension projections and
performance scenarios

Four appropriate performance scenarios:

= stress scenario

= unfavourable scenario

= moderate scenario

= favourable scenariol”®

+ for IBIPs: scenario reflecting the insurance
benefit the beneficiary receives where covered
insured event occurs

For up to three time periods, including the
recommended holding period (Annex IV)177

Formats laid down in Annex V:

= Template A: single investment and/or single
premium is paid

= Template B: regular investments and/or
premiums are paid

174 The favourable scenario should refer to the 85" percentile of the distribution, the best estimate scenario to the median and the unfavourable scenario to the 15" percentile of the distribution.
175 To calculate the annual rate of inflation, the PEPP provider should use a one factor Vasicek process.
176 The unfavourable, moderate and favourable scenario should correspond to the 10%"-, 50t"- and 90%"-percentile of the PRIIP’s probability distribution of returns

177 The proposed new PRIIPs RTS amend the requirement to show an intermediate holding period (IHP) to only those PRIIPs with a recommended holding period (RHP) over ten years (rather than three years)
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= The calculation of past Stochastic determination
performance figures should be When determining the different
based on the net asset value of elements of the stochastic model, = Cornish-Fisher approximation for products
the UCITS, and they should be  PEPP providers should use the annual Cat. 2
calculated on the basis that rate of inflation and may consider to = Simulation by means of a bootstrap for
any distributable income of the take a modular approach for the products Cat. 3
Calculation of fund has been reinvested (Art. stochastic calculation of, at least: = “robust and well organized industry and
performance 16) a) the nominal interest rates (G2++ regulatory standard” for products Cat. 4
presentation =  For structured UCITS, at least short-rate model); = No calculations for products Cat. 1 but the
three scenarios of the UCITS’ b) the credit spreads!’8, including possible derivative-like structure of this type
potential performance, based migration and default; and of products (such as e.g. a call-option)
on reasonable and conservative c) the equity returns (model for the should be indicated graphically instead
assumptions about future development of one stock market Annex IV
market conditions and price index through the use of geometric
movements. (Art. 36) Brownian motion).

Source: Consortium, based on the legal analysis.

178 For the determination of credit spreads, the PEPP provider may use the simulation of credit spreads so as to combine the risk-free zero coupon bond term structure to yield a credit-risky zero coupon bond term
structure. The hazard rates of bonds of different rating classes may be modelled using of Cox-Ingersoll-Ross (CIR) processes.
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For the majority of the investment funds, the PRIIPs KID discloses the performance scenarios
under favourable, moderate, unfavourable and stressed conditions (i.e. four scenarios). In
addition, performance scenarios are displayed at different points in time, depending on the
recommended holding period. The PRIIPs Regulation thus introduced a forward-looking approach
similar to the compilation of the Market Risk Measure (*"MRM"), and based on historical data,
applying the Cornish-Fisher VaR expansion for category 2 PRIIPS. It is noted that the data for
PRIIPs derived from past performance causes difficulty for comparisons with different types of
AIFs.'”? More generally, the ESAs acknowledged that “it has proved very difficult to design
appropriate performance scenarios for the different types of products included within the scope
of the PRIIPs Regulation that would allow for appropriate comparisons between products, avoid
the risk of generating unrealistic expectations amongst retail investors and be understandable
to the average retail investor. In particular, no academic consensus has been reached on how
to develop common performance scenarios that would be equally appropriate for all types of
PRIIPs, proving the inherent difficulty of such an approach.” This might now have been
attenuated in the new PRIIPs RTS, which set out a new methodology underpinning the
calculation of performance scenarios for UCITS and AIFs, except for structured UCITS and
structured AIFs and other Category 2 PRIIPs, such as unit-linked insurance-based investment
products. Under the new methodology®, unfavourable, moderate, and favourable performance
scenarios show a range of future outcomes as an estimate from a distribution of past returns of
the PRIIP or a relevant benchmark.!8! Furthermore, it is said that the PRIIPs KID should present
prominently the existence or absence of biometric risk cover (important for IBIPs), as this is a
crucial element in consumers’ comparison and choice of products.!®2 No past performance is
shown in a PRIIPs KID - something now changed in the new PRIIPs RTS, which have inserted a
new Annex on “Content and presentation of past performance information”. Performance
scenarios will have to be calculated (and published) on at least a monthly basis.

On the other hand, under PEPP, the KID needs to include information on the standardised
performance scenarios of favourable, best estimate and unfavourable (i.e., three scenarios),
with the projections including four generic PEPP savers with 40, 30, 20 and 10 years until the
end of the accumulation phase.

The expected PEPP benefits should be determined using stochastic modelling. In the PEPP
KID, benchmarked funds display historical performance alongside benchmark performance.

Finally, MiFID II does not include a similar description of the performance scenarios to be used
for a financial instrument or an investment service, but legislates conditions where the
information a) contains an indication of past performance of a financial instrument, a
financial index or an investment service, b) includes or refers to simulated past performance,
or ¢) contains information on future performance (Article 44(4-6) Delegated Regulation
2017/565). With MIFID II, forward-looking performance scenarios can only be performed in
specific standardisations. For this type of performance scenario evaluation, asset managers are
not to base forward-looking performance on past transactions and these must be based on
reasonable assumptions. In these findings, advisors are to include warnings about the

179 The “need for stronger integration in technological terms” has also been emphasised in: KPMG, Report on the Operation of the
Alternative Investment Fund Managers Directive (AIFMD) - Directive 2011/61/EU, FISMA/2016/105(02)/C, Submitted 1010th of
December 2018, Available at: AIFMD operation report

180 Tn the new methodology, the calculation of the unfavourable, moderate and favourable scenarios for Category 2 PRIIPs is based on a
direct estimate of the historical performance of the PRIIP. A time series with a minimum of 10 years of historical data is required. The
exact required length of the time-series is the recommended holding period plus 5 years but with an absolute minimum of 10 years.
This means that the performance scenarios (requiring 10 years or more) and the SRI (requiring between 2-5 years) will be calculated
using a different set of returns. Hence, the risk reflected in the scenarios differs from the risk embedded in the SRI score. See: Risk
Concile, PRIIPs 2.0: The countdown has begun!, November 2021.

181 COMMISSION DELEGATED REGULATION (EU) .../... of 7.9.2021 amending the regulatory technical standards laid down in Commission
Delegated Regulation (EU) 2017/653 as regards the underpinning methodology and presentation of performance scenarios, the
presentation of costs and the methodology for the calculation of summary cost indicators, the presentation and content of information
on past performance and the presentation of costs by packaged retail and insurance-based investment products (PRIIPs) offering a
range of options for investment and alignment of the transitional arrangement for PRIIP manufacturers offering units of funds referred
to in Article 32 of Regulation (EU) No 1286/2014 of the European Parliament and of the Council as underlying investment options with
the prolonged transitional arrangement laid down in that Article, C(2021)6325 final, page 5.

182 Making EU regulation that works and benefits consumers
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unreliability of the data and to take into consideration the impact of costs, fees, and charges.
Furthermore, positive and negative performance periods must be used.

The disclosure of the performance of a specific retail investment product has been vigorously
debated in several reports and was mentioned by many interviewees, generally calling for
harmonisation. Most concerns relate to the performance disclosure in the PRIIPs KID and its
application in the insurance sector. Interviewees expressed a concern that the KID requirements
were developed for investment funds and are ill-adapted to insurance products. More specifically,
there are certain elements which are specific to insurance-based investment products (biometric
risk) that do not find an appropriate placeholder in the KID. Another example given by
interviewees was that the KIID for mutual funds informs clients about the fund’s past
performance, while the KID for insurance products informs clients about the expected
performance. Both concerns were addressed by the new PRIIPs RTS, which requires KIDs to
present prominently the existence or absence of biometric risk cover and adopt the forward-
looking scenario approach for mutual funds.

At the same time, while PRIIPs KID and PEPP KID are largely consistent and coherent,
some differences in the design of scenarios and calculation methodologies remain due
to the different nature of the products (e.g., average maturity, recommended holding period,
etc.). For example, PEPP products have a long-recommended holding period, the PEPP KID
performance scenarios must consider the impact of inflation, age of target audience, etc., which
are not included in PRIIPs KID, while PRIIPs traditionally have a shorter holding period.

5.3.10. Coherence of information about costs and charges in pre-contractual
documents

All pre-contractual information documents include a section on “costs/charges”, generally
referred to as “what are the costs?” (PEPP and PRIIPs) and “charges for this fund” (UCITS). Table
5.8 compares 1) the types of costs to be disclosed in the PRIIPs KID'83, the UCITS KIID'84, the
PEPP KID!8> and the pre-disclosure document for the financial instruments and the financial
services regulated under MiIFID II'8, 2) the format of disclosure, and 3) the timeframe of
the costs that need to be disclosed. Given that the UCITS KIID will be phased out in favour of
the PRIIPs KID for retail funds, UCITS has been included in table 5.8 below but has not been
further discussed; and any potential current inconsistencies between the UCITS KIID and the
PEPP/PRIIPs KID will be resolved with the phase-out (thereby boosting comparability of the key
information documents).

The MIFID II Delegated Regulation 2017/565 distinguishes situations where full ex-ante costs
disclosures must be provided and where the costs disclosures only need to include the costs and
charges related to the investment and/or ancillary service provided!8:

e “Full” ex-ante disclosure has to be provided where the investment firm recommends or
markets financial instruments to clients or where the investment firm providing any
investment services is required to provide clients with a UCITS KIID or PRIIPs KID in
relation to the relevant financial instruments (Art. 50(5)). In such cases, the costs
disclosure must disclose the aggregated costs and charges related to i) the financial
instrument and ii) the investment or ancillary service provided.

e In the remaining (residual) situations, investment firms only need to inform their clients
about all costs and charges relating to the investment and/or ancillary service provided
(Art. 50(6)).

While IDD only establishes a specific pre-contractual information document for non-life
insurance products, it does include various provisions with regard to ex-ante costs disclosure
for the distribution of IBIPs. The IDD ex-ante costs disclosure rules (Article 29(1)) follow
those laid down in MIFID II - and hence not further discussed explicitly. The IDD does not provide

83 Art. 5, Annex VI and Annex VII Del Reg 2017/653.

184 Art. 10- 14 and Annex II Reg. 583/2010.

185 Art. 5, Chapter V and Annex I Del Reg 2012/473.

185 Art, 24(4)(c) MIFID II; Art. 50 and Annex II Del Reg 2017/565.

187 See also: Call for evidence impact of the inducements and costs and charges disclosure requirements under MiFID II

Page 124 of 357


https://www.esma.europa.eu/sites/default/files/library/call_for_evidence_impact_of_the_inducements_and_costs_and_charges_disclosure_requirements_under_mifid_ii__0.pdf

Disclosure, inducements, and suitability rules for retail investors study

further specification of the costs disclosure duties at Level 2. See also Recital 42 of IDD:
“Insurance intermediaries and insurance undertakings are subject to uniform requirements when
distributing insurance-based investment products, as laid down in Regulation (EU) No 1286/2014
of the European Parliament and of the Council. In addition to the information required to be
provided in the form of the key information document, distributors of insurance-based
investment products should provide additional information detailing any cost of distribution that
is not already included in the costs specified in the key information document, so as to enable
the customer to understand the cumulative effect that those aggregate costs have on the return
of the investment. This Directive should therefore lay down rules on provision of information on
costs of the distribution service connected to the insurance-based investment products in
guestion.” Ex-ante costs disclosure requirements for other (i.e. non-IBIP) insurance products
are not included in IDD.

National authorities interviewed generally commented that the comparability of costs across
products has not (yet) been achieved and retail consumers are facing uncertainties. Existing
issues mostly relate to technical aspects, such as differences in the reference period, different
methodologies, etc. and to reconciling the overall costs with the breakdown of the costs.
Interviewees pointed out that comparability is even more problematic when a consumer wants
to compare product costs between different distributors or investment firms. Equally, entities
might have their own scheme or form of presentation of information on costs and charges,
sometimes including the costs of services and the costs of instruments, therefore affecting the
comparability of information. This is discussed in depth in the section on the effectiveness of
costs disclosure.

Practical incoherencies have also been mentioned in ESMA’s Technical Advice.'8 In particular,
ESMA’s Q&A clearly states that MIFID firms can use PRIIPS KIDs in order to fulfil their obligations
to provide investors with information on costs.!8° MiFID firms should additionally ensure that
all information is disclosed, meaning that if costs are added, additional information on these
costs should be included in the MiIiFID pre-contractual information document (Art. 51 MIFID
Delegated Regulation 2017/565).1°0 Indeed, given that the MIiFID II costs disclosures also include
service costs, firms cannot solely rely on the PRIIPs KID or UCITS KIID, which are product
disclosure documents.!®! Costs can thus be presented through the KID/KIID according to the
methodologies there, and the MiFID-designed costs disclosure can then be added when execution
services or investment advisory services are provided as well. However, ESMA pointed out some
issues in the implementation of this guidance: “"Based on feedback received from some national
competent authorities and market participants, it seems that, even where the MiFID II and
PRIIPS/UCITS costs disclosures overlap, investment firms do not rely on the information
available in the PRIIPs KID or in the UCITS KIID for their MiFID II costs disclosures. This has
created divergent interpretations and applications of the costs disclosures rules across
the European Union, which makes it difficult for clients to compare costs between products,
investment firms, and Member States”.192 One stakeholder mentioned that some firms are
coming up with more client-friendly ways to explain MIiFID cost elements, but then they also
deliver the PRIIPs KID and therefore they cannot be sure whether clients using a self-service
portal understand the difference between the two, and why the numbers look different.

The interviewed distributors, on the other hand, focused on the lack of comparability across
different types of products (but admit that this is “logical”) and maintain that comparability

188 ESMA (2019), Call for evidence on impact of the inducements and costs and charges disclosure requirements under MiFID II, available at:
https://www.esma.europa.eu/sites/default/files/library/call for evidence impact of the inducements and costs and charges disclosure re
quirements_under_mifid ii__0.pdf

189 ESMA (2021), Q&A on MiIFID II and MIFIR investor protection and intermediary topics, Section 9 Information on costs and charges, available

at: https://www.esma.europa.eu/sites/default/files/library/esma35-43-349 mifid ii_gas on_investor protection topics.pdf

“Investment firms distributing units in collective investment undertakings or PRIIPs shall additionally inform their clients about any other costs

and associated charges related to the product which may have not been included in the UCITS KID or PRIIPs KID and about the costs and

charges relating to their provision of investment services in relation to that financial instrument.”

91 A stakeholder noted that “there is no clear definition of what is meant by 1) Service costs and 2) Product costs. Especially, costs that seem to
not fit in with either category, seem open to different interpretations. For example, swing pricing or implicit costs like market spreads could be
interpreted as both service- and product costs. In practice, this means that financial institutions make their own consideration with regard to
these cost aspects, which leads to various interpretations between different jurisdictions (and even, within jurisdictions).” See: EBF response
to ESMA’s call for evidence: Impact of the inducements and costs and charges disclosure requirements under MiFID II, September 2019, page
14.

192 ESMA Call for evidence on impact of the inducements and costs and charges disclosure requirements under MiFID II, point 91.
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for the same type of product (e.g. different UCITS products) does not constitute a problem.
There does not seem to be agreement on the comparability of costs for the same product sold
via different distribution channels. Furthermore, one distribution stakeholder pointed out that
“most of the complexity in comparing costs is related to two items, namely distribution costs
(for the banking channel) and performance fees (for the local agencies). Calculating such costs
is very difficult for the client because it implies a very refined knowledge of the market.
Ultimately, clients pay a different price for the same exact product depending on the distribution
channel they choose. In particular, they could face different price levels for the same price
category (up-front, etc) and sometimes also different price categories”.

Furthermore, the introduction of cost transparency through MIFID II has generally been
welcomed, even though there is still room for improvement as cost statements are not
standardised.

The PRIIPs KID was deemed to be ill-adapted to the specificities of multi-option products (MOPs)
given that, in the case of PRIIPs products offering a range of options for investment, the PRIIPs
KID can be misleading where it is highly unlikely in practice that the highest levels of charges
will actually be applied.1?3 This issue is likely to be solved by the new PRIIPs RTS, as, for
MOPs (including IBIPs), the cost tables must show a clear distinction between costs arising from
the insurance product or wrapper and those arising from the underlying investment options.1%4
This change will enable the retail investor to identify the total costs of investing in a particular
investment option.

193 A generic KID covers in general terms the types of investment options offered and separate information on each underlying investment option
(Article 10(b) Delegated Regulation (EU) 2017/653). ESA hereby considered the following challenge: “Where a generic KID is used (in
accordance with Article 10(b) of the PRIIPs Delegated Regulation) it is difficult for the investor to identify the total costs related to a particular
investment option. This arises because the generic KID shows a range of costs, but does not always identify which costs are specific to an
investment option and which costs relate to the insurance contract. At the same time, it is understood that the information on the underlying
investment option (in accordance with Article 14 of the PRIIPs Delegated Regulation), does not usually include the total costs of investing in
that option. Therefore, it is often not possible for the investor to identify from the generic KID the costs that may apply in addition to those
shown in the option-specific information”. See: ESAs (2019), Joint Consultation Paper concerning amendments to the PRIIPs KID, page 51,
available at: https://www.esma.europa.eu/sites/default/files/library/jc-2019-63 consultation paper amendments priips kid.pdf

194 Article1(9) Commission Delegated Regulation (EU) 2021/2268, replacing Article 13 of the Delegated Regulation (EU) 2017/653.
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Table.5-8 - Ex-ante costs disclosure

Definition

Costs vs charges

The costs disclosure
includes the disclosure of

The presentation of
charges includes the costs

Only refers to costs
(Level 2 refers to

Consistently refers to
“costs and associated

Consistently refers to
“costs and associated

the related charges!®s incurred costs and fees) charges” charges”
Types of costs to be disclosed
X
Entry and exit charges
q (maximum figures -
One-off costs?®® 2 actual charges to be found X X X
with financial advisor or
distributor)
X
Ongoing charges (single
X figure, based on last
Recurring costs!97 Includes fund portfolio year’s expenses — may X X X
trading costs vary from year to year)
Does not include fund
portfolio trading costs
No explicit
Incidental costs!9® X X statement X X
All transaction X No explicit disclosure X X X
199 i
costs requirement
Format
Monetary and Monetary and
percentage terms percentage terms
Monetary/percentag Summary cost indicator p (presented as Monetary and percentage Monetary and
. ercentage terms . terms
e terms in monetary and total costs per percentage terms

annum” in
monetary terms

percentage terms for
different time periods20°

195
196

197

198
199

200

Description of each of the different costs, specifying where and how such costs may differ from the actual costs the retail investor may incur.

All costs and charges (included in the price or in addition to the price of the financial instrument) paid to product suppliers at the beginning or at the end of the investment in the financial instrument. Examples:
front-loaded management fee, structuring fee, distribution fee, marketing costs, subscription fee, deposit fees, termination fees, switching costs.

All ongoing costs and charges related to the management of the financial product that are deducted from the value of the financial instrument during the investment in the financial instrument. Examples:
management fees, service costs, advisory fees, swap fees, securities lending costs and taxes, financing costs.

Example: performance fees, carried interest.

All costs and charges that incurred as a result of the acquisition and disposal of investments. Examples: broker commissions, entry- and exit charges paid by the fund, markups embedded in the transaction
price, stamp duty, transactions tax and foreign exchange costs.

The calculation method of the summary cost indicator is laid down in Part 2 of Annex VI of Del Reg 2017/653.
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“Costs over time”:
Summary cost indicator
of the total costs and

Presentation of Reduction in Yield (RIY)

Charges table including
entry charges, exit

and as a
percentage of the
accumulated
capital)

Matrix
presentation, with
costs, fees and

ESMA allows the use of a

ESMA confirmed that

investment firms
could rely on the
PRIIPs KID or UCITS

costs/charges/fees “Composition of costs”: charges. ongoing charges charges to be grid or table, in limited KIID as a basis for
(template) Cost details table ges, ongoing 9€S: proken down by circumstances20! =
) - performance fees their MiFID II costs
including one-off costs, one-off and disclosures. 292
recurring costs and recurring costs. ’
relevant incidental costs
Yes Yes (Art. 50(2) Del Reg
All above 2017/565)
mentioned costs + All above mentioned costs Yes (Art. 50(2) Del
Yes costs of the and associated charges Reg 2017/565)
All above mentioned uarantee24 if charged by the All costs and
. costs (summary cost . 9 ! investment firm or other associated charges
Aggregation Not required any

associated with the
manufacturing and
managing of the
financial instruments.

indicator) + cost of
distribution in relation to
IBIPs203

parties where the client
has been directed to such
other parties, for the
investment services(s)
and/or ancillary services
provided to the client +

For Basic PEPP,
there is a 1% cost
cap on the
accumulated
capital per annum

201 According to ESMA Q&A on Investor Protection, Section 9 Information on costs and charges, question & answer 23: “ : « Where there are no product costs for the relevant financial instrument (management,

structuring or distribution fees which are neither included in the price or in addition to the price of the financial instrument) or in the residual instances where the assessment of product costs is not required (in
accordance with Article 50(6) of the MiIFID II Delegated Regulation), firms may meet their ex-ante costs and charges disclosure obligation by providing to their clients a grid or table displaying the relevant costs
and charges specific to i) the investment or ancillary service and ii) the financial instrument category offered to or demanded by the client. However, such grids or tables should comply in full with the MIFID II
costs and charges requirements. Consequently, the amounts and percentages disclosed in such grids or tables for the relevant investment service(s) and category(ies) of financial instruments should be the
same as those that would have been disclosed had the firm informed the client of the relevant costs and charges before each transaction and in a fully individualized, transaction-based manner. This means that
the categories of financial instruments used as a basis to calculate and disclose service costs through such grids or tables have to be granular enough for this purpose. This also means that the information
provided should be clear and understandable by the client to which it is provided, and such grids or tables should not be brochures in which the firm sets out a long list of tariffs that may or may not apply to a
broad range of clients, when specific conditions apply to each. However, as per Recital 78 of the MIFID II Delegated Regulation, the firm may base the costs and charges disclosed as a cash amount on an
assumed investment amount. Nevertheless, the costs and charges disclosed must reflect the costs the client would actually incur on the basis of the assumed investment amount (Recital 78). As per Article
50(2) of the MiIFID II Delegated Regulation, the costs and charges should also be disclosed as a percentage. In addition, the information provided in such grids or tables must be updated every time any element
changes so that the information provided to the client is, at all times, the same as the information that would have been provided to the client had the firm made such disclosure before each transaction and in
a fully individualized, transaction-based manner. The firm should provide such grids or tables in good time before the first investment service is provided to a new client and at any time they are updated. In
addition, they should remain easily available at all times to clients.” »

202 ESMA also published some Q&As on this topic (for instance, Q&As 9.6 and 9.7 of ESMA’s Q&As document on MiFID II and MiFIR investor protection and intermediaries’ topics).

IDD lays down the rules on the provision of information on costs of the distribution service connected to IBIPs. These requirements are largely aligned with those of MiIFID II and include disclosure of all costs

and charges in an aggregated form under the same conditions as provided for in MiFID II.

204 premium charged for guarantees, which reflect the market price of the cover against the risk of financial loss, or limiting the financial loss or the cover of biometric and any other risks.
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Cumulative effect of
costs on the return
Timeframe

Ex-ante
estimates/ex-post
figures

Annualisation
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To be disclosed

Ex-ante estimates and
ex-post figures
(annualized figures
calculated with
assumptions on return
over the recommended
holding period)

X

Source: Consortium, based on the legal analysis.

205 Example: research costs, custody costs.

N/A as no aggregation
required

Ex-ante estimates (when
the ongoing charges are
not available, an estimate
should be provided on
reasonable grounds) and
ex-post figures (actual
cost data - no
assumptions on estimated
return and recommended
holding period)

(not including costs
of guarantees)

To be disclosed

Ex-ante estimates
and ex-post figures
(actual incurred
costs, incurred
directly at the level
of the provider or
at the level of an
outsourced activity
or investment
fund)

charges that are related
to ancillary services?2°>,
Third-party payments
received by investment
firms in connection with
the investment service
provided to a client should
be itemised separately.

To be disclosed (with an
illustration206)

Ex-ante estimates and ex-
post figures (use actually
incurred costs as a proxy
for the expected costs and
charges; where not
available, make
reasonable estimations of
these costs; review ex-
ante assumptions based
on ex-post experience)
(Art. 50(8) Del Reg
2017/565)

Transaction-specific2°?

To be disclosed (with
an illustration)

Ex-ante estimates
and ex-post figures
(use actually incurred
costs as a proxy for
the expected costs
and charges; where
not available, make
reasonable
estimations of these
costs; review ex-ante
assumptions based
on ex-post
experience) (Art.
50(8) Del Reg
2017/565)
Transaction-specific

206 Such illustration must be part of the costs disclosures both on an ex-ante and ex-post basis and should meet the following requirements: a) to show the effect of the overall costs and charges on the return of
the investment; b) to show any anticipated spikes or fluctuations in the costs; and c) to be accompanied by a description. There is flexibility as to format of presentation of the illustration - it can take multiple
forms, among others a graph, a table or a narrative. See ESMA Q&A on Investor Protection, Section 9 Information on costs and charges, question & answer 2.

207 According to ESMA Q&A on Investor Protection, Section 9 Information on costs and charges, question & answer 22: “ :

« According to Article 24(4) of MIFID II and Article 50(2) of the MiIFID II Delegated

Regulation, investment firms should provide ex-ante information on costs and charges in a fully individualized, transaction-based manner, i.e. in relation to the specific financial instrument (ISIN-based) and in
relation to the specific investment service or ancillary service provided. This is in line with the objective of the MIFID II costs and charges provisions. Recital 78 of the MIiFID II Delegated Regulation clearly states
that the MIFID II costs and charges provisions have the objective of ensuring clients' awareness of all applicable costs and charges as well as enabling a comparison of different financial instruments and
investment services. ESMA is of the view that this is only achievable if the costs and charges disclosures are specific to the transaction (especially ISIN-based). The only relief to this principle can be found in
Recital 78 which allows firms to provide costs and charges disclosures on the basis of an assumed investment amount. Nevertheless, the costs and charges disclosed must reflect the costs the client would
actually incur on the basis of the assumed investment amount (Recital 78 sentence 3).”). »
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One-off costs

With regard to one-off costs, MIFID II makes a distinction as to whether the costs relate to
investment services and/or ancillary services, or to financial instruments.?% Equally, PRIIPs
defines different one-off costs related to investment funds, PRIIPs other than investment
funds, and IBIPs.2%°

The following tables on one-off costs show that the definition of one-off costs is not entirely
uniform across the different EU legal instruments. However, even though the terminology used
differs, in general one-off costs cover entry and exit costs in all the legal documents analysed.
Therefore, this is not considered an incoherence or inconsistency.

208 Annex II Delegated Regulation 2017/565.
209 Annex VI Delegated Regulation 2017/653.
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Table.5-9 - Coherence in the definition of one-off costs

MiFID II
investment
services

MIiFID II
HLGELTE]
instrument

PRIIPS
investment
funds

PRIPS
than
investment

other

PRIIPS - IBIPs

UCITS?10

PEPP211

funds

Definition All costs and AIll costs and A one-off cost is A one-off cost is A one-off cost is One-off The costs for
charges paid to charges an entry or exit an entry and exit an entry and exit charges taken signing up to
the investment (included in the cost which is cost which cost which before or after the contract
firm at the price or in either: include initial includes initial you invest. and the one-off
beginning or at addition to the charges, charges, fees if the
the end of the price of the (a) paid directly COmmissions or commissions or contract is
provided financial by the retail anyotheramount any other amount terminated
investment instrument) paid jpyestor; or paid directly by paid directly by within five
service(s). to product the retail investor the retail investor years.

suppliers at the
beginning or at
the end of the
investment in the
financial
instrument.

(b) deducted
from a payment
received by or
due to the retail
investor.

or deducted from
a payment
received by or
due to the retail
investor.

or deducted from
the first payment
or from a limited
number of
payments due to
the retail investor
or from a
payment upon
redemption or
termination of the
product.

Source: Consortium, based on the legal analysis.

210 Annex II Regulation 583/2010.
21 point 24 Annex I Delegated Regulation 2021/473.
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The scope of the types of one-off costs (see Table 5.10) varies, which is at least partly due
to the character of the specific investment instrument or service. PRIIPs is the most detailed in
listing various types of fees included under the definition of one-off costs, especially in its
part concerning entities other than investment funds: various types of possible costs are listed
separately for the entry and the exit costs. It is noted that PRIIPS includes a ceiling on the
distribution costs. PEPP, on the other hand, includes distribution costs under “recurring costs”.
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Table.5-10 - Types of one-off costs

Examples: Examples: Include, but are not limited

deposit fees, front-loaded to:

termination management (a)distribution fee, to the

fees and fee, extent that the amount

switching structuring is known to the

costs?12 fee?13, management company.
distribution If the actual amount is
fee not known to the

management company,
the maximum of the

possible known
distribution costs for
the specific PRIIP

should be shown;
(b)constitution costs (up-
front part);

(c) marketing costs (up-
front part);
(d)subscription fee

including taxes.

Source: Consortium, based on the legal analysis.

One-off entry costs and charges include, but are not limited to:
(a)sales commissions;
(b)structuring costs, including

(spread) and settlement costs;

(c) hedging costs (to ensure that the PRIIP manufacturer is
able to replicate the performance of the derivative
component of the structured product — these costs
include transaction costs)

(d)legal fees;

(e)costs for capital guarantee;

(f) implicit premium paid to the issuer.

One-off exit costs and charges include, but are not limited to:
(@) proportional fees;

(b)bid-mid spread to sell the product and any explicit costs
or penalties for early exit applicable. The estimation of
the bid-mid spread should be done in relation to the
availability of a secondary market, to the market
conditions and the type of product. In the situation where
the PRIIP manufacturer (or a related third party) is the
only available counterparty to buy the product on the
secondary market, it should estimate the exit costs to be
added to the fair value of the product according to its
internal policies;

(c) contract-for-difference (CFD) related costs such as:

i. commissions charged by CFD providers — general
commission or a commission on each trade — i.e. on
opening and closing a contract;

ii. CFD trading such as bid-ask spreads, daily and
overnight financing costs, account management fees
and taxes which are not already included in the fair
value.

market-making costs

212 Switching costs should be understood as costs (if any) that are incurred by investors in switching from one investment firm to another investment firm.
213 gtructuring fees should be understood as fees charged by manufacturers of structured investment products for structuring the products. They may cover a broader range of services provided by the manufacturer.
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Include, but are not limited

to:

(a)structuring or
marketing costs;
(b)acquisition,

distribution, sales
costs;

(c) processing/
operating costs

(including costs for
the management of
the insurance cover);
(d)cost part of biometric
risk premiums
referred to in point
59 of this Annex;
(e)costs of holding
required capital (up
front part to be
disclosed insofar as
they are charged).

Entry
charge
Exit
charge
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Recurring costs

As for one-off costs, MIFID II makes a distinction as to whether the recurring costs relate to
investment services and/or ancillary services, or to financial instruments.?'* Equally, PRIIPs
defines different recurring costs related to investment funds, PRIIPs other than investment
funds, and IBIPs.?!>

The definition of recurring costs is different in wording across the pieces of legislation assessed
- see Table 5.11. MiFID II refers to “ongoing costs and charges”, both related to products and
services; PRIIPs to costs that are regularly deducted from the assets or from all payments due
to the retail investor while UCITS refers to the “charges taken from the fund over a year”?6,
Article 28(3)(f) PEPP and Article 5(1) Delegated Regulation 2021/473 refer to “recurring costs”
(next to one-off costs), without including any definition.

214 Annex II Delegated Regulation 2017/565.
215 Annex VI Delegated Regulation 2017/653.
216 Annex II Regulation 583/2010.
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Table.5-11 - Coherence in the definition of recurring costs

All ongoing costs
and charges paid
to investment
firms for their
services provided
to the client.

Source: Consortium, based on the legal analysis.

All ongoing costs
and charges
related to the
management of the
financial product
that are deducted
from the value of
the financial
instrument during

the investment in
the financial
instrument.

Recurring
payments deducted from
the assets of an AIF or
UCITS, and represent the
following:

costs are

(a)expenses necessarily

incurred in  their
operations;

(b)any payments,
including
remunerations, to
parties connected
with the AIF or

UCITS or providing
services to them;
(c) transaction costs.

Recurring costs are
payments regularly
deducted from all

payments due to the
retail investor or from
the amount invested.
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Recurring costs are
payments regularly
deducted from all
payments from the

retail investor or from
the amount invested or
amounts that are not
allocated to the retail
investor according to a
profit-sharing
mechanism.

Charges
taken
from the
fund over
a year

No definition
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As to the types of costs included under the heading “recurring costs” (see Table 5.12), MiFID
II lists examples in relation to investment and/or ancillary services such as management fees,
advisory fees, and custodian fees; and examples in relation to financial instruments, such as
management fees, service costs, swap fees, securities lending costs and taxes, and financing
costs. PRIIPs, in relation to investment funds, is very detailed in providing a long non-
exhaustive list of types of costs falling under the category of recurring costs; it describes not
only the types of payments but also the persons and the institutions to whom these payments
are due. PEPP includes some examples of costs that are to be understood as administrative
costs, investment costs or distribution costs.?!” UCITS gives no further indication and is
therefore not included in that table.

An inconsistency has been noted where the transaction costs are included in the
PRIIPs KID and PEPP KID under “recurring costs”, while they are mentioned
separately as a cost category under MIiFID II (services and products).

217 Art.5(2) Delegated Regulation 2021/473.
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Table.5-12 - Types of recurring costs

Examples:
management
fees charged by
an investment
firm providing
the service of
portfolio
management to
its clients,
advisory fees,
custodian fees

Examples:
management
fees charged by
an investment
fund manager
to its investor,

service costs,
swap fees,
securities

lending costs
and taxes,

financing costs

Include, but are not limited to:

(@)
(b)

(©

(d)

(e)
(f)

(9)

(h)

()

6)

all payments to the following
persons [...];

all payments to any person
providing outsourced services
to any of the above, [...];
registration charges, |listing
fees, regulatory charges and
similar  charges, including
passporting fees;

provisioned fees for specific
treatment of gain and losses;
audit fees;

payments to legal
professional advisors;
any costs of distribution or
marketing, to the extent that
the amount is known to the
management company.

and

financing costs, related to
borrowing (provided by related
parties);

costs of capital guarantee
provided by a third-party
guarantor;

payments to third parties to

meet costs necessarily incurred
in connection with the
acquisition or disposal of any
asset in the fund's portfolio
(including transaction costs as
referred to in points 7 to 23 of
this Annex);

Indicative, not
exhaustive list:
(a)costs related to

coupon

payments;
(b)costs of the

underlying, if any.
Where a fund invests
in a PRIIP other than
UCITS or AIFs, its
summary cost
indicator should take
account of the
charges incurred in
the underlying
PRIIP.

Indicative, not exhaustive list:

(a@)structuring or marketing
costs;

(b)acquisition,
sales costs;

(c) processing/operating
costs (including costs for
the management  of
insurance cover);

(d)cost part of biometric risk
premiums referred to in
point 59 of this Annex2!?;

(e)other administrative
costs;

(f) costs of holding capital
(recurring part to be
disclosed insofar as they
are charged);

(g)any amount implicitly
charged on the amount
invested such as the costs

distribution,

incurred for the
management of the
investments of the
insurance company

(deposit fees, costs for
new investments, etc.);
(h)payments to third parties
to meet costs necessarily
incurred in connection
with the acquisition or
disposal of any asset
owned by the insurance-
based investment product

219 The cost disclosure of the biometric risk premium of insurance-based investment products is laid down in points 54 to 60 of Annex to Del Reg 2017/653.
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(a)Administrative

costs
arising from the PEPP
provider’s activities when
administering accounts,
collecting contributions,
providing information to
members and executing
payments.

(b)Investment costs:

- costs of safekeeping of
assets, including fees
paid to the custodian
for keeping assets safe

and collecting
dividends and interest
income.

- portfolio transaction

costs, including actual
payments by the PEPP
provider to third
parties to meet costs
incurred in connection
with the acquisition or
disposal of any asset
in the PEPP account.

Examples are
brokerage and
currency exchange

fees. These costs are
passed on to PEPP
savers as a reduction
of return or assets
value or in a fee.



(k)

M

(m) operating

(n)

(o)

(p)
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the value of goods or services
received by the management
company or any connected
person in exchange for placing
of dealing orders;

where a fund invests its assets
in UCITS or AIFs, its summary
cost indicator should take
account of the charges incurred
in the UCITS or AIFs.

costs (or any
remuneration) under a fee-
sharing arrangement with a
third party to the extent that
they have not been already
included in another type of cost
mentioned above;

earnings from efficient portfolio
management techniques if they
are not paid into the portfolio;
implicit costs incurred by
structured funds as referred to
in section II of this Annex, and
notably points 36 to 46 of this
Annex218;

dividends served by the shares
held in the portfolio of the
funds, should the dividends not
accrue to the fund.

(including transaction
costs as referred to in
points 7 to 23 of this
Annex).
Where a fund invests in an
investment product other than
a PRIIP its summary cost
indicator should take account
of the charges incurred in the
underlying investment product

- other costs relating to
the management of
the investments.

(c) Distribution costs arising

from marketing and
selling the PEPP product,
including the costs and
fees related to providing
advice.

(d)Guarantee costs charged

to the PEPP saver for the
financial guarantee to pay
back at least the
accumulated capital at
decumulation and of any
other financial guarantee
provided under the PEPP
contract

Source: Consortium, based on the legal analysis.

218 The calculation of implicit costs of PRIPs other than investment funds is laid down in points 36-46 of Annex Del Reg 2017/653.
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Transaction costs

Table 5.13 provides an overview of the definitions used for “transaction costs” and lists the types
of costs therein included. MIFID II makes a distinction as to whether the transaction costs

relate to investment services and/or ancillary services, or to financial instruments.?2°

Table.5-13 - Transaction costs

Definition

Include

All costs and charges that are related
to transactions performed by the
investment firm or other parties.
Examples: broker commissions
incurred by the investment firm when
trading on behalf of its clients??!, entry-
and exit-charges paid to the fund
manager, platform fees, mark-ups
(embedded in the transaction price)?22,
stamp duty, transactions tax and
foreign exchange costs.

All costs and charges incurred as a
result of the acquisition and
disposal of investments.

Examples: broker commissions paid
by investment funds when trading
on behalf of the fund), entry- and
exit-charges paid by the fund,
mark-ups embedded in the
transaction price, stamp duty,
transactions tax and foreign
exchange costs.

Source: Consortium, based on the legal analysis.

Only MIFID II provides a definition of transaction costs, both with regard to investment
services and with regard to investment products. In principle, transaction costs encompass all
the costs related to the transactions, including both the recurring/ongoing and one-off
(entry/exit) costs. While transaction costs are mentioned separately in MIFID II, they are
included within the heading of “recurring costs” under PRIIPs and PEPP. Indeed, with regard
to the latter, as long as the requirement of disclosing all the costs related to the transactions
(either as a general statement or by dividing them into one-off and ongoing costs) is clearly
indicated, there is no need to separately define this category of costs. The UCITS KIID does
not cover product transaction costs - consequently firms will need to obtain such information
from UCITS managers in order to include it in product cost disclosures.??3

The PRIIPs Delegated Regulation (EU) 2017/653 sets out two methodologies on how firms
should calculate actual transaction costs: 1) the arrival price methodology, where these costs
must be determined using an “arrival price”, which requires firms to calculate the difference
between the bid/ask midpoint price at the point at which a trade is first submitted, and the final
execution price of the same trade; and 2) the turnover methodology. It is noted that the PRIIPs
arrival price calculation systematically treats market movement in the price of an asset between
the time of order submission and order execution (so-called slippage) as a cost factor. Due to
either the arrival price methodology for implicit costs, or high anti-dilution proceeds, negative
transaction costs could occur. Negative figures may lead investors to draw inaccurate conclusions
about the desirability of certain funds and the true brokerage charges which they will ultimately
bear. It is noted that the new PRIIPs RTS establish that the total transaction costs might not be
lower than the explicit transaction costs, making it now impossible to observe negative
transaction costs. Smaller funds with less transaction costs can also opt for the half-spread
method (aka new-PRIIPs method).

According to Article 24(4) MIFID II, all costs and charges, including costs and charges in
connection with the investment service and the financial instrument, due to the underlying
market risk (i.e. relating only to movements in the value of capital invested caused directly by
movements in the value of underlying assets) should not be included in the aggregated

220 Annex II Delegated Regulation 2017/565.

Broker commissions should be understood as costs that are charged by investment firms for the execution of orders.

Mark-ups and structuring costs that are embedded in the transaction price need to be identified and disclosed to clients by the investment firm.

Investment firms should identify such costs by calculating the difference between the price of the position for the firm and the price for the

client. In case of PRIIPs, ESMA would expect the investment firm to apply the calculation methodology in paragraphs 36 to 46 of Annex VI of

the PRIIPS RTS.

2233 See Article 50(4) MIFID Del Reg: “In relation to the disclosure of product costs and charges that are not included in the UCITS KIID, the
investment firms shall calculate and disclose these costs, for example, by liaising with UCITS management companies to obtain the relevant
information.”
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information about costs and charges. The price as referred to in Recital 79 of the MiIFID II
Delegated Regulation should be understood as the current value of the financial instrument when
the firm offers the instrument to the client (ex-ante) or when it sells it to the client (ex-post).
Despite MIFID rules referring to costs “not caused by the occurrence of underlying market risk”,
ESMA’s Q&As state that MIFID firms calculating transaction costs, whether for a product or for
service costs, are expected to comply with MIFID requirements by using the PRIIPs cost
methodology, which includes market risk. So, some figures may be different as firms capture
only the market spread and not “slippage” while following the MiFID II rules.??*

National authorities were asked whether firms are obliged under their national legislation to
disclose their underlying methodologies on how the final transaction costs figure has been
calculated, and whether such disclosure is common practice. No Member States, except for
Greece, have additional legal provisions requiring the disclosure of the transaction cost
methodology. In Spain, there is no public disclosure, but the underlying methodologies should
be shared with the Comisién Nacional del Mercado de Valores (CNMV), which will verify that the
valuation system is correct and adjust it where necessary to the conventional parameters.

Disclosure of methodologies is not seen as a common practice by the stakeholders
interviewed since, as one stakeholder put it, there is some nervousness that trade secrets could
be included in the breakdown of the (MiFID) costs.

Incidental costs

With regard to incidental costs, only PRIIPs (in relation to investment funds AIFs and
UCITS) includes specific steps on how to calculate performance-related fees and carried
interest. The other legislations do not cover this.

5.3.11. Review of/changes to pre-contractual information documents

UCITS, PRIIPs, PEPP and also MiIFID II (financial services) define when a pre-contractual
information document needs to be reviewed, and when and how a revised version needs to be
made available to the retail client (see Table 5.14 for details).

Table 5-14 - Review of/changes to pre-contractual information documents

= Changes to KIID to be made
available promptly

= Changes to KIID due to
changes in prospectus, fund

= At least every 12 months rules or instrument of
UCITS (Section 6 Prllor to proposed chafnges to p_rospectus, fund mco_lrpt?lra‘go?, to l;]e made
Reg 583/2010) rules or mstrume_nt o} corporatlon available before change
Prior to or following material changes to comes into effect
information in KIID = Changes to past

performance of UCITS to be
made available no later than
35 business days after 31
December

= Changes to PEPP KID to be
made available promptly

= Without undue delay where
review concludes that
changes need to be made
Publish revised KID on
website and inform PEPP

= At least annually
Every time there is a change that significantly
affects or is likely to affect significantly the
information and, at least, every 12 months
following the date of the initial publication of
the PEPP KID

PEPP (Chapter II1I
Del Reg
2021/473)

224 https://www.efama.org/sites/default/files/publications/18-4008 EFAMAPRIIPsEvidencePaper 0.pdf. For more on the ‘“arrival price”
methodology for calculating transaction costs and the link with costs specifying the underlying market risk, see, e.g., the comments from a
German investment funds association in the context of the Joint Consultation Paper concerning amendments to the PRIIPs KID (JC 2018 60),
pages 4-5, available at: German Investment Funds Association (BVI)
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= Verify whether the information contained in savers promptly
the PEPP KID is accurate, fair, clear, and not
misleading. In particular:

= - whether information is compliant with
general form and content requirements

= - whether risks and rewards have changed,
where such change necessitates move to
different class of summary risk indicator

Regularly

Every time there is a change that significantly

affects or is likely to affect the information and,

at least, every 12 months following the date of = Changes to be made
their initial publication or last review date available promptly
Review whether information remains accurate, = Without undue delay where
PRIIPs (Chapter fair, clear, and not misleading. In particular: review concludes that
III Del Reg = whether information is compliant with general changes need to be made
2017/653) form and content requirements = Update all sections affected
= whether market risk or credit risk measures by such changes
have changed, where such change = Publish revised KIDD on
necessitates move to different class of website

summary risk indicator
= whether the mean return has changed by

more than 5%
MIFID II - = Regular review, taking into account any event
financial services that could materially affect the potential risk
(Art. 16(3) MIiFID to the identified target market
II; Art. 50(8) Del = Review of ex-ante cost assumptions based on
Reg 2017 /565) ex-post experience

Source: Consortium, based on the legal analysis.

While the provisions dealing with the review (process) of the Key Investor Document under
PEPP225 and PRIIPs??% are largely similar, the UCITS Implementing Regulation??’ is less
detailed and does not include specific instances where the document must be reviewed.
Furthermore, it does not require the revised pre-contractual information to be published on the
website but includes, on the other hand, a specific timeframe for making the revised KIID
available if changes to past performance have been made. The information within the PEPP KID,
PRIIPs KID and UCITS KIID must be reviewed regularly (at least annually) and should also be
revised promptly when a review indicates that changes need to be made. All in all, the regular
(at least annual) review of KIDs and KIIDs provided for under PEPP, PRIIPs and UCITS is
regulated in a coherent manner.

Under MIFID II, investment firms that manufacture financial instruments for sale to clients are
obliged to regularly review these financial instruments, considering “any event that could
materially affect the potential risk to the identified target market, to assess at least whether the
financial instrument remains consistent with the needs of the identified target market and
whether the intended distribution strategy remains appropriate” (Article 16(3) fourth para
MIFID II). Furthermore, these investment firms should “maintain, operate and review a process
for the approval of each financial instrument and significant adaptations of existing financial
instruments before it is marketed or distributed to clients” (Article 16(3) second para MiFID II).
Furthermore, Article 50(8) Delegated Regulation 2017/565 states: “Where calculating costs and
charges on an ex-ante basis, investment firms shall use actually incurred costs as a proxy for
the expected costs and charges. Where actual costs are not available, the investment firm shall
make reasonable estimations of these costs. Investment firms shall review ex-ante assumptions
based on the ex-post experience and shall make adjustment to these assumptions, where
necessary.” This means that, in practice, ex-ante information documents are to be reviewed at

225 Chapter III Del Reg 2021/473.
226 Chapter III Del Reg 2017/653.
227 Section 6 Reg 583/2010.
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least annually in light of new ex-post data. Any material changes to the product costs that occurs
during the year should trigger a revision of the information document.

5.3.12. Coherence of ongoing disclosure requirements — whether and when reporting
is required

Retail investors not only need to be informed about their investment product or service before
contract signature, but also during the lifecycle of the product or service. Therefore, UCITS??8,
PEPP??°, IDD?3°, AIFMD?3! and MiIFID II232 have included specific provisions as to which
reports need to be provided to the clients and what they should include (see Table 5.15 with
mapping of legal provisions).

228 Chapter IX, Section I UCITS.

229 Chapter 1V, Section IV PEPP.

230 Articles 29(1) & 30 IDD ; Art. 18 Del Reg 2017/2359.
231 Articles 22 & 23(4) AIFMD.

232 See specific references in the table.

Page 142 of 357



Disclosure, inducements, and suitability rules for retail investors study

Table.5-15 - Disclosure of information after contract signature

Information 1. Annual report 1. PEPP 1. Information on
reports 2. Half-yearly Benefit costs and
report Statement charges
2. Pre- 2. Report on the
retirement service provided
information (IBIPs)
3. Information 3. Periodic
on PEPP assessment  of
benefits suitability?33
due
Person in Self-managed PEPP providers Insurance
charge of the UCITS intermediary or
disclosure investment insurance
companies/UCITS undertaking
management
companies
In relation to Each UCITS they Any PEPP IBIPs
manage
Does Yes, if contained No No
accounting in the annual
information report
need to be
audited?
Template No Yes, No
available "EIOPA

23 See “Demands & Needs and Suitability Rules” section for more details.
234 See “Demands & Needs and Suitability Rules” section for more details.

1. Annual
report

2. Periodic
report

Authorised

AIFMs

Each EU AIF

they manage

/each AIF

they market

in the Union
Yes

No
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7.

Annual costs and charges report, under certain
conditions (Art. 50(9) Del Reg 2017/565)

Periodic assessment of suitability (when providing
investment advice or portfolio management)?3*
Reporting obligations in respect of execution of orders
other than for portfolio management (Art. 59 Del Reg
2017/565)

Periodic statement and other reporting obligations in
respect of portfolio management (Arts. 60 & 62 Del
Reg 2017/565)

Statement of client assets by investment firms holding
client financial instruments or client funds (Art. 63 Del
Reg 2017/565)

Where necessary, conflict of interest report when
providing investment and ancillary services (Art.
34(4) Del Reg 2017/565)

Report on top five execution venues for investment
firms executing client orders (Art. 27(6) MiFID II)

Investment firms

The disclosure of reports is dependent on the type of
product or service being provided by the investment firm
(see first row)

No

No
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illustrative
example”
MS MS may require MS may allow that AIFs
requirements PEPP providers information on costs authorised
to provide PEPP and charges to be under the
savers with provided in a national law
additional standardised of a MS may
pension benefit format. be subject to
projections stricter
where the rules requirements
to determine regarding
the the date of
assumptions publication of
are set by the periodic
respective MS. reports.

Source: Consortium, based on the legal analysis.
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Apart from the reports required under UCITS, PEPP, IDD, AIFMD and MiFID 1I, it is noted that
Solvency II also includes some provisions on ex-post disclosure. Solvency II states, with regard
to information for life insurance policy holders, that they must be kept informed during the
contract of specific changes.?3> Although there is no obligation for example for annual reporting,
information on the state of bonuses needs to be provided annually.

The general directive on distance marketing DMFSD only states that “at any time during the
contractual relationship the consumer is entitled, at his request, to receive the contractual terms
and conditions on paper” (Art. 5(3) DMFSD). In addition, according to the opinion of the
European Banking Authority on disclosure to consumers of banking services through digital
means under Directive 2002/65/EC, “when communicating through digital means, providers
should be required to ensure that the consumer pays attention to important communications
after the sale of the product, such as statements of changes to terms, conditions, fees or
charges, and other forms of communication, unawareness of which could be detrimental to
consumers.” Furthermore, “the DFMSD, and Article 5(3) in particular, should be reviewed to
assess the merit of amending that provision in order to ensure that, where a contract has been
signed via digital means, the terms of the contract should specify the extent to which the
consumer can switch to a nondigital provision of the service and, if so, under what conditions”.?3¢

Given that PRIIPs only focuses on products and not services, this EU legislation only includes
provisions on pre-contractual information regarding products.

All in all, there is a range of reporting obligations with which distributors and manufacturers
must comply and numerous kinds of reports are required depending on the legal framework.
Some of the reports are common (even though their name might be different) to various pieces
of legislation and can be compared. UCITS and AIFMD make it easy to find specific provisions
dealing with a specific report. MIiFID II, on the other hand, makes it difficult for the person in
charge of disclosure to identify all the relevant reporting obligations not only because these are
spread across humerous legal provisions, both in the MiFID II Directive and in Del Reg 2017/565,
but also because they depend on the kind of product or service provided by the investment firm.

There could be some potential overlap between the insurance intermediary primarily
responsible for reporting to clients on costs and charges on IBIPs and providing periodic reports
to clients, and the insurance undertaking which is always responsible for delivering
information on the products, as required under the Solvency II Directive.?3” According to EIOPA,
with regard to the obligations to provide appropriate reporting under Articles 29(1) and 30(5)
IDD and Article 18 of Delegated Regulation 2017/2359, it will depend upon who is providing the
service.?*® This may generally be expected to be an insurance intermediary, except where the
insurance undertaking is providing services when distributing directly. Thus, the insurance
undertaking always remains responsible for delivering information required by Article 185 of
Directive 2009/138/EC (Solvency II).23°

Finally, it is noted that Annex VI Part I of Del Reg 2017/653 point 82 (only once) refers to
“PRIIPs’ statement of operations published in its latest annual or half-yearly report”, leading to
a potential inconsistency given that PRIIPs is a product regulation.

235 Article 185(5) Solvency II.

2% See also: EBA (2019), Opinion of the European Banking Authority on disclosure to consumers of banking services through digital means under
Directive 2002/65/EC.

M. Siri, “Insurance-Based Investment Products: Regulatory Responses and Policy Issues” in P. Marano, K. Noussia (eds.), Insurance Distribution
Directive, AIDA Europe, Research Series on Insurance Law and Regulation 3.

238 Articles 30(4) and (5) IDD.

239 EIOPA 17/048, Technical Advice on Insurance Distribution Directive (1 February 2017), at 72ff
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5.3.13. Coherence of ongoing disclosure of changes made

UCITS?40, PEPP2#!, AIFMD?*?, MIFID II**3> and Solvency II?** legislation explicitly require the
disclosure of changes to information provided.?*> IDD does not have a similar provision
requiring the disclosure of changes to information provided. This is considered a potential gap.

240 Art. 69(3)(e) UCITS.

24 Art. 35(5-6) PEPP.

242 Art. 22(2)(d) AIFMD.

243 Art. 46(4) Del Reg 2017/565.

24 Art, 185(5) Solvency II.

2% Note that for DMFSD, according to EBA, attention must be paid to changes to terms, conditions, fees or charges, etc.
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Table.5-16 — Disclosure of changes to information post contract signature

Disclosure of
changes is foreseen

(y/n)

Report/format

Timing to inform
about these changes

Person in charge

Disclosure of
material changes is
foreseen (y/n)

Disclosure of specific
changes

Yes

In periodic reports
(including the annual
report)

At least annually (in the
annual report)

Investment
companies/management
companies

Yes, it is provided that
the annual report should
include material changes
to the adopted

remuneration policy (Art.

69(3)(e) UCITS).

Periodic reports should
include a statement of
changes in the
composition of the
portfolio during the

Yes

In the PEPP Benefit
Statement

Annually (when the
PEPP Benefit Statement
is made available)

PEPP providers

Yes, it is provided that
any material changes to
the information
contained in the PEPP
Benefit Statement
compared to the
previous statement
should be clearly
indicated. (Art. 35(5)
PEPP)

In addition to the PEPP
Benefit Statement, the
PEPP saver should be
informed promptly
throughout the term of

Yes

In annual report

During the financial
year

AIFMs

Yes, it is provided
that the annual
report should
include any material
changes?46 (Art.
22(2)(d) AIFMD)

AIFMs should assess
changes in the
information referred
to in Article 23 of
Directive

Yes

In a durable medium
if information is also
given in a durable
medium

In good time

Investment firms

Yes, it is provided
that investment
firms should notify a
client about any
material change to
the information
provided under
Articles 47 to 50247
of Delegated
Regulation 2017/565
which is relevant to
a service that the
firm is providing to
that client. (Art.
46(4) Del Reg
2017/565)

Yes

In a clear and accurate
manner, in writing, in an official
language of the Member State
of the commitment

Throughout the term of the
contract (annually for
information on the state of
bonuses)

Insurers

No, there are no references
made to “material changes”.

Information of any change

concerning:

1. the policy conditions, both
general and special;

Delegated AIF Regulation (EU) No 231/2013: “Any change shall be deemed material if there is a substantial likelihood that a reasonable investor, becoming aware of such information, would reconsider its

investment in the AIF, including because such information could impact an investor’s ability to exercise its rights in relation to its investment, or otherwise prejudice the interests of one or more investors in the

AIF”.”

funds; and information on costs and associated charges.
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reference period, the contract of any 2011/61/EU.2%8 (Art. 2. the name of the life
changes in capital change concerning the 23(1) AIFMD) insurance undertaking, its
account, and any other following information: legal form or the address of
changes affecting the 1. contract terms; its head office and, where
assets and liabilities of 2. name of PEPP appropriate, of the branch
the UCITS (Annex I provider, legal form, which concluded the
Schedule B point IV address head office, contract; and
UCITS). branch; 3. all the information listed in
3. information on points (d) to (j) of

how investment policy
takes into account ESG
factors.

(Art. 35(6) PEPP)

paragraph 3 in the event of
a change in the policy
conditions or amendment of
the law applicable to the

contract;

4. annually, information on the
state of bonuses.

(Art. 185(5) Solvency II)

Source: Consortium based on the legal analysis.

248

Under Article 23 of the Directive, for each EU AIF an EU AIFM manages and for each AIF either an EU AIFM or a non-EU AIFM markets in the EU, AIFMs must make certain information available to investors
before they invest in the AIF, together with any updates. This information includes a description of: A) the investment strategy and objectives of the AIF and the techniques it may employ and all associated
risks, any applicable investment restrictions, and details in relation to any leverage and collateral and asset re-use arrangements (including the maximum level of leverage under the Gross Method and
Commitment and if such limit has been set). It is a requirement for all AIFMs authorised under the Directive to set such leverage limits in relation to each of the AIFs they manage; B) the procedures by which
the AIF may change its investment strategy or investment policy; C) the main legal implications of the contractual relationship entered into for the purpose of investment (which will normally include the
constitutional document(s) of the AIF and any subscription agreement), including information on jurisdiction, applicable law and the existence of any legal instruments providing for the recognition and enforcement
of judgments in the territory where the AIF is established; D) the identity of the AIFM, the AIF's depositary, auditor and any other service providers, together with a description of their duties and the investors’
rights in relation thereto; E) how the AIFM complies with the requirements to cover professional liability risks under the capital requirement provisions, i.e. either via additional own funds or professional indemnity
insurance; F) any delegated management or depositary function and any associated conflicts of interest; G) the AIF’s valuation procedure and pricing methodology; H) the AIF’s liquidity risk management,
including redemption rights; I) all fees, charges and expenses (including maximum amounts) borne by investors (including amounts borne indirectly by investors, e.g. fees and expenses at the master level for
feeder funds); J) how the AIFM ensures fair treatment of its investors; K) any preferential treatment received by an investor (e.g. by way of a side letter); L) the latest annual report; M) the procedure and
conditions of issue and sale of units or shares; N) the latest net asset value of the AIF or the latest market price of the units or shares of the AIF according to the valuation provisions; O) where available, the
historical performance of the AIF; P) prime brokerage arrangements; Q) any arrangements made by the depositary to contractually discharge itself of its liability under the Directive, together with any changes
with respect to depositary liability; and R) how and when periodic disclosures will be made.
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Where the disclosure of changes is required, it is specified that “material changes” should be
disclosed to the client (except under Solvency II). A definition of the term is only available
in the AIF Delegated Regulation (EU) No 231/2013: “Any changes in information shall be
deemed material if there is a substantial likelihood that a reasonable investor, becoming aware
of such information, would reconsider its investment, including because such information could
impact an investor’s ability to exercise its rights in relation to its investment, or otherwise
prejudice the interests of one or more investors”. Therefore, it is up to firms to determine what
consists of a material change for their particular purposes. Overall, any circumstances that might
result in a change that affects or is likely to affect the accuracy, fairness or clarity of the
information could be considered a material event. MiFID II Delegated Regulation 2017/565 only
includes a definition of "material change” in the context of investment firms carrying out portfolio
management and of the execution policy and related to “parameters of best execution” (Art.
65(7); Art. 66(1)).

Furthermore, also specific changes should be disclosed, mostly relating to the contract terms
or the name of the provider of the investment product (PEPP, Solvency II) or the composition of
the portfolio (UCITS). Following AIFMD, all changes related to the pre-contractual information
should be disclosed.

The timing of the provision of information about such changes is not consistent between the
different rules. Under UCITS and PEPP, changes must be disclosed at least annually (within the
annual report) and annually, respectively; AIFMD states that changes should be notified during
the financial year (i.e. at least annually); changes under Solvency II rules must be disclosed
throughout the term of the contract (and annually in case they relate to the state of bonuses);
under MiFID II rules, changes have to be disclosed “in good time”. The latter implies that a more
frequent disclosure of changes is encouraged, which is something that can also be envisaged
and taken up in the other legal texts discussed.

5.3.14. Coherence of requirements regarding annual and half-yearly reports

An annual report is envisaged in UCITS?%?, PEPP2°° and AIFMD?%!, to be published within four
months from the end of the period to which the information relates (UCITS) or not later than six
months following the end of the financial year (or four months if the annual financial report
needs to be made public following Directive 2004/109/EC) (AIFMD). The PEPP Benefit Statement
only needs to be made available annually during the accumulation phase.

As to the information to be included in the annual report, UCITS and AIFMD include very
similar requirements, in particular:

e Balance sheet or a statement of assets and liabilities.
e An income and expenditure account for the financial year.
e A report on the activities of the financial year.

e The total amount of remuneration for the financial year, split into fixed and variable
remuneration paid.

e The aggregate amount of remuneration.
e Material changes.

Furthermore, the UCITS annual report should also include a description of how the remuneration
and the benefits have been calculated; the outcome of the reviews of the remuneration policy
and its implementation (points (c) and (d) of Article 14b(1) of UCITS Directive 2009/65/EC)
including any irregularities that have occurred; the information provided for in Schedule B of
Annex I of UCITS Directive 2009/65/EC (i.e. the information to be included in the periodic
reports); and any significant information which will enable investors to make an informed
judgement on the development of the activities of the UCITS and its results.

249 Chapter IX, Section 1 UCITS.
250 Section 1V, Articles 35 to 37 PEPP.
251 Article 22 AIFMD.
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The data to be provided in the UCITS and AIF’s yearly report is further elaborated in the Annex
to Regulation (EU) 2015/2365.

The PEPP Benefit Statement, on the other hand, should include, broken down for all existing
sub-accounts:

e Personal details of the PEPP saver and earliest date start decumulation phase.
e Name and contact address of the PEPP provider, identification PEPP contract.
e Member State authorisation PEPP provider, names of the competent authorities.

¢ Information on pension benefit projections + disclaimer (“what will I receive when 1
retire?”).

e Information on contributions paid into PEPP account (“how much have I saved in my
PEPP?").

e Breakdown of all costs incurred.

e Guarantee or risk mitigation techniques.

e Number and value of units corresponding to PEPP saver's contributions.
e Total amount in PEPP account.

¢ Information on past performance of investment options (“how has my PEPP changed in
the last twelve months?”).

e Summary information on investment policy relating to ESG factors.
The template of the PEPP Benefit Statement is available in Delegated Regulation (EU) 2021/473.

The information to be disclosed in the annual report for UCITS and AIFMD is consistent. Indeed,
the main information to be included in the annual report is the same, with additional information
linked to the specificity of the rules. The PEPP Benefit Statement has a different content, clearly
detailed under Level 1 rules. Also, the template of the PEPP Benefit Statement is available in
Delegated Regulation (EU) 2021/473.

Only UCITS?*2 and AIFMD?*3 rules provide for a half-yearly/periodic report, with a clear
indication of what needs to be included in this report.

UCITS requires the publication of a half-yearly report, to include:
e statement of assets and liabilities;
e number of units in circulation;
¢ net asset value per unit; and
e the portfolio.

Where a UCITS has paid or proposes to pay an interim dividend, the figures must indicate the
results after tax for the half-year concerned and the interim dividend paid or proposed.

The data to be provided in the UCITS half-yearly report is further elaborated in the Annex to
Regulation (EU) 2015/2365.

The AIFMD periodic report should include:

o the percentage of the AIF’s assets which are subject to special arrangements arising from
their illiquid nature;

e any new arrangements for managing the liquidity of the AIF;

252 Chapter IX, Section 1 UCITS.
253 Article 23(4) AIFMD.
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e the current risk profile of the AIF and the risk management systems employed by the
AIFM to manage those risks;

e for AIFMs managing EU AIFs employing leverage or marketing in the Union AIFs
employing leverage: any changes to the maximum level of leverage which the AIFM may
employ on behalf of the AIF as well as any right of the reuse of collateral or any guarantee
granted under the leveraging arrangement, as well as the total amount of leverage
employed by that AIF.

The content of the AIFMD periodic report is further elaborated in Articles 108 and 109 Delegated
Regulation (EU) No 231/2013. Periodic reporting to investors, as required by the AIF’s rules or
instruments of incorporation should be disclosed — as a minimum — at the same time as the
annual report is made available or made public in accordance with Article 22(1) of Directive
2011/61/EU.

5.3.15. Coherence of requirements for ongoing disclosure of personalised costs and
charges

Both the IDD?54 and MIFID II envisage the regular (at least annual) publication of a report on
costs and charges, during the life cycle of the investment. Such reporting under MiFID II is
however subject to certain conditions (Art. 50(9) Delegated Regulation 2017/565):
“Investment firms shall provide annual ex-post information about all costs and charges related
to both the financial instrument(s) and investment and ancillary service(s) where they have
recommended or marketed the financial instrument(s) or where they have provided the client
with the KID/KIID in relation to the financial instrument(s) and they have or have had an ongoing
relationship with the client during the year. Such information shall be based on costs incurred
and shall be provided on a personalised basis.”

Even if no specific report on costs is foreseen under PEPP rules, the PEPP Benefit Statement
should include a breakdown of all costs incurred, directly and indirectly, by the PEPP saver over
the previous 12 months, indicating the costs of administration, the costs of safekeeping of
assets, the costs related to portfolio transactions and other costs, as well as an estimation of the
impact of the costs on the final PEPP benefits.?>>

PRIIPS, on the other hand, only requires ex-ante costs disclosure (the PRIIPs KID is a pre-sale
document only, which nevertheless is to be updated in case of changes).

Furthermore, UCITS investors incur ongoing charges that cover a host of services, including
portfolio management, administration, compliance costs, accounting services, legal costs, and
payments to distributors. The total cost of these charges is disclosed to investors through either
the total expense ratio (TER), often found in a UCITS annual report and other marketing
documents, or in the ongoing charges figure, found in the KIID. This ongoing charges figure is
based on costs incurred by each fund over the previous year, excluding transaction costs and
any performance fee.

All in all, no clear inconsistencies, redundancies, overlaps or gaps were identified, but a clear
link between ex-ante costs and ex-post costs (e.g. by using the same calculation and
disclosure methodology), thereby enhancing comparability, would be welcomed. The latter
point was raised by various stakeholders. For example, the estimated transaction costs of an
investment fund are not part of the description of the ongoing costs in the relevant KID/KIID
established by the management company. Under MiFID II, an investment firm will however have
to disclose such costs as part of the product’s costs in good time prior to a potential investor’s
investment decision. Thus, the ongoing costs related to the product may, due to differences in
the calculation and disclosure methodology, differ from the pre-contractual documentation of
the fund. This is not an inconsistency and should not constitute a (legal) problem, but practical
difficulties and/or interpretation problems are implied.

254 Art, 29(1) and 30(5) IDD.
255 Art. 36(1)(f) PEPP.
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Furthermore, some stakeholders commented about additional challenges regarding the ongoing
disclosure of costs. The issues noted concern the following:

¢ The information about costs being provided late by the issuers meaning that
advisors need to manually prepare an estimate of costs. which is resource intensive.

e Potential duplication of information between the obligations for the advisor and the
product issuer which both disclose the costs, to ensure that at least one delivers. The fact
that the advisor does not have all the costs was not taken into account. Advisors cannot
deliver all the costs to clients. The manufacturers report their costs to the client, while
the advisor may potentially have additional sales costs, which they must also report to
the client. The client then receives the same report twice.

e In the area of life insurance, it was mentioned that insurers do not want to pass
on/convey the data.

5.4. Effectiveness

N.B.: The assessment of effectiveness only covers pre-contractual disclosure. Data in this section
is based on mystery shopping, a review of product information documents and a behavioural
experiment that tested the effectiveness of disclosure in selecting the most financially optimal
product (i.e. the one with lowest costs). In none of these activities would it have been feasible
to cover ongoing disclosure.

Effectiveness is about the extent to which the intervention, in this case the EU legal framework
for disclosure, has met its objectives. This follows the assessment of outputs, results and impacts
with the focus on retail investors.

5.4.1. Summary of main findings
The following paragraphs summarise the insights developed in the subsections below.
In terms of outputs:

e Information documents are generally available and accessible when a consumer
searches for them.

¢ However, they are not systematically provided to potential clients at a very early stage
in their search trajectory. Only 54% of mystery shoppers received a key information
document or were referred to one online when they were simulating the first contact with
an advisor. It is possible that these advisors would have provided the document at a later
stage, which would however be too late for the decision-making. Furthermore, a
substantial proportion of them were given other documents which may actually contribute
to information overload.

e The vast majority of information documents reviewed were compliant and
complete in terms of the items covered. They were also mostly the part up-to-date.
There is however a notable difference in the completeness of information documents for
investment products (generally good) and that of insurance and pension products. When
comparing information documents with a standard set of categories, pension and
insurance investment products have many more gaps than the investment products
reviewed. This could however be due to the fact that for these products disclosure is
typically personalised and hence provided during advice sessions.

e The costs of retail investment products are disclosed for nearly all investment products,
excluding traditional life insurance. For most of the products multiple fees are disclosed
with varying names and calculation base (absolute, NAV, RIY, etc.).

e For most of the products with cost information, limited or no information is provided
on indirect distribution fees or inducements. The standardised product information
analysed often did not clearly state whether inducements are paid and none of these
documents included the inducement paid.

e More could be done to encourage potential investors to read information documents,
both in terms of the format and in the talks with the advisor. Whilst the distributors
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interviewed state that they encourage clients to read such documents and also require
consumers to sign documents, in practice only around half of the information documents
reviewed contain nudges for reading?>®. Only around half of the mystery shoppers who
received an information document were encouraged by the advisors to read it.
Furthermore, the review of information documents shows that they are rarely
engaging and that their layout is frequently very dense and therefore they do not
encourage recipients to read them. Other studies show similar limitations of disclosure.

In terms of results, the country researchers?>” who screened the information documents tend to
consider that the information in them is clearly presented. It is accurately labelled and
correctly structured. Information about costs tends to be regarded as the least clear, in part
because it is most likely to contain inconsistencies (see the coherence section) as well as complex
terminology, and because the numerical information is disclosed in percentages and/or using
maximum amounts. Clarity however is not equivalent to usefulness for comparison or
understanding. As a matter of fact, the comparability scores for information documents were
lower than the quality scores, meaning that while the information in one document was clear, it
could not be compared with the information contained in another, or only with difficulty?®8. In
particular across product categories the information documents were rarely considered as
comparable. Researchers scored comparability within the same product type as rather good. The
country researchers gave a lower score on clarity and comparability to insurance and pension
than other types of products reviewed and that is true across all categories of items.

The analysis of costs disclosure looked not only at the extent to which costs disclosure is
compliant, but also the actual costs of products sold. The study found that there are notable
differences in the costs across countries. Based on a comparable set of products in the sample,
the costs in the least expensive country are just over half of those of the most expensive country.
Looking at distributors that sell the same investment products, online discount brokers distribute
securities and investment funds at a lower cost than banks. A similar comparison across banks
and insurance companies for insurance and pension products shows no clear differences in the
costs charged. Furthermore, based on the limited information on inducements that could be
obtained from the different pre-contractual documents, it appears that the costs of investment
funds with inducements are on average higher than for funds without inducements. At least part
of this difference is explained by the composition of the sample (cheaper UCITS ETFs and UCITS
MMFs are overrepresented in the sample of investment funds without inducements).

The behavioural experiment, using already simplified versions of the product information
documents, showed that disclosure had a limited impact on the consumer making the
right decision. This was true across all formats of disclosure and all investors, although certain
groups and disclosure methods fared slightly better than others. This demonstrated the limits of
the effectiveness of disclosure when it comes to supporting consumers’ decision making.
Effectiveness is even more limited when the products get more complex or atypical, such as the
structured notes and product management services (PMS).

Finally, in terms of impacts, the behavioural experiment confirms the mixed findings of
other studies. The experiment used in this study required consumers to choose the financially
most advantageous product from two products presented. Consumers were shown simplified
one-page versions of information documents. The experiment used different product categories
and different variations of treatments. When using the baseline treatments which are similar to
the status quo currently used in the market, the findings vary greatly by type of product. While
for the insurance product and UCITS, the disclosure documents (regardless of their format) were
effective in supporting optimal choice, this is not the case for structured notes and Portfolio
Management Services (PMS). For the latter categories, respondents chose the optimal products
and services with a lower frequency than if they had made a random choice. The same pattern
was found when testing the effectiveness of different alternative disclosure formats. For UCITS

2% This conclusion stems from the scoring exercise whose results are included in annex 6.

257 As explained in the methodology section, in order to cover all 15 countries of the study and for specific data collection activities, national experts
were used, i.e. enlisted. They were researchers able to speak the local language, with a solid understanding of financial topics and local contexts.

258 Country researchers were briefed on how to assess the clarity and comparability of product information documents as part of the scoring
exercise. The scoring template is available in Annex 6.
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and pension products some disclosure formats proved more effective than the status quo.
However, this was not the case for PMS and structured notes. The complexity of these products
and services outweighs the potential benefits of the disclosure document, meaning that the
document does not help the consumer make the right choice. Even when controlling for a number
of other variables, the product category is the most impactful variable in terms of explaining the
differences in results observed, meaning it is the main explanatory variable for consumers to
make the adequate decision. Another factor that matters is the consumer’s financial literacy.
Overall, the findings confirm that even when the documents differ only on one variable (costs)
it is still complicated for consumers to make a decision about which product would be most
financially advantageous for them. The simplified one-page document did not succeed in
overcoming the complexity of this decision in the case of complex products with which people
are not familiar.

5.4.2. Outputs: Access to pre-contractual documents

The data in this section shows that for the majority of products a KID or KIID are available.
However, it is not systematically the case for life insurance, pension funds and
personalised pension products as well as shares and bonds. If investors are searching for
the information themselves, they will find the KIDs for most products readily available on
distributor websites. It is only in a small number of cases that these information documents were
not available on distributor websites and had to be requested. At the same time, we also found
that the KID/KIID is not systematically provided in the early stages of the provision of
information to clients. The number of instances where a type of document than the KID was
provided to the client while the KID was not provided is also relatively high. Finally, when the
KID is provided, it is often accompanied by at least one, but relatively frequently two or even
more other documents. The fact that the KID is not systematically provided during the first
contact with the advisor is likely to negatively affect its usefulness for informing the consumer’s
choice. There is also the risk that the KID is somewhat “drowned” when it is handed out together
with a range of other, often long, documents. Finally, many advisors guided consumers to digital
tools and solutions which are able to provide key information in a more dynamic and searchable
way than a static KID.

Access to information documents during the advisory process

During the mystery shopping data collection, mystery shoppers made 240 attempts to get
information and advice about financial investments that would suit their mystery shopping profile
(see Annex 2 for detailed description of the mystery shopping methodology). In 158 instances,
specific products that would suit their profile were suggested to the mystery shoppers. The
mystery shoppers received a Key Information Document in only 54% of these
conversations. In 42% of the cases, they did not receive such document. In the remaining few
cases they were promised such a document via email but did not receive it. These conversations
were undertaken either face-to-face (28% of cases which resulted in a discussion about a specific
product) or via telephone/teams or equivalent (remaining 72%). These conversations simulated
the early phase in the consumer journey when the consumer is shopping around and trying to
identify potentially suitable products.

As regards robot-advice, a Key Information Document (KID) was not once provided at
the recommendation stage when the client completed information about their profile and
preferences and received a product recommendation. It could be that the KID is provided at the
final stage when the client is completing the purchase. On the other hand, the robot-advisors do
provide information about product, past performance, anticipated gains (often with scenarios);
however, this is not provided in form of a separate KID but directly on the platform.

This shows that the KID or KIID is not systematically provided during the initial contact when
the consumer is looking around. It is possible that these documents are systematically provided
at a later stage closer to contract signature (the mystery shopping did not go up to that phase).
As stated in the coherence section, legislation specifies that the KID/KIID should be provided to
clients “in good time” (section 5.3.4). The data collected shows that there are different
interpretations of “in good time” in practice. While around half of the distributors involved in the
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mystery shopping exercise provided it at the initial contact stage (including when the contact
was a digital session), others did not.

There are notable differences between countries. In Greece, Germany and Romania in the
majority of conversations (over 70%) the mystery shoppers were provided with the KID. In
Italy, on the other hand, the mystery shoppers received a KID in only 31% of conversations
simulating the first contact, even though the majority of sessions in Italy were face-to-face
sessions, thus closest to the traditional advisory method. The mystery shoppers were more likely
to have received a KID when they were recommended an investment fund product or an IBIP
(life or non-life). They were less likely to receive a KID when they were recommended personal
pension products.

Furthermore, the fact that the mystery shoppers did not receive a KID does not mean they
received no documentation. In four cases the mystery shoppers did not receive a KID but
received a personalised scenario (insurance products). However, in 32 cases (i.e. nearly half of
the cases where no KID was provided) they received other documentation that is not legally
required, notably:

e Marketing brochure (14).
e Digital information (12).
e Prospectus (3).

In these 32 instances, it could be considered that the KID/KIID was intentionally not provided
as other documents were provided instead. Indeed, if information was provided, the advisor
considered that the client was potentially interested in the product. These represent 20% of
cases where a product was proposed to the mystery shopper.

When a KID/KIID was provided, it was often not the only document provided. In fact, 65%
of the mystery shoppers who received a KID also received at least one additional document and
in @ number of cases they received two or three additional documents (32% of cases where a
KID was provided). This made the marketing brochure the most commonly used document
across all observations, after the KID/KIID (36% of all mystery shoppers who received at least
one document received it), followed by digital tools (22%), a prospectus (21%) or personalised
scenarios (12%)2>°,

Access to information when a consumer is searching online

The accessibility of pre-contractual information documents was also assessed through the
exercise whereby we gathered, reviewed and scored information documents for 560 products.
For more information about this data collection activity see Annex 2 with additional information
about the methodology. For all identified products available information documents were
collected and stored. These included, where available, the Key Investor Information Document
(KIID), Key Information Document (KID), prospectus, product sheets, annual/semi-annual
reports, product webpages, central tariff sheets and other marketing documents.

In the section on the summary of the relevant legal provisions, we show the types of information
documents that are required for different types of products (see section 5.3.3). In line with EU
legislation KIIDs were available for most identified investment funds and KIDs were
available for nearly all IBIPs, PPPs, structured products and derivatives (see figure
below). The impact of regulatory provisions also spills over to other product types. For instance,
KIDs were also provided for some bonds and even one share without any legal requirement.
Nevertheless, regulatory provisions can also create confusion for stakeholders. For instance, the
exercise identified a number of investment products for which the incorrect title and/or template
of the main information document was used. In particular, this is relevant for the KIIDs and KIDs
which are sometimes mistaken. Even though legal provisions (see section on coherence) for

2% These values are calculated on the total of all mystery shoppers who received at least one document independent of whether it was a KID or
another.
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these two documents prescribe a similar title and layout, they differ in terms of the number of
pages, format and content.

In turn, for products such as traditional life insurance products and pension funds fewer
information documents (e.g. no KID or KIIDs) were provided. These products have less
standardised information as they require a personalised offer made in person/by email
depending on the advice for potential clients. For traditional life insurance and pension funds
available information documents consisted mostly of product sheets and prospectuses.

In some countries, the availability of information documents for traditional life insurance
products was influenced by a legislative spill-over. There is no requirement to produce and
disclose a standardised document for traditional life insurance products, such as a KID for IBIPs
(1286/2014) or IPID for non-life insurance products (2017/1469). Some Member States, for
example Austria (LV-InfoV 2018)2%° have filled this gap by requiring the disclosure of a Life
Insurance Product Information Document (LIPID) for traditional life insurance products.

Relatively few information documents are provided for shares and bonds. This is due to
product supply specificities - often distributors simply indicate the availability of shares and
bonds, without having individual information documents for each of the securities.

260 This practice was also observed in Finland, France, Greece, Italy, Latvia, Luxembourg, Poland and Sweden.
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Figure.5-7 - Availability of information documents for assessed products by type of information document (% of assessed
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As regards the accessibility of information documents when searching for them online, for most
of the assessed products the information was readily available online during the initial
web search. Only in a few cases was it necessary to request the information by email as it was
not available before purchasing a product from the distributor.

Language accessibility

In line with the legal requirements (see section 5.3 on coherence), the documents are always
provided in the national language or in one of the national languages. In some instances, in
addition to the national language, documents may also be provided in other languages. For
example, distributors from Czechia also report providing it in Slovak and others have
documentation available in English. However, it is often only the documentation from the
manufacturers, which is not country-specific such as the product sheet. In addition, some
distributors report that they provide the documentation in languages other than the national
language upon request. More concretely in specific locations, the documents might also be in
regionally spoken languages if the potential target group is large enough, for instance in
Catalonia.

Paper/digital format

According to legal provisions (see section 5.3 on coherence), the documentation can be provided
both digitally and on paper. Most distributors interviewed say their main means is electronically,
but many also provide it in paper format if the advice is face-to-face or if requested by the client.
However, a few distributors only provide it digitally. The large majority of information documents
collected were provided in digital format (pdf format) on the distributor’s website. This is partially
influenced by the nature of the exercise and the time during which the information was collected.
Hence, the initial product search was mostly carried out remotely without making the final
purchase. When the information was available in digital and paper format, the digital format was
preferred. Additionally, the products were more frequently offered remotely due to Covid
restrictions.

5.4.3. Outputs: completeness of information documents regarding presentation of
different categories of information

In the section on coherence (5.3.7), we discussed in detail the requirements regarding the types
of information that has to be provided in KIDs and KIIDs. We also analysed the comparability of
these requirements and specifically those regarding the calculation of risks and costs. In this
section we present the results of the analysis of 560 information documents and the extent to
which the information provided in information documents is complete.

To ensure that retail investors understand the nature of the product and are able to compare it
with other products available pre-contractual information must be complete. The findings
indicate that the current disclosure practices largely cover the types of information
prescribed by legislation. The types of information commonly covered follow the templates
for the types of information in the respective products, including investment policy as well as
information on product risks, costs and performance. Looking at the disclosure practices across
products, it appears that products with a higher degree of standardisation of pre-contractual
disclosure such as investment funds, IBIPs, PPPs, structured products and derivatives are more
complete than others such as securities, traditional life insurance products and pension funds.

The completeness of information was analysed across several aspects that must be disclosed to
ensure retail investors have information on all the main features of the product, such as target
asset allocation, recommended holding period, performance benchmarks, guarantees, and
investment objectives. Legislative provisions regulating pre-contractual information help to
ensure the completeness of information available on retail investment products. For instance,
the templates developed for KIID/KID under UCITS/PRIIPs legislation include a list of common
information items and indicators that must be disclosed (see section on coherence).

The table below gives an overview of the content categories that were covered in the information
documents reviewed by type of product. The total for each column is the total number of products
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in a given category, including those products for which no KID/KIID was available. It is to be
noted that the total figure also includes shares. However, for all the share products reviewed
(75) none of this information was disclosed as neither a KID nor a KIID was available, as shown
above. Each of the categories of content is subsequently discussed below. Information on costs
disclosure is also presented separately later in this section.

Please note that in this section all information documents were assessed against a common set
of criteria regardless of whether a given criterion is or is not required to be disclosed for a given
product. The text in the following sections does clarify when a given type of information is or is
not required to be disclosed (for example benchmarks are not required or relevant for some
product categories).

The purpose of this comparison is to understand the quality of reporting across products with
different legal requirements.
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Target asset allocation

Target asset allocation indicates in which assets the funds are invested. This information is
crucial to understand the riskiness of the product as some assets carry more risk than others.
Target asset allocation is not applicable to securities (shares and bonds).

The large majority of investment funds (both UCITS and AIFs) include an indication of
the target asset allocation (see Figure.5-8). This is in line with the legislative provisions on a
common KIID template, which requires manufacturers to indicate the main target assets of the
investment funds. For most investment funds the target asset allocation is mentioned clearly
and explicitly with an indication of the exact or maximum proportion of funds per asset class
where applicable. Nevertheless, some information documents only included a vague indication
referring to the “classic pool of assets”. Target asset allocation is also indicated for most of the
derivatives, in the sense that the pre-contractual information for derivatives usually includes the
underlying asset.

For products subject to a KID (IBIPs, PPPs and structured products) the target asset
allocation is mentioned in only about a half of the products in the sample. In part this
is due to the investment nature of these products. Often the exact target asset allocation for
these products is defined by distributor together with the retail investor, depending on the risk
preferences of the latter. However, this is also in part due to the fact that target asset allocation
is not specified as a separate category in the KID template. Therefore, when included in the KID,
target asset allocation is often not clearly mentioned.

For traditional life insurance products, the target asset allocation is almost never mentioned,
because the product is not linked to specific assets. For traditional life insurance the client simply
pays a premium that is invested by the insurer who bears the investment risk.

Figure.5-8 - Target asset allocation indication (% of assessed products)
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Investment Product; PPP — Personal Pension Product. The number of sampled products is shown in brackets.
Target asset allocation is not applicable for shares and bonds.

Source: Consortium, based on the product scoring.

Recommended holding period

The recommended holding period indicates the minimum time an investor is advised to hold the
product. Depending on the underlying assets and investment strategy chosen some products
are designed to be held for a certain period of time. For instance, IBIPs or PPPs are traditionally
long-term savings, as they are designed in such a way that the maximum return is obtained at
least five to 10 years after the initial investment. Exiting these products would be costly and
reduce the expected return. Therefore, such products would not be suitable for investors that
need to recover their funds after a short time period.

Similarly, to target asset allocation, the recommended holding period is included in the KIID/KID
template. For the majority of investment funds, IBIPs, PPPs, structured products and
derivatives, pre-contractual information does indicate the recommended holding
period (see Figure.5-9). The share of IBIPs and PPPs mentioning the recommended holding
period is higher than the share of investment funds mostly due to the investment objective
(long-term savings/retirement) as well as the KID template which requires manufacturers to
indicate the recommended holding period in a separate section.

KIDs usually explicitly mention the recommended holding period through a standard formulation
with an exact number of years (e.g. "Recommended holding period - 8 years”) or by indicating
the product’s maturity date (mostly the case for structured products and derivatives).

For investment funds, the recommended holding period is usually included in the general
“Investment objectives and policy section” in the KIID. Moreover, due to the absence of an
insurance component the recommended holding period depends only on the underlying assets
and therefore the indication can be slightly less precise, for example “The Share Class of the
Fund should be held for at least a medium-term investment horizon.”

This effectively means that products with different legal forms but with a comparable underlying
investment proposition (e.g. investment funds on a stand-alone basis and an IBIP that invests
in investment funds) are not presented as meeting the same objective. Investment funds in
general have a shorter investment horizon than IBIPs and PPPs with an underlying fund
investment proposition.

For traditional life insurance products and pension funds only a minority of documents indicate
the recommended holding period. This is understandable as these products have a high degree
of product personalisation.
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Figure.5-9 - Recommended holding period indication (% of assessed products)
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Note: UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market
Fund, ETF - Exchange Traded Fund, AIF - Alternative Investment Fund; IBIP - Insurance-Based
Investment Product; PPP - Personal Pension Product.

The number of sampled products is shown in brackets. The recommended holding period is not applicable
for shares and bonds.

Source: Consortium, based on the product scoring.
Performance benchmarks

Performance benchmarks are usually different assets or indexes against which the performance
of the product is measured. Some investment products with mostly passive investment
strategies (e.g. ETFs) aim to replicate one or more performance benchmarks. A clear indication
of whether a product follows a performance benchmark, and which benchmark it follows helps
retail investors to understand the strategy behind the product and compare its performance with
the benchmark.

For the large majority of investment funds the main information documents included
performance benchmarks (see Figure.5-10). Indeed, investment funds are more likely to
follow benchmarks compared with other products, in part due to the legislative provisions that
require fund manufacturers to disclose whether a fund follows an active (no benchmark or just
to measure performance) or passive (tracking a benchmark) strategy in the KIID. Among
investment funds, traditional bond and equity UCITS funds are more likely to indicate the
performance benchmark in the KIID. The number of mixed and money market UCITS disclosing
the performance benchmark is slightly lower. These funds more frequently follow an active
investment strategy. A small minority of ETF investment funds also do not disclose the
performance benchmark, despite following a passive investment strategy.

Among the AIFs, most of the funds of funds, AIFs and other AIF funds largely do
disclose a performance benchmark, while the real estate AIFs mostly do not disclose
a performance benchmark followed. This is mostly related to the nature of the underlying
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assets - real estate AIFs invest directly in real estate, for which there are fewer benchmarks
available.

Only about half of all IBIPs and PPPs include an explicit reference to a performance
benchmark. This may be due to their predominantly active investment strategy and the
personalised character of such products, where investment strategies can be tailored to the risk
preferences of retail investors. Unlike IBIPs and PPPs, structured products and derivatives mostly
explicitly mention the performance benchmark.

Expectedly, almost none of the traditional life insurance includes an explicit reference to a
performance benchmark, which is often not relevant as the performance is not based on
performance of a single or portfolio of assets with guaranteed returns.

Figure.5-10 - Performance benchmark indication (% of assessed products)
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Note: UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market
Fund, ETF - Exchange Traded Fund, AIF - Alternative Investment Fund; IBIP - Insurance-Based
Investment Product; PPP - Personal Pension Product.

The number of sampled products is shown in brackets. The performance benchmark is not applicable for
shares and bonds.

Source: Consortium, based on the product scoring.
Guarantees

To ensure retail clients have a comprehensive and complete understanding of the risks
associated with the product the pre-contractual information should give a clear indication
whether or not guarantees of any kind are provided (e.g. capital, interest rate, etc.). In many
languages, particularly for insurance products the insurance may be called “guarantee” which
could lead to a wrong assumption that the capital is guaranteed, while in reality the pay-out
depends partially or entirely on the performance of the investments.

Overall, a minority of all products include a clear indication of whether a guarantee is
available or not (see Figure.5-11). Very few investment funds include information on
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guarantees in the main information document, which is at least in part due to the fact that very
few of those include a guarantee. Nevertheless, when it comes to mentioning the absence of
such a guarantee, less than a quarter of all investment funds assessed clearly indicated in their
documentation that: “The Fund is not a guaranteed investment”. Other investment funds only
included information that risk categories and/or past performance cannot be considered a
guarantee for performance and may change in the future.

Among insurance and pension products, the share of products that include a clear
indication of the availability or non-availability of a guarantee is only slightly higher
than that of investment funds. The only exceptions are profit-sharing IBIPs and PPPs. The
large majority of profit-sharing IBIPs and PPPs provide a clear indication of guarantees, which is
due to the nature of the product. Hence, profit-sharing implies that the invested capital is
guaranteed in part or in full. In turn, only about a quarter of all other insurance and pension
products indicate the applicability or non-applicability of a guarantee.

Guarantees are clearly indicated in the main information document for only a small
minority of the structured products assessed. Additionally, although derivatives are by
definition not guaranteed, for a small minority of derivatives assessed, the non-availability of
guarantees is explicitly indicated in the main information document (e.g. “repayment of the
invested capital is not guaranteed”).

Figure.5-11 - Guarantees indication (% of assessed products)
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Note: UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market
Fund, ETF - Exchange Traded Fund, AIF - Alternative Investment Fund; IBIP - Insurance-Based
Investment Product; PPP - Personal Pension Product.

The number of sampled products is shown in brackets. Guarantees are not applicable for shares and bonds.
Source: Consortium analysis

Source: Consortium, based on the product scoring.
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Risk categories

Both KIID and KID templates stipulate the format of the risk information to be disclosed. More
specifically, the level of risk should be indicated in a standardised format using a seven-point
scale, where products with a score of one are the least risky and those with score of seven the
most risky. Having similar risk information disclosure requirements across different products
ensures greater product understandability and comparability.

Expectedly, nearly all the products (UCITS, AIFs, IBIPs, PPPs, structured products and
derivatives) that have a KIID or KID as their main information document adequately
disclose information on risk categories (see Figure.5-12). These products usually include a
general grid with risk categories and a short explanation of potential risks and their calculation.
The share of documents with risk categories correctly disclosed is slightly lower only for real
estate AIFs and profit-sharing PPPs. These products do not feature risk categories at all or do
not include an explanation on what is implied by this information.

In line with the Solvency II requirements life insurance and pension funds should also disclose
information “to provide a proper understanding of the risks underlying the contract which are
assumed by the policy holder.” (Article 185(4)). However, the risk categories are adequately
disclosed for only a small minority of traditional life insurance products and nearly half
of all the pension fund products.

Figure.5-12 - Risk categories indication (% of assessed products)
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Note: UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market
Fund, ETF - Exchange Traded Fund, AIF - Alternative Investment Fund; IBIP - Insurance-Based
Investment Product; PPP - Personal Pension Product.

The number of sampled products is shown in brackets. Risk categories are not applicable for shares and
bonds.

Source: Consortium, based on the product scoring.
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Performance information

Performance information provides retail investors with a brief overview of past or potential
performance of the product and helps them make an informed decision. Legal provisions for both
KIIDs and KIDs specify that the performance information must be disclosed in a specific format
depending on the product. For investment funds the performance information should usually be
displayed as the product’s past returns over a period of years, supplemented by a brief
description of the calculation methodology, currency, period and benchmark (if any). For IBIPs,
PPPs, structured products and derivatives, the performance information must be indicated in
terms of performance scenarios, as the expected return depends on the investment amount and
its duration. It also should include a brief description of the calculation methodology, main
assumptions, currency and period.

Overall, the main information documents assessed in general comply with the legal
provisions on performance disclosure (see Figure.5-13). For the large majority of the
investment funds the performance information is indicated correctly. The performance
information was unavailable, incomplete or could be perceived as misleading for only a few funds
(mixed UCITS and real estate AIFs). For example, some KIIDs did not specify what information
is presented on the chart, how the returns are calculated, etc.

Across the different types of insurance and pension products, the performance information
was adequately disclosed for the large majority of profit-sharing and hybrid IBIPs and
PPPs. In contrast, far fewer unit-linked IBIPs and PPPs contained adequate information on the
performance. In fact, for about a quarter of the assessed unit-linked IBIPs and PPPs the
performance information was either entirely absent or incomplete. For example, some of the
information documents assessed mentioned only the potential return for different periods,
without background information on assumptions or calculation.

All of the structured products and derivatives assessed included adequate
performance information, due to the fact that both follow the KID format.

Overall, most of the products assessed with highly standardised pre-contractual disclosure
information (i.e., investment funds, IBIPs, PPPs, structured products and derivatives) the written
information provided was aligned and consistent with the information provided - mostly in
simplified form - in the performance charts. This is related to legislative requirements for
common templates detailing in particular the calculation methodology information (e.g.,
currency, benchmark, start date, etc.) alongside performance information.

For traditional life insurance products and pension funds there are no legal provisions on
performance information disclosure at EU level, but a small minority of the traditional life
insurance products assessed and a majority of pension funds included an adequate indication of
the product’s potential performance. As pre-contractual information for these products is less
standardised, the performance disclosure format is distinct from the KIID or KID. Nevertheless,
for some traditional life insurance products and pension funds simplified performance scenarios
containing several examples and a brief description of underlying assumptions were included.
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Figure.5-13 - Performance information (% of assessed products)
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Note.: UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF — Money Market
Fund, ETF - Exchange Traded Fund, AIF - Alternative Investment Fund; IBIP - Insurance-Based
Investment Product; PPP - Personal Pension Product.

The number of sampled products is shown in brackets.

Performance information is not applicable for shares and bonds.

Source: Consortium, based on the product scoring.

Costs information disclosure

Costs information is an integral part of the pre-contractual information. The product’s costs are
important as they lower the returns or expected pay-outs of most investment products. Most of
the information documents must include an accurate estimate and comprehensive description of
all products related costs which the retail investor could incur when making an investment. The
format and units usually vary depending on the product. For instance, to ensure comparability
of different products both KIID and KID templates prescribe the same format of costs disclosure
(see coherence section): a general grid divided into one-off (entry/exit) and other ongoing costs.
In addition to the general grid format costs can be provided on ISIN-by-ISIN basis for each of
the underlying assets, by number of operations, by strategy chosen or simply as a list or plain
text.

For most of the shares and bonds assessed the cost information is not disclosed in the
main information document but was available separately from the distributor.

Due to the high standardisation of the pre-contractual information in the KIID and KIDs nearly
all of the investment funds, IBIPs, PPPs, structured products and derivatives assessed
disclose the costs based on a general grid (see Figure.5-14). The costs were unavailable for
only a few of mixed UCITS funds and unit-linked IBIPs. Additionally, for a minority of unit-linked
and profit-sharing PPPs the costs were not disclosed at all.

For all traditional life insurance products and about half of all pension funds assessed
extensive cost information was missing. There is only a low level of standardisation of pre-
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contractual information for these products. In terms of what is disclosed, these products usually
include the costs in the monthly premiums and only the final monthly amount is communicated
to the investor. It is therefore hard to disentangle costs and premium.

Figure.5-14 - Costs format (% of assessed products)
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Note: UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market
Fund, ETF - Exchange Traded Fund, AIF - Alternative Investment Fund; IBIP - Insurance-Based
Investment Product; PPP - Personal Pension Product.

The number of sampled products is shown in brackets.

Source: Consortium, based on the product scoring.
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5.4.4. Outputs: costs disclosure

This section provides an assessment of the costs charged for retail investment products based
on a sample of 453 products from the 15 selected countries. It considers various aspects related
to costs, including disclosure practices, cost structure as well as the level of costs.

The cost information was obtained for all products in the product sample from the pre-contractual
documentation. Only information provided to an investor about the cost of purchasing, holding
and selling of the investment product before closing the agreement to invest was considered.
The majority of cost information was retrieved from the standardised product information sheets.
In addition, tariff brochures, cost overviews and prospectuses were consulted to complete the
cost information.

Costs in the context of this study are the minimum total costs charged to a retail investor by
both distributor and manufacturer. Hence, only fees that cannot be avoided by retail investors
are considered in this analysis. This means that fees charged for placing phone orders, spread
fees, dividend handling fees or real-time market data fees are excluded. 262

To allow for the comparison of costs across investment products on an equal basis, the total
costs for each product are calculated using the same assumptions concerning the holding period,
investment return and amount invested, more specifically:

e The investor holds the product for five years, which is the most frequently recommended
holding period of products in the sample.

e The annual return is 5% per year, which is in between the returns of historically higher-
returning asset classes, such as stocks, and lower-returning asset classes, such as bonds
and money market products.

e The initial sum invested is EUR 10,000, which is a representative amount for a typical
retail investor as defined in this study.

Based on the above assumptions, the total costs of each investment product are estimated. The
costs are presented as percentages of Net Asset Value (NAV)2%3, which allows for an easy
comparison across product categories. The entry costs are presented as a percentage of NAV
when acquiring the investment product (NAV0), and the exit costs as a percentage of NAV when
exiting the investment after holding it for five years (NAV5). Ongoing and total costs are
summed, divided by the holding period, and consequently presented as a percentage of the
average NAV during the five year holding period.

Key findings

The costs of retail investment products are disclosed for nearly all investment
products, excluding traditional life insurance products. For most of the products multiple fees
are disclosed with varying names and calculation base (absolute, NAV, RIY, etc.), which for
comparability purposes have been divided along the lines of entry, ongoing and exit fees, as well
as distributor and manufacturer charges. For most of the product categories the ongoing costs
account for the large majority of the costs, except for securities for which the entry and exit
costs account for nearly half of the costs charged.

The total product costs differ across product categories. In general, the more complex a
product, the higher the costs (e.g. retail AIFs have higher costs than securities and UCITS).
There are notable differences in the costs across countries. Based on a comparable set of
products in the sample, the costs in the least expensive country are just over half of those of
the most expensive country.

For most of the products with cost information there is limited or no information provided
on indirect distribution fees or inducements. Hence, the standardised product information

262 When only a maximum fee and no actual fee was provided, the maximum fee was taken as the actual fee, assuming it to be the closest
approximation to the actual fee provided.

263 The NAV (Net Asset Value) calculation does not include costs incurred during the investment period. In other words, ongoing charged incurred
during the holding period are not subtracted from the value of the investment.
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analysed often did not clearly state whether inducements are paid and none of these documents
included the inducement paid. Based on the limited information on inducements that could be
obtained from the other pre-contractual documents, it appears that the costs of investment
funds with inducements are on average higher than for funds without inducements. At least part
of this difference is explained by the composition of the sample (cheaper UCITS ETFs and UCITS
MMFs are overrepresented in the sample of investment funds without inducements).

Lastly, looking at distributors that sell the same investment products, online discount brokers
distribute securities and investment funds at a lower cost than banks. A similar comparison
across banks and insurance companies for insurance and pension products shows no clear
differences in the costs charged.

Access to information about costs

Cost information was provided for nearly all products in the sample (see Table.5-17).
No cost information was found for traditional life insurance products in any of the countries.
Distributors of traditional life insurance products provide only the total premium, without a
breakdown between distribution costs and product costs. Without this breakdown a comparison
of distribution costs is impossible, and hence traditional life insurance products are excluded
from the results in the remainder of this chapter.

There are also product categories for which a few distributors do not provide cost information.
This is mostly because access to the information was restricted to fee-based advisors or local
offices. In the product sample, information was not provided for about one-tenth of non-
traditional life insurance and pension products (13 out of 131) and a few securities (5 out of 75).

Table.5-17 - Extent to which costs charged by the distributor and manufacturer were
retrieved for products from the sample (% of product sample, per product category)

Securities Listed shares Shares 70 75 93%
Bonds Bonds 75 75 100%
Investment Retail UCITS UCITS - Equity 30 30 100%
funds UCITS - Bond 30 30 100%
UCITS - Mixed 30 30 100%
UCITS - MMF 30 30 100%
UCITS - ETF 30 30 100%
Retail AIFs AIF - Real 12 12 100%
estate
AIF - Fund-of- 13 13 100%
funds
AIF - Other 14 14 100%
funds
Insurance & Traditional life Traditional life O 60 0%
pension insurance products insurance
products Insurance-based IBIP - Unit- 40 41 98%
investment linked
products IBIP - Profit 32 35 91%
sharing
IBIP - Hybrid 18 19 95%
Personal/individual Pension fund 11 13 85%
pension products PPP - Unit- 11 13 85%
linked
PPP - Profit 6 10 60%
sharing
Other Structured products  Structured NA 15 NA
products products
Derivatives Derivatives NA 15 NA
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Category Sub-category Product Products for Products in Products for
which costs the product which costs
were sample were retrieved
retrieved as percentage of

total product
sample

Total 452 560

Average 85%

Note: Other products are not in the scope of the costs exercise
Source: Consortium, based on the product scoring.

The products for which no information was found concern seven countries (see Table.5-18). In
Austria, Finland, France, and Luxembourg the cost information was not available for a single
product and in Ireland, Latvia, and Spain for two or more products. Nevertheless, in all these
countries the cost information was available for a large majority of the products in the sample.

Table.5-18 - Extent to which costs charged by the distributor and manufacturer were
retrieved for products from the sample, excluding traditional life insurance (number,
per country)

Number of products for which Number of products in Costs retrieved (% of

ST costs were retrieved the product sample product sample)
AT 33 34 97%
cz 32 32 100%
FI 30 31 97%
FR 33 34 97%
DE 27 27 100%
EL 30 30 100%
IE 26 28 93%
IT 34 34 100%
Lv 25 33 76%
LU 30 31 97%
NL 26 26 100%
PL 34 34 100%
RO 31 31 100%
ES 30 34 88%
SE 31 31 100%
Total 452 470

Note: For some investment funds the exact level of fees was not disclosed.

Source: Consortium, based on the product scoring.

Page 172 of 357



Disclosure, inducements, and suitability rules for retail investors study

Cost structure

The cost structure of retail investment products is discussed and analysed across the categories
presented in product sheets, namely entry, ongoing and exit costs:

e Entry costs are the only one-off fees that a retail investor is charged when acquiring an
investment product. Per product category, one can generally identify a common entry
fee. For securities this is the transaction fee, for investment funds the fund entry fee and
for insurance products the fund entry fee as well. For pension products entry fees are
less common, and no one type of fee can be identified as the general fee. Additional entry
fees are charged too, for example when the product is denominated in a foreign currency
or when a security is from a foreign exchange. Together, these one-off fees compose the
total entry costs.

e Ongoing costs are the only fees that a retail investor is charged while holding the
investment product (i.e. after acquiring and before exiting the investment). Ongoing
costs for investment funds and IBIPs are commonly the management fee, performance
fee and a fund transaction fee, fees that the manufacturer deducts from the value of the
investment (fund). For securities, the common ongoing fee is a custody fee for the
account in which the security is held, charged directly by the distributor. Ongoing costs
therefore consist of fees charged by both distributor and manufacturer. Beyond the
common ongoing fees, additional fees may be charged too. For example, a fee for a
holding a product from a foreign stock exchange or additional account-related fees such
as a maintenance fee. Combining all the aforementioned fees results in the total ongoing
costs.

e Exit costs are the only one-off fees that a retail investor is charged when exiting the
investment. The common exit fee per product category is similar to the entry fee for that
category. For example, for securities a transaction fee is charged when exiting the
investment, while for investment funds and insurance products a fund exit fee may be
charged. For pension products exit fees are less common. Beyond the common exit fee,
other one-off fees are included as well, such as a withdrawal fee when transferring money
back to the investor’'s bank account. In turn, surrender or termination (early exit) fees
are not considered as the investment products are assumed to be held for their
recommended holding period. Combining the one-off exit fees produces the total exit
costs.

The extent to which entry, ongoing or exit fees are charged for an investment product
varies per category of products (see Table.5-19). For the vast majority of securities in the
product sample entry and exit fees are charged, generally in the form of transaction fees.
Ongoing fees are charged less frequently (about half or more of products in the sample). Ongoing
fees for securities tend to be in the form of custody or maintenance fees. Costs structures differ
between distributors and a common fee for one type of distributor might therefore rarely be
applicable at a different type of distributor. Social trading platforms, for example, are less likely
to charge a common custody fee, but instead charge currency conversion fees or maintain
spreads on their CFDs in order to cover their distribution costs. In contrast, banks tend to charge
a custody and/or maintenance fee.

Investment funds always charge ongoing fees, which simply reflects the fact that management
fees are always charged for an investment fund. Entry fees are also charged for the vast majority
of investment funds, albeit less frequently than for securities. Entry fees are most often charged
in the form of a fund entry fee or a transaction fee by the distributor. Entry fees such as
transaction fees are less frequently charged for investment funds for which the distributor
receives inducements. Exit fees are charged less frequently than entry fees for investment funds.

Insurance and pension products almost always charge ongoing fees. The insurance and pension
products rarely include exit fees, and entry fees are less frequently charged than for other
product categories.
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Table.5-19 - Share of distributors charging entry, ongoing and exit fees (%, per
product category)

Securities

Investment
funds

Insurance
& pension
products

Total
Average

Listed shares
Bonds

Retail UCITS

Retail AIFs

Insurance-based
investment
products

Personal/individual
pension products

Shares

Bonds

UCITS - Equity
UCITS - Bond
UCITS - Mixed
UCITS - MMF
UCITS - ETF

AIF - Real estate
AIF - Fund-of-
funds

AIF - Other funds

IBIP - Unit-linked

IBIP -
sharing
IBIP - Hybrid
Pension fund
PPP - Unit-linked
PPP - Profit
sharing

Profit

Source: Consortium, based on the product scoring.

97%
97%
67%
73%
60%
70%
93%
67%

85%
79%

63%

66%

83%
55%
45%

0%

78%

50%

67%

100%
100%
100%
100%
100%
100%

100%
100%

100%

97%

949,
73%
91%

100%

85%

97%
97%
33%
57%
30%
47%
87%
50%

46%
57%

3%

3%

11%
9%
9%

0%

54%

70
75
30
30
30
30
30
12

13
14

40

32

18
11
11

452

The distribution of the costs across entry, ongoing and exit costs varies between
product categories (see Table.5-20). Considering the simulation of the costs for investment
products in the sample, for securities around half of total costs are charged through entry and
exit fees; this contrasts with the other product categories, where entry and exit fees account for
no more than a quarter of total costs. Investment funds, for example, generally have only 10 to
15% of total costs charged through entry and exit fees, with the exception of the less complex
funds where entry and exit fees account for roughly a quarter of total costs. This is mostly due
to more complex investment funds having higher ongoing fees. For insurance and pension
products, exit fees account for a negligible share of total costs, and entry fees also generally
make up a minor share of total costs. Albeit to differing degrees, ongoing fees are therefore the

main cost category of total costs for all products in the product sample.

Table.5-20 - Entry, ongoing and exit cost as a share of total costs (%)

Securities

Investment
funds

Listed shares
Bonds

Retail UCITS

Retail AIFs

Shares

Bonds

UCITS - Equity
UCITS - Bond
UCITS - Mixed
UCITS - MMF
UCITS - ETF

AIF - Real estate
AIF - Fund-of-funds
AIF - Other funds

19%
21%
7%
7%
9%
15%
12%
6%
8%
8%
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57%
55%
91%
89%
89%
79%
78%
91%
90%
87%

24%
25%
1%
4%
1%
6%
10%
3%
2%
5%

70
75
30
30
30
30
30
12
13
14
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Insurance-based IBIP - Unit-linked 4% 96% 0% 40
Insurance '”V‘ZSt”t“e”t IBIP - Profit sharing 3% 97% 0% 32
ﬁ‘ro pension Procucts IBIP - Hybrid 6% 93% 1% 18

Personal/individual Pension fund 13% 85% 2% 11

pension products PPP - Unit-linked 8% 91% 1% 11

PPP - Profit sharing 0% 100% 0% 6

Total 452
Average 8% 88% 4%

Source: Consortium, based on the product scoring.

Level of costs

The average total cost that an investor is charged per annum varies across products (see
Table.5-21). In general, more complex products have higher costs for investors. More
specifically, securities have the lowest costs and AIFs the highest. Similarly, less complex UCITS
Money Market Funds and UCITS ETFs follow simpler investment strategies and involve less
management and therefore have lower costs compared with UCITS Equity and UCITS Mixed
funds. As the dominant cost category, ongoing costs tend to track total costs most closely and
are higher for more complex products.

Similar to the total cost, the average entry cost differs across product categories. The average
entry cost is lowest for insurance and pension products, understandably as entry fees are less
frequently charged for these products. For investment funds, average entry costs are higher
when the product is more complex. For securities, entry fees are the most prevalent type of fee
(as shown in Table.5-21), nevertheless the average total entry costs are still relatively low
compared with other product categories.

Exit fees are the lowest and least frequently charged of the three types of fees. For securities,
average total exit costs are similar to average total entry costs. In general, the fees applied to
the purchase of securities are similar or the same as those when selling the security. Among
investment funds, AIFs tend to come with higher average exit costs than UCITS. Insurance and
pension products in general come with low or no exit costs.

Table.5-21 - Average entry, ongoing, exit and total costs (per product category)

Listed shares Shares 0.4% 0.2% 0.4% 0.3% 70
Securities
Bonds Bonds 0.5% 0.2% 0.4% 0.4% 75
UCITS T 0.9% 2.1% 0.1% 2.3% 30
Equity
Lo T 0.6%  1.3% 03%  1.5% 30
Bond
Investment Retail UCITS lljhcxlgcf T 1.1% 1.9% 0.1%  2.2% 30
funds _
lljlf,IIFT S 0.7%  0.7% 02%  0.9% 30
UCITS - ETF  0.5% 0.6% 0.3% 0.8% 30
Retail AIFs AIF - Real (g0, 2.49 0.4%  2.6% 12
estate
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Insurance-based
investment
products

Personal/individual
pension products

AIF - Fund-
of-funds
AIF - Other
funds

IBIP - Unit-
linked

IBIP - Profit
sharing

IBIP -
Hybrid
Pension

fund
PPP
linked
PPP -
sharing

- Unit-

Profit

Source: Consortium, based on the product scoring.

1.4%

1.4%

0.4%

0.3%

0.9%

0.9%

0.7%

0.0%

2.6%

2.8%

1.9%

1.9%

2.2%

1.0%

1.3%

1.8%

0.2%

0.8%

0.0%

0.0%

0.1%

0.1%

0.0%

0.0%

2.8%

3.2%

2.0%

1.9%

2.4%

1.2%

1.4%

1.8%

13

14

40

32

18

11

11

452

The majority of countries have an average total cost of investment products of just over 1% per
annum?%*, However, differences do exist, with investments distributed in Sweden coming with
significantly lower costs than those in Spain (see Table.5-22). Entry and exit fees tend to vary
more between countries than ongoing costs, but their impact on total costs is modest compared
with that of ongoing costs. The Netherlands, for example, has among the lowest average entry
and exit costs?®>. However, the total annualised cost of investment products is higher than in

Czechia and Germany, where entry and exit fees are higher29°,

The figures presented are based on a similar basket?®” of products across countries, but do not
necessarily reflect the actual average costs investors in these countries face as the composition

of the investments may differ from the one assumed in this study.

Table.5-22 - Average entry, ongoing, exit and total costs (per country)

AT 1.
cz 1.
FI 0.
FR 1.
DE 0.
EL 0.

4% 0.9%
4% 0.7%
4% 0.9%
1% 1.0%
8% 0.6%
7% 1.1%

0.1%

0.4%

0.3%

0.6%

0.2%

0.5%

264 1n 10 out of the 15 countries annual total costs lie between 1.1% and 1.3%.%
265 0.1% and 0.2%, respectively.

266 Total costs are 1.0%, 0.8% and 1.2% for Czechia, Germany and The Netherlands.

267 5 shares, 5 bonds, 8 UCITS, 5 AIFs, assuming all are distributed.
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IE 0.5% 1.2% 0.4% 1.4% 23
IT 1.0% 1.2% 0.3% 1.4% 23
LV 0.5% 1.0% 0.2% 1.1% 18
LU 0.8% 0.9% 0.4% 1.2% 20
NL 0.1% 1.1% 0.2% 1.2% 23
PL 0.4% 1.2% 0.2% 1.3% 23
RO 0.4% 1.1% 0.4% 1.2% 22
ES 0.6% 1.1% 0.5% 1.3% 23
SE 0.2% 0.8% 0.2% 0.9% 23
Total 334

Note: Since IBIPs are not present in all countries, and pension products vary in design and cost between
countries as a result of different pension systems, insurance and pension products are excluded from the
country comparison. Securities and investment funds are very consistent across countries, and hence form
the basis of the country-by-country comparison.

Source: Consortium, based on the product scoring.
Direct and indirect distribution

Distribution costs are charged by both distributors and manufacturers. Distributors generally
charge distribution costs through entry fees, for example in the form of transaction fees or fund
entry fees. Manufacturers can charge distribution costs as part of the management fee and pay
it to the distributor as an inducement to distribute the product to retail investors. The
management fee and inducement are deducted from the value of the investment instead of being
charged directly to the investor. These costs are considered an indirect distribution cost. For
example, obtaining the direct and indirect distribution costs for insurance and pension products
is complicated. Hence, insurance and pension products are often distributed and manufactured
by different parts of the same company. The absence of a direct distribution fee does not imply
an absence of direct distribution costs, but rather that distribution costs are allocated internally.

Direct distribution costs as a share of total costs vary per product (see Table.5-23).
Manufacturers of securities (generally) do not charge costs to investors, and hence direct
distribution costs make up all the costs of securities. For investment funds, the share of direct
distribution costs depends on the complexity of the product. UCITS Money Market Funds and
UCITS ETF come with higher direct distribution costs as a share of total costs compared with
more complex or actively managed UCITS Mixed and UCITS Equity.
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Table.5-23 - Direct distribution costs per annum as a share of total costs per annum

(%, per product category)

Listed shares

Securities
Bonds
Retail UCITS
Investment
funds
Retail AIFs
Total

Listed shares

Bonds
(investment/non-
investment
grade)

UCITS - Equity
UCITS - Bond
UCITS - Mixed

UCITS - Money
market funds

UCITS - ETF
AIF - Real estate

AIF - Fund-of-
funds

AIF - Other funds

Note: Insurance and pension products are excluded

Source: Consortium, based on the product scoring.

0.3%

0.4%

0.4%

0.4%

0.4%

0.4%

0.3%

0.3%

0.7%

0.7%

0.3%

0.4%

2.3%

1.5%

2.2%

0.9%

0.8%

2.6%

2.8%

3.2%

100.0%

100.0%

16.7%

27.3%

18.7%

45.9%

43.4%

12.5%

25.8%

20.8%

30

30

30

30

30

12

13

14

334

Indirect distribution fees (i.e. inducements) were collected alongside direct distribution costs.
The standardised product information sheet often indicated the existence of indirect distribution
fees, but did not indicate the amounts involved. The indirect distribution fees were only collected
for investment funds (see Table.5-24). For just over half of investment funds the exact amount
of indirect distribution fees charged was provided?%®. For the remainder, only the presence of
indirect distribution fees was indicated?®®. For insurance and pension products no indirect
distribution fees were collected, since they are not disclosed in the disclosed product information

documents.

268 For 94 out of 189 investment funds it was indicated that there was no inducement fee or the exact inducement fee was not provided.

269 The prospectus mentioned would mention an inducement or a maximum inducement charge being charged, but did not provide the exact fee.
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Table.5-24 - Percentage of products for which indirect distribution fees were provided
(%, per product type)

Securities Listed shares Shares 0% 70
Bonds Bonds 0% 75
UCITS - Equity 47% 30
UCITS - Bond 57% 30
Retail UCITS UCITS - Mixed 57% 30
UCITS - MMF 43% 30
Investment UCFITS - ETFR | 33% 30
funds Al - €a 33% 12
estate
: AIF - Fund-of- o
Retail AIFs funds 54%% 13
AIF - Other 36% 14
funds
IBIP - Unit- .
] % 4
Insurance-based linked 0% 0
investment IBIP_ - Profit 0% 32
I & products sharing
ansion IBIP - Hybrid 0% 18
groducts Pension fund 0% 11
Personal/individual ﬁ;’ied - Unit g0, 11
pension products PPP - Profit
. 0% 6
sharing
Total 19% 452

Source: Consortium, based on the product scoring.

If the manufacturer of an investment fund charges an indirect distribution fee, the inducement
is 0.7% on average (see Table.5-25). Indirect distribution fees are paid by the manufacturer
from the management fee and alongside other ongoing fees, and on average make up just under
half of total ongoing costs. In the scenario, indirect distribution fees make up over one-third of
total costs on average, reflecting not only their significant share of costs but also the relatively
smaller direct distribution costs among investment funds with inducements.

Table.5-25 - Average inducements and their share of annual ongoing and total costs
(% of NAV, per fund type)

UCITS 0.7% 46% 39% 36
AIF 0.6% 43% 39% 11
Total 0.7% 45% 39% 47

Source: Consortium, based on the product scoring.

Investment funds with indirect distribution fees on average come with higher costs than
investment funds without such fees (see Table.5-26). This result holds true for the majority of
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countries studied. More specifically, in the sample of 176 products analysed?’® the average
annual total costs of investment funds with indirect distribution fees (1.28% for UCITS and
2.24% for AIFs%) are between 24 and 26% higher than those without (1.6% for UCITS and
2.79% for AIFs). This is partially explained by a difference in the composition in the product
categories, with cheaper UCITS ETFs and UCITS Money Market Funds being overrepresented in
the sample of investment funds without inducements. When comparing only UCITS for which it
is clear in the information documents that no inducements are applied with those UCITS for
which it is clear that inducements are applied in the information documents, this difference goes
up to 36.7%. While the sample of products analysed is purposeful rather than representative?’!
this data shows that inducements do render investment products more expensive for the
investor.

Table.5-26 - Comparison of total costs for products with and without indirect
distribution fees (% of NAV per annum, per country)

Austria 0.7% 2.4% 3 10
Czechia 0.8% 1.6% 2 11
Finland 1.5% 1.6% 1 12
France 1.6% 2.2% 1 12
Germany 1.6% 1.2% 5 8

Greece 1.4% 1.8% 1 10
Ireland 1.2% 2.5% 4 9

Italy NA 1.9% 0 13
Latvia 1.0% 2.1% 6 7

Luxembourg 3.6% 1.5% 2 8

-II\;I:teherlands NA NA NA NA
Poland NA 2.1% 0 13
Romania NA 2.1% 0 12
Spain 0.6% 1.8% 1 12

210 The sample includes 27 products for which it is apparent that no inducements are applied, 47 products for which inducements are clearly

described and 102 products for which inducements are very highly likely to be applied but this is not apparent in the information documents
reviewed. The sample of products covered is a sub-set of the sample of 560 products reviewed in this study. The 560 products covered all
product categories including those where no inducements are applicable. Products from Netherlands were excluded from this sample given
the inducement ban in the country.

211 see section 3.2.2 for explanation on the sample of products covered
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Sweden 0.9% 1.5% 1 12
Average /4 5o 1.9% 27 149
Total

UCITS 1.28% 1.69%0272 25 115
UCITS (only

confirmed

inducement 1.28% 1.759%0273 25 36
and no

inducement)

AIF 2.24% 2.7909p274 2 11

Note: Insurance and pension products are excluded. All entries for the Netherlands are marked as not
applicable since inducements (indirect distribution fees) are banned in the Netherlands.

Source: Consortium, based on the product scoring.

Obtaining the exact amount of indirect distribution fees is complicated. The standardised product
information sheets (e.g., KIIDs) do not disclose indirect distribution fees, but can refer to them.
The costs section of the KIID may specify that marketing and distribution costs are part of the
charges presented in the cost section, with a reference to the prospectus in which a further
breakdown or specification of ongoing costs should be provided. The word “inducement” is not
found in the standardised documentation.

Obtaining the indirect distribution fee from the prospectus is not straightforward either.
Prospectuses differ in the structure and terminology used from the standardised product
information sheets. The indirect distribution fees are listed under different names and different
locations in the prospectus. The KIID generally refers to the cost section of the prospectus. These
cost sections of the prospectus may refer to an annex or a specific product page, especially when
a prospectus covers multiple investment funds. An additional obstacle that the prospectus
presents is the legalistic language in which it is written. Furthermore, the prospectus may only
indicate the maximum indirect distribution fee paid, rather than the actual amount.

For insurance and pension products no information on indirect distribution fees is provided. The
standardised product information sheets of IBIPs and pension products do not disclose indirect
distribution fees. Moreover, the additional documentation provided to retail investors also does
not include this information.

Distributor comparison

The vast majority of retail products are distributed by banks, insurance companies and online
discount brokers. Between these distributors, there is overlap in the products offered. For
example, insurance and pension products are distributed by both banks and insurance

212 Difference between products with no inducement and those with inducements (confirmed or highly likely) = 26%

273 Difference between products with no inducement and those with confirmed inducements = 37%

274 Difference between products with no inducement and those with inducements (confirmed or highly likely) = 24%
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companies. Similarly, securities and investment funds are distributed by both banks and online
discount brokers.

Comparing the distribution of the same type of products distributed by different types of
distributors reveals that there is no clear difference in the costs of insurance and pension
products distributed by banks and insurance companies. In turn, it is noted that discount brokers
distribute securities and investment funds at a lower cost than banks (see Table.5-27). Especially
for securities - already the product category with the lowest fees - the differences between
online discount brokers and banks are noticeable.

Notably, where banks have similar cost structures, online discount brokers apply varying cost
structures. More specifically, banks generally charge transaction fees, custodian fees and
currency conversion fees. Some online discount brokers follow the same cost structures, but
some do not charge transaction fees and custodian fees at all and rely entirely on currency
conversion fees. Other online discount brokers may focus on the distribution of securities in the
form of CFDs, and charge distribution costs largely through spreads. The spread costs are
excluded from the cost calculation presented in this study as they can for on-exchange purchases
be avoided by placing limit orders.

Table.5-27 - Comparison of total costs of securities and investment funds for banks
and online discount brokers (% of NAV per annum, per distributor type)

Bank 0.4% 0.4% 1.8% 1.2%
Online Discount , 4, 0.3% 1.6% 0.9%
Broker

# bank 42 52 134 228
# insurance company 14 17 28 59
Total 56 69 162 287

Source: Consortium, based on the product scoring.
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5.4.5. Outputs: the extent to which information is compliant

The main information documents must comply with the applicable regulatory standards (MiFID
II, IDD, PRIIPs, UCITS). This applies not only to the availability of the main information
document, but also to its content, format, use of language, etc. Moreover, the documents
provided by distributors should be up-to-date and contain accurate and timely information.

Most of the information disclosed and assessed was found to be compliant with the
applicable regulatory provisions.

For securities more than half of all documents were found to be compliant with the
disclosure requirements under MiIiFID II. This number could be higher in reality as the pre-
contractual documentation for some of the products was unavailable during the data collection
when researchers searched for them online or requested them from a distributor. It is possible
that this information might only be disclosed when the purchase decision is pursued.

Across investment funds, the large majority of the information documents are compliant
with the UCITS Directive in terms of both the KIID’s availability and content. The
documents were found to be not fully compliant with the legislative provisions for only a small
minority of equity and MMF UCITS funds as well as real estate AIFs. This is mostly due to the
use of an incorrect template (KID instead of KIID in the case of UCITS) or incomplete
information. For example, for some benchmark-tracking funds the performance of the
benchmark was not included in the performance information.

Across insurance and pension products, only a small minority of IBIPs did not comply with
relevant regulatory provisions. The share of non-complaint PPPs is slightly higher, but still
remains low. These products were assessed as non-compliant mostly due to the incomplete or
inaccurate disclosure of cost and performance information. For example, for some IBIPs and
PPPs the costs were presented using incorrect metrics (cost-effectiveness) or the performance
information was incomplete.

Across traditional life insurance products and pension funds, the majority of assessed
products were deemed regulatory-compliant. Nevertheless, for a large share of these
products it is hard to draw conclusions on their regulatory compliance as correct pre-contractual
information (Terms and Conditions or Prospectus) was not readily available during the initial web
search. Nevertheless, due to the highly personalised nature of these products such information
could be provided during the later stages of purchase, which were not included in this exercise.
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Figure.5-15 - Regulatory compliance (% of assessed products)
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Note: UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market
Fund, ETF - Exchange Traded Fund, AIF - Alternative Investment Fund; IBIP - Insurance-Based
Investment Product; PPP - Personal Pension Product.

For some products pre-contractual information was not disclosed during the initial web search but could
have been provided at later stages of purchases. This was marked as “Not available”.

The number of sampled products is shown in brackets.

Source: Consortium, based on the product scoring.

5.4.6. Outputs: the extent to which the information is up-to-date

Looking at whether the information was up to date (i.e. updated over the course of 2020-2021),
most documents across all categories were considered compliant. The only exceptions
were real estate AIFs, traditional life insurance and profit-sharing IBIPs and PPPs. For some of
these products there might also not have been a pressing need to update the information in the
past two years, as for instance the performance information is based on scenarios rather than
past performance (e.g. investment funds) requiring regular updates.

Nevertheless, there are some cases where the information was not updated in the past two
years, even in the investment funds. It is difficult to say why some of the distributors did not
update the information. In general, compliance processes are more focused on the initial
preparation of the requisite disclosure documents than the processing of potential revisions after
the product launch. This is especially challenging when the information is transferred through
multiple channels and the distributors have large product portfolios. However, the product
provider may also have an interest in not updating the information, if the past performance of
the fund has deteriorated since the last update of the information document.
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Figure.5-16 - Up-to-date information (% of assessed products)
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Note: UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market
Fund, ETF - Exchange Traded Fund, AIF - Alternative Investment Fund; IBIP - Insurance-Based
Investment Product; PPP — Personal Pension Product. The number of sampled products is shown in brackets.
For some products the information cut-off date was not disclosed during the initial web search. This
information was marked as “Not available”.

Source: Consortium, based on the product scoring.
5.4.7. Outputs: incentives to read pre-contractual documentation

An important element of the provisions is not only the availability of information documents and
their completeness, but also the extent to which consumers are encouraged to read them. When
assessing the information documents, we also analysed the extent to which they contain
indications that nudge the consumer into reading the document. For the majority of products
with standardised information documents (KIID, KID) distributors do include
mentions that require or recommend reading the pre-contractual documentation. In
particular, for the majority of investment funds the KIID is required or recommended to be read
as the only document. For IBIPs and PPPs fewer distributors require or recommend reading the
KID, however in most cases it is also required or recommended as the sole document. Only a
small minority of securities, traditional life insurance products and pension funds mentioned in
the pre-contractual information that potential investors were required or advised to read such
documentation. However, they could still be required or recommended to read such pre-
contractual information during the later stages of the finalisation of their purchase.
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Figure.5-17 - Nudges to read the main information document (% of assessed
products)
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Note: UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market
Fund, ETF - Exchange Traded Fund, AIF - Alternative Investment Fund; IBIP - Insurance-Based
Investment Product; PPP — Personal Pension Product. The number of sampled products is shown in brackets.

Source: Consortium, based on the product scoring.

The mystery shopping exercise gives a mixed picture regarding the measures to ensure that
investors read the information document. In one-third of the cases where the mystery
shoppers received the KID no steps were taken to ensure that the document was read.
In more than half of the cases (59%) reading the document was strongly recommended by the
advisor. The advisor read it with the potential investor or the investor was given time to read it
in only in a small number of instances (five and three respectively out of the 240 observations,
including 170 where shoppers received a recommendation).

Overall, distributors interviewed during the course of this study agree that it is very difficult to
ensure that clients read the documents provided to them. Almost all of the distributors
interviewed require their clients to declare that they have read the documents. According to
them, this is the most important safeguard to ensure that the client has fully understood the
product in which they are investing. This obligation is enforced by tick boxes online and
signatures offline. Some consumer associations criticised this on the grounds that it is more a
way of protecting the distributor in the event of litigation rather than an actual consumer
protection measure.

Additionally, some distributors have designed their online procedures with the specific purpose
of making their client read the information. For example, the clients of an Italian bank
interviewed have to open each mandatory document, complete several checkboxes and sign
every document with a strong authentication procedure.
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5.4.8. Results: clarity of pre-contractual information

In order for the pre-contractual information to be understood by retail investors it needs to be
clear for anyone regardless of their educational or professional background. The use of simple
and clear language is crucial to achieve this objective. This is why the legal provisions require
the information to be clear, concise and coherent without any contradictions, sector-specific
jargon and multi-interpretable statements (see chapter on coherence). The analysis of the clarity
of the documents was analysed through the mystery shopping exercise, a consumer survey and
product scoring, all of which pointed towards a relative lack of clarity in the information provided,
with the costs being the least clear.

During the mystery shopping data collection, the mystery shoppers were also asked to rate the
clarity of the information about risks, past performance, anticipated future performance and
costs (see figure below). They were asked to make this judgement based not only on the
information document but also on the information that the advisor provided. Similarly to the
results of the product scoring by country researchers the product scoring, the mystery
shoppers also found that the information on costs was the least clear.

Figure.5-18 - Rating of clarity of information provided by mystery shoppers - share of
mystery shoppers considering the given item rather clear

Risks Past Future Costs
Performance forecasted
performance
75% 86%

Source: Consortium, based on the traditional distribution channel mystery shopping.

Furthermore, during the consumer survey and embedded behavioural experiment, actual
consumers were shown a number of simplified (one-page) mock-up product information sheets
that were modelled on existing examples. These mock-up documents are shown in Annex 8.8
As one of the follow-up questions to the experiment respondents were asked to rate the way in
which the information was presented:

e Only 48% considered that the content of these simplified one-page information
documents was rather good or good in terms of ease of understanding (top 4 scores on
a scale of 1 to 10), while 23% considered it rather bad or very bad.

e 59% considered the usefulness of this information was rather good or good (the
documents contained information about risks, past performance, anticipated future
performance as well as cost information, additional narrative was also provided about the
nature of the product and its objectives).

e 549% of respondents considered the amount of numbers and figures to be rather good or
good.

Page 187 of 357



Disclosure, inducements, and suitability rules for retail investors study

e Only 52% rated the overall layout positively (rather good or good).

Women, people aged over 55 and people with low trust in banking were the more likely to
consider the mock-up information documents as rather unclear. People with low trust in banking
and those not interested in investing were notably more likely to rate the mock-ups negatively
according to these criteria.

The table below provides a summary overview of this scoring broken down by parts of the key
information document and product types. Products with highly standardised pre-contractual
information documents (i.e. investment funds, IBIPs, PPPs, structured products and derivatives)
are generally clearer than products with less standardised pre-contractual information (i.e.
securities, traditional life insurance and pension funds).

Across all products, costs and performance information stand out as the least clear
types of information disclosed to retail investors. The information about costs and the
information about returns were seen as rather clear in only around half of the cases. The lack of
clarity regarding costs information is primarily due to the overall complexity of the costs
information, unclear definitions and incomplete information on when and how costs are
calculated and charged. For some products such as traditional life insurance this is explained by
a personalised premium, which does not differentiate the product costs. Lack of clarity regarding
performance information is primarily due to the limited explanation of performance calculation
methodology, metrics used, time horizon, etc.

The clarity might even be slightly overestimated?’> as all country researchers were experienced
researchers with experience in financial markets and higher education, meaning their
assessment might differ from the average retail investor’s profile.

275 Particularly for complex products such as structured products and derivatives.
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Rather not 6% 12% | 9% 0% 0% 3% 0% 0% 0% 0% 0% 20% | 0% 0% 0% 31% 23% | 0% 0% 0%
Clarity of d ioti Moderately 19% 23% | 24% 17% | 13% | 7% 20% | 27% 17% 31% | 29% 37% | 7% 6% 11% | 31% 15% | 30% | 0% 0%
arity or descriptions
Y P Rather yes 71% 55% | 57% 83% | 87% | 90% | 80% | 73% | 83% | 69% | 71% 40% | 93% | 94% | 89% | 31% | 62% | 70% | 100% 100%
N/A 3% 11% | 9% 0% 0% 0% 0% 0% 0% 0% 0% 3% 0% 0% 0% 8% 0% 0% 0% 0%
Rather not 7% 8% 9% 3% 0% 0% 3% 3% 0% 0% 0% 32% | 0% 0% 0% 23% 15% | 10% | 0% 0%
Clarity of i Moderately 16% 25% | 20% 20% | 23% | 10% | 3% 7% 17% | 23% | 29% 20% | 7% 9% 11% | 31% 15% | 10% | 0% 0%
aril OorT narrative
Y Rather yes 74% 56% | 61% 77% | 77% | 90% | 93% | 90% | 83% | 77% | 71% 45% | 93% | 91% | 89% | 38% | 69% | 80% | 100% 100%
N/A 3% 11% | 9% 0% 0% 0% 0% 0% 0% 0% 0% 3% 0% 0% 0% 8% 0% 0% 0% 0%
Rather not 21% 24% | 33% 7% 3% 7% 7% 20% | 8% 8% 7% 63% | 5% 9% 5% 46% 23% | 30% | 0% 0%
Costs - easy to | Moderately 24% 16% | 15% 47% | 50% | 40% | 33% | 27% | 8% 23% | 29% 13% | 32% | 23% | 16% | 23% | 8% 10% | 20% 13%
understand Rather yes 52% 49% | 43% 47% | 47% | 53% | 60% | 53% | 83% | 69% | 64% 15% | 63% | 69% | 79% | 23% | 69% | 60% | 80% 87%
N/A 4% 11% | 9% 0% 0% 0% 0% 0% 0% 0% 0% 8% 0% 0% 0% 8% 0% 0% 0% 0%
Rather not 22% 23% | 40% 13% | 10% | 7% 13% | 17% | 25% | 8% 7% 63% | 10% | 9% 5% 31% 23% | 20% | 0% 0%
Returns - easy to | Moderately 26% 11% | 11% 27% | 30% | 43% | 23% | 17% | 25% | 62% | 50% 12% | 32% 17% | 26% | 23% 38% | 30% | 100% 100%
understand Rather yes 47% 56% | 41% 60% | 60% | 50% | 63% | 67% | 50% | 31% | 43% 13% | 59% | 74% | 68% | 38% 38% | 50% | 0% 0%
N/A 4% 11% | 8% 0% 0% 0% 0% 0% 0% 0% 0% 12% | 0% 0% 0% 8% 0% 0% 0% 0%
Yes 11% 7% 12% 7% 20% | 20% | 23% | 17% | 0% 15% | 14% 5% 7% 9% 11% | 15% 15% | 10% | 0% 0%
Misleading potential 100
89% 93% | 88% 93% | 80% | 80% | 77% | 83% 85% | 86% 95% | 93% | 91% | 89% | 85% | 85% | 90% | 100% 100%
No %

Note: The clarity of information was rated by country researchers that collected, scored and analysed pre-contractual disclosure information for each
product. UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market Fund, ETF - Exchange Traded Fund, AIF -
Alternative Investment Fund; IBIP - Insurance-Based

Product.

The number of sampled products is shown in brackets.

Source: Consortium, based on the product scoring.

276 As explained in the methodology annex, in order to cover all 15 countries of the study and for specific data collection activities, national experts were used, i.e.enlisted. They were researchers able to speak the

local language, with a solid understanding of financial topics and local contexts.
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Overall, a large majority of the documents assessed contained product descriptions that were
viewed as moderately clear to very clear. This was particularly the case for products with
standardised main information documents (KIIDs or KIDs), including investment funds, IBIPs,
PPPs, structured products and derivatives. The KIID and KID templates specify the titles and
content of different sections that must be completed by the manufacturer. Therefore, the
description of pre-contractual information in the KIID/KID was largely assessed as mostly clear
and comprehensible. Nevertheless, for more complex products such as AIFs and PPPs the
descriptions were rated slightly less clear than for less complex products such as UCITS funds
and IBIPs.

About one-fifth of all main information documents for shares and bonds assessed within the
scope of this study were moderately clear and only a small minority contained descriptions that
were slightly clear. The main information document for these products was often the prospectus,
which are documents that are often quite long, descriptive and technical in nature.

Moreover, for about a quarter of all of the traditional life insurance products and pension funds
assessed the descriptions used in the main information documents were only slightly clear or
not clear at all. Pre-contractual information for these products is mostly limited to promotional
information and general terms and conditions which often do not provide clear descriptions of
the product’s characteristics.

Similarly to descriptions, among all products assessed, the narrative of the main information
document was deemed very clear for products with standardised pre-contractual information
(i.e. KIIDs and KIDs). The large majority of the main information documents of investment funds
contained a narrative which was deemed moderately to very clear. The same holds true for
IBIPs, structured products and derivatives. Only a small minority of PPPs contain a narrative that
is perceived as less clear, mainly due to the inherent complexity of PPPs and the inclusion of a
pension component (i.e. decumulation phase).

The narrative appears less clear for products with a low degree of standardisation of pre-
contractual information. About a quarter of all traditional life insurance products and pension
funds assessed contain a narrative that is only slightly clear or not clear at all. Pre-contractual
documentation for these products often does not cover important aspects of the product (i.e.
costs, risks, and performance) and uses generic language to describe the product.

Across all types of investment products only a minority of product documents contained a very
clear performance presentation. For securities (shares and bonds) only about half of all
documents contained a very clear performance presentation. For about a quarter of all shares
and bonds assessed the performance presentation was deemed only slightly clear or not at all
clear. Despite the relative straightforwardness of the performance presentation of the securities
(price and/or turnover of the securities), many information documents only included the
performance chart with no explanation on the metrics used. This information is deemed
insufficient to draw adequate conclusions about the performance of the securities.

Across investment funds, for a large majority of all UCITS funds assessed the main information
documents contained a moderately to very clear performance presentation. Additionally, a small
minority of UCITS funds assessed contained performance information that was only slightly or
not at all clear. For nearly all AIFs the performance presentation was deemed moderately to very
clear. Only for real estate AIFs was a small minority of the product documents assessed deemed
not at all clear as regards product performance. This is largely due to the inherent complexity of
the AIFs, in particular real estate AIFs for which the valuation of an underlying (i.e. real estate)
is much more complex than that of other funds.

Across products that follow the KID disclosure template (IBIPs, PPPs, structured products and
derivatives), IBIPs appear to contain a clearer indication of product performance compared with
that disclosed for PPPs, structured products and derivatives. This is largely due to the fact that
IBIPs are relatively simpler products than PPPs, structured products and derivatives. For
traditional life insurance only a small minority of product documents featured a very clear
performance presentation. About half of the traditional life insurance products assessed
contained a performance presentation that was deemed only slightly or not at all clear. This is
in line with earlier findings that the product specificities for traditional life insurance are often
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not clearly mentioned and the product is considered more of an insurance product than an
investment product.

Overall, for most of the products assessed, the clarity of the cost information disclosed was
considerably lower than the degree of clarity of descriptions or narrative. Only in the case of real
estate AIFs, structured products and derivatives was a large majority of cost information in the
main information documents deemed very clear.

Despite the availability of a pre-defined template (KIID), for about half of all investment funds
assessed in the scope of this study cost information in the main information document was only
slightly to moderately clear. This is mostly due to a lack of a clear description of different types
of costs. Among the investment funds assessed the cost information disclosure was most
frequently deemed unclear for ETF UCITS. The main information documents for ETF UCITS
mostly contained only entry and exit costs for on exchange and not for the initial listing for which
they refer to the website of the manufacturer.

A similar situation applies for IBIPs and PPPs. Despite the pre-defined template (KID), cost
information for these products was only deemed very clear for about half of all the products
assessed. For the other half, the cost information was deemed not at all, slightly or moderately
clear.

Expectedly, for highly personalised products with a low standardisation of pre-contractual
information, the share of products with very clear cost information was lower. In fact, the country
researchers assessed the cost information for the majority of these products as not at all clear,
due in part due to the pricing schemes of these products. The costs are usually charged on a
monthly basis and included in the premium for these products.

As part of the pre-contractual disclosure clarity assessment, the main information documents
were also screened for information which could be perceived as potentially misleading for
retail investors.

Potentially misleading information was identified primarily across investment funds, IBIPs and
PPPs. Among investment funds, bond, mixed, MMF and ETF UCITS appear to be most prone to
featuring potentially misleading information. One or more potentially misleading information
items were identified for about one-fifth of all of the documents assessed for these products.

Among the insurance and pension product documents only a small minority of featured products
were deemed to contain potentially misleading information. It appears that across insurance and
pension products, hybrid and pension products are more prone to including misleading
information.

The most frequent examples of potentially misleading information across all documents relate
to cost information, including for instance:

e In some product documentation the additional costs (that should not have been included
in the general grid) were reported in the footnotes in a very small font.

e For some products the cost information was also included in the wrong format (e.g. cost
-effectiveness per year), which differs from the metrics used in the traditional templates
(% of NAV, % of RIY, etc.).

o Different costs were reported for the same product across different documents (KIID/
KID, Prospectus, Factsheet, etc.).

In all instances there is a risk that consumers might misunderstand the total cost of the
investment.

Additionally, some product information documents also contained potentially misleading risk
information as well as inconsistencies and contradictions in the pre-contractual documents that
could be perceived as misleading, for example:

e For some products the risk category indicated in the main information document was not
the same as that shown in the product sheet.
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e Some unit-linked IBIPs and PPPs suggested that the product “guarantees a pay-out”,
however later in the text it is explicitly stated that the invested capital is not guaranteed.

There is a risk that these statements might lead the retail investor to believe that a product is
more or less risky than it actually is and invest in products which are not suitable for their needs.

5.4.9. Results: comparability of information provided in information documents

The main objective of the pre-contractual disclosure legislation is to inform investment decisions,
for which comparability is one of the factors. To facilitate the comparison of different products
based on product information, the main information documents need to be structured and
formulated in a similar manner. EU legislation aims to ensure the comparability of different
products within and across different product categories through similarities in the disclosure
templates. Where the same template applies to different products it allows for greater
comparability of product information. For instance, the same template for costs disclosure
applies to IBIPs, PPPs, structured products and derivatives as these are covered by PRIIPs
regulation.

In order to assess comparability, the country researchers who carried out the product
information documents analysis were also asked to score the comparability of the information
for each of the documents they reviewed. They were asked to assess the comparability of
information about costs, performance and risk. For each of these categories they looked at
comparability:

e with products of the same type;
¢ with products in the same product category; and
e with products in other product categories.

It is to be noted that the product scoring was carried out at country level. In each country one
country researcher reviewed and scored the 32 to 43 product information documents. Their
insights have been supplemented by stakeholder interviews.

Most retail investment products analysed by the country researchers in this study follow a highly
standardised template defined in legislation. Hence, the presentation format of the various
disclosure documents is similar for products with KIIDs or KIDs as the main information
documents. Due to the standardisation of templates (see also section on coherence) these
products also have substantially fewer differences in the presentation format of the various
disclosure documents (e.g. sequencing of items, labelling of items, etc.) than products without
such templates.

Nevertheless, some information disclosed in the KIID or KID could be difficult to
compare as ultimately products are currently to different disclosure templates. For
instance, despite some apparent similarities in the costs/risks disclosure (e.g. general grid, one-
off and ongoing costs, etc.) under the UCITS KIID and PRIIPs KID templates, there is internal
incoherence in the titles and definitions as well as the scope and format of the required disclosure
(see section on coherence). Given that the UCITS KIID is ultimately being phased out and
replaced by the PRIIPs KID and that the PEPP KID has not yet been rolled out, the data collected
by country researchers does not make it possible to identify opportunities for standardisation of
the information presentation for these products.

Many distributors interviewed within the scope of this study indicated that their clients do not
complain about comparability. They claimed that MIFID II has facilitated comparison and
promoted the creation of comparability and search tools that are very valuable for clients.
However, there are other stakeholders (such feedback was collected from distributors in Italy,
Germany, Spain, and Greece) who still consider that the products are inherently difficult to
compare, especially with regard to costs. Inconsistencies remain across the different pieces of
legislation when it comes to the comparability of different disclosure templates and notably costs
disclosure (see section on coherence).

For some of the products covered by the study the pre-contractual information assessed
does not include the types of information required to assess comparability (i.e. cost,
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performance and risk information). For example, traditional life insurance products and pension
funds (i.e. terms and conditions) often do not include any information on costs, performance or
risk. This information might in some instances be provided in other pre-contractual documents
or at a later stage in the investment process. The comparability of these products therefore was
labelled as “Not available” or “"N/A".

The tables below give a comparative overview of comparability for each of these criteria and per
product type.

The main findings are:

o Comparability of all three types of information is seen as lowest for comparisons
across product categories.

e Comparability of information within the same product category or when
comparing products of the same product type is generally seen as being better.
However, in most cases comparability within product type or product category is seen as
rather good for almost two-thirds of products on average.

e Across product categories information about costs is in general difficult to
compare.

¢ Information about risks is seen as being more comparable even across product
categories - it is seen as rather good for around one-third of cases, excluding those for
which the risk information was not applicable.

e Comparability of the information available for insurance and pension products
is seen as being good in fewer cases than the comparability of information for
UCITS or AIFs.

e Comparability of information across countries is similar to the results across
products and product categories, mostly explained by the use of the same product
information templates.

As discussed in the section on relevance 76% of respondents having already invested in at least
one product stated that they compared products before making a decision. More specifically 40%
said they made a comparison with products of the same type. The other 36% said they made a
comparison with products of different types (but it cannot be inferred from the data whether
they compared with different types of products in the same product category or across product
categories)?’7. From the analysis in this section it appears that the templates are very useful for
the needs of those who compared different products of the same type. The templates are slightly
less relevant for the needs of those who compare different types of products and if they are
comparing products in different product categories the comparability is somewhat challenging.

277 Given that people are not familiar with the grouping of products into categories, they were not asked about whether they made a comparison
with products in the same category.
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Figure.5-19 - Summary of the rating of product information comparability (% of
products scored considered as having good level of comparability of information
displayed)

Same
product

type

Comparability of costs Comparability of Comparability of nisk
performance

12% 12%

Within
product
category

Across
product
categories

Source: Consortium, based on the product scoring.

Risk categories

Risk category is one of the most comparable categories of information disclosed for
retail investment products within and across product categories. This is mostly due to
the fact that products within product categories are usually covered by the same legislation and
therefore must use the same disclosure template (e.g. KIID for investment funds, KID for IBIPs,
PPPs, structured products and derivatives). Nevertheless, the comparability of risk information
for products within the same category is considerably higher than across different product
categories.

Looking at the comparability of risk information within product categories, for a large majority
of the documents assessed the disclosed information is highly comparable. Across investment
funds, for most products, the risk information was to a large extent comparable. The disclosed
risk information was comparable to a lesser extent only for a few investment funds, mostly due
to incomplete information on the calculation of risk categories for these products.

Across insurance and pension products the disclosed risk information is to a large extent
comparable for products that follow the same disclosure template, i.e. IBIPs and PPPs for which
KIDs were disclosed. However, for a small minority of PPPs the disclosed risk information is only
slightly comparable to the information disclosed on other insurance and pension products. For
traditional life insurance products and pension funds risk information is rarely disclosed, which
makes it de facto impossible to compare the risk information of the products. Moreover, when
the information is disclosed, it is often not comparable with other insurance and pension
products.
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The comparability of risk information for structured products and derivatives within the same
product type and product category was very high, as all of the structured products and
derivatives assessed in the sample follow the KID template.

Although the comparability of risk information within the categories was reasonably high, across
different product categories it was considerably lower, mostly due to the fact that different
legislations adopt different indicators and calculations for risk disclosure, with potential
inconsistencies (see section on coherence). The disclosed risk information was comparable with
products in other product categories for only a minority of products assessed. Across nearly all
products the risk information was deemed only to a slight or moderate extent comparable with
that of other product categories. Additionally, for a small minority of products the disclosed risk
information is not comparable at all. This is particularly the case for equity and bond UCITS
funds as well as PPPs, mostly due to incomplete risk information disclosure.

Performance information

Performance information is one of the main characteristics on the basis of which investments
are selected. Similarly to risk categories, the comparability of performance information is higher
within product categories than across product categories.

Although standardised through regulatory provisions, the performance presentation differs from
product to product. For example, legislative provisions specify that for securities and investment
funds the performance presentation should rely on an historic approach and be presented as
chart of past returns (see section on coherence). For IBIPs and PPPs the performance information
adopts a forward-looking approach i.e. five potential performance scenarios presented in a single
table. For structured products and derivatives, the performance should be displayed in the form
of pay-off structure graphs.

Indeed, based on the analysis of assessed documents, the performance information appears to
be mostly highly comparable within product categories (i.e. investment funds, insurance and
pension products and other products). Only a small minority of products assessed disclosed
performance information that was not comparable to other products in the same category.

However, due to different templates and metrics used, the comparison across product
categories was much more complicated. This is in line with the findings of the legal analysis
(see section on coherence) that identified numerous differences related to performance
presentation requirements under different legislations. This is understandable as the
performance reflects the investment objective and underlying assets of the product and these
differ substantially across categories. In particular the performance of structured products and
derivatives is not comparable with that of other product categories, as for these products the
performance information is very specific and includes both charts showcasing potential returns
and scenarios with one or more examples for each of the scenarios.

Cost information

Cost information is another key characteristic based on which investment products, especially
within particular product types, are selected.

Cost information is one of the most standardised categories of information disclosure for retail
investment products. Despite some legal inconsistencies in titles and definition of costs (see
section on coherence), cost information templates in KIID and KID remain to a large extent
comparable - costs are usually displayed in the general grid and are divided into one-off
(entry/exit) and ongoing costs.

Similarly to risk categories and performance, within product categories, the disclosed costs
were highly comparable for the large majority of documents assessed. For a majority of
investment funds the disclosed costs were moderately to a large extent comparable with those
disclosed for other investment funds.

For most IBIPs and PPPs the cost information is to a large extent comparable with that of other
insurance and pension products. However, for a small minority of profit-sharing IBIPS and unit-
linked PPPs the disclosed information is comparable to a lesser extent, mainly due to incomplete
or unclear cost information.
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Across insurance and pension products the disclosed costs are to a large extent comparable. For
IBIPs and PPPs this is mostly due to the standardisation of the information disclosure in the KID.
The disclosed costs were comparable to a lesser extent only for a small minority of these
products. The costs disclosure is less comparable for traditional life insurance and pension funds,
which use different pricing model and costs metrics. For these products, most costs are not
linked to the investment and are included in the monthly premium.

The comparability of disclosed cost information across product categories was considerably
lower than the comparability of disclosed costs within categories, especially in the case of IBIPs
and PPPs, where for a small proportion of the products assessed costs were comparable only to
a slight extent with products from other categories. There are four important aspects that make
the comparison of costs across products, sub-categories and product categories difficult,
including: 1) differences in the units disclosed in the product sheets (e.g. the costs of UCITS
are presented as % of NAV and IBIPS as % of RIY); 2) fragmentation of cost items (e.g.
entry, ongoing, and exit charges) across different documents; 3) variations in cost structure
(e.g. different fees, under different names and with a different base) and 4) maximum fees,
rather than actual fees. The findings based on the assessment of the product information is in
line with the findings of the legal analysis (see section on coherence) which attribute the
difficulties in comparison to differences in titles, definition, categorisation and calculation of costs
across different pieces of legislation. Additionally, for traditional life insurance products and
pension funds the comparability of costs disclosed is generally low as for many of these products
no cost information was provided.

Owing to the high standardisation of pre-contractual documentation across the EU, when it
comes to the comparability of information provided the trend is similar across EU Member States.
The comparability of the information provided (incl. costs, risk categories and performance) is
higher among products that belong to the same product category. Comparability is particularly
high within investment funds, insurance and pension products, due to common templates (KIID
or KID) for these products as laid down in legislation. The comparability of information items
decreases when comparing different product categories (e.g. investment funds with shares or
IBIPs) as the templates are different for each product category.

Box 5.1 Number of fee categories displayed in information documents for investment
products

The total number of fee categories differs across products and distributors, as does the number
of fee categories combined when counting the entry, exit and ongoing costs (see table below).
The average number of fee categories ranges from less than one for products such as personal
pension products (due to the exclusion of maximum fees) to more than three fee categories
for securities. Hence, securities have on average more than one entry and exit fee, reflecting
the fact that the transaction fee is often accompanied by other fees such as currency
conversion fees. However, there are large differences among the products, especially
securities and to a lesser extent investment funds. The number of fee categories ranged
between one and 11 for shares.

Table.5-29 - Number of fee categories used per product category (average)

Listed shares Shares 1.4 1.4 0.6 3.4 2 11 3 71
Securities
Bonds Bonds 1.3 1.3 0.8 3.5 2 7 3 75
UCITS - 56 03 1.4 2.3 1 5 2 30
Equity
Investmen .
t funds Retail UCITS UCITS - 58 05 1.7 2.9 1 8 3 30
Bond
UCITS - 0.7 0.3 1.7 2.7 1 6 3 30
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Mixed
UCITS -
MMF 0.9 0.5 1.4 2.9 1 5 3 30
UCITS -
ETF 1.1 0.9 1.2 3.2 1 6 3 30
AIF =
Real 0.7 0.3 1.4 2.4 1 6 2 12
estate
AIF -
Retail AIFs Fund-of- 0.7 0.5 1.4 2.6 1 6 2 13
funds
AIF -
Other 0.8 0.6 1.7 3.1 1 5 3 14
funds
IBIP -
Unit- 0.7 0.0 1.5 2.2 1 4 2 40
linked
purncebesed pgrp
Profit 0.7 0.0 1.0 1.7 1 4 2 32
products .
sharing
IBIP -
Insurance Hybrid 0.8 0.1 1.3 2.3 1 4 2 18
& pension )
products Pension 54 01 0.8 1.3 o 2 1 11
fund ’ ’ ’ ’
o PPP -
N Uit 03 0.0 06 0.9 o 2 1 11
al pension
linked
products
PPP -
Profit 0.0 0.0 0.8 0.8 0 1 1 6
sharing
45
Total 3
Average 0.9 0.7 1.2 2.7

Note: Maximum and minimum fees are excluded from the count of fees, despite maximum fees being
used as actual fees in the absence of an actual fee. As a result the total number of fees can drop below
one, as for PPPs - Profit Sharing Products. The variable and fixed components of the same fee are
counted separately, skewing the count of fees upwards.

Source: Consortium, based on the product scoring.

Box.1 Actual vs maximum fees of investment funds

Maximum entry fees are on average 1.1 percentage point higher (see below) than actual entry
fees in our sample of investment funds. Moreover, there is significant variation in the relative
share of the actual costs as a share of maximum costs. This means that retail investor are
unable to determine the total (minimum) costs for these investment funds. This also
complicates the comparison of these costs.

Table.5-30 - Difference between maximum and actual entry fees disclosed for
investment funds (average, % of NAV)

UCITS - Equity 2.3 0.7 30% 1.6 1.5 -0.5 4.9 21
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UCITS - Bond 2.2 0.5 22% 1.7 1.5 -0.5 5.0 24

UCITS - Mixed 2.1 0.9 46% 1.1 0.0 -1.0 5.6 26
- 0, -

UCITS Money 1.2 0.6 53% 0.5 0.0 1.7 4.3 27

market funds

UCITS - ETF 1.3 0.5 38% 0.8 0.0 -1.0 4.3 21

AIF - Real estate 2.1 0.8 40% 1.2 0.0 -0.2 5.0 9

AIF - Fund-of- 42% 1.9 -1.5 3.3

funds 2.0 0.8 1.1 10

AIF - Other funds 1.5 1.1 70% 0.5 0.0 -0.3 3.7 12

All funds 1.8 0.7 39% 1.1 -1.7 5.6 150

Note: This includes only those investment funds for which both a maximum fee and actual fee are
disclosed. The table includes entries for which a negative difference was found, i.e. funds for which listed
maximum costs were lower than actual costs provided. Lastly, the actual entry fee is not to be mistaken
for the total entry cost, which includes all fees charged in the process of purchasing the product and is
thus expected to be closer to the listed maximum fee.

Source: Consortium, based on the product scoring.

An additional observation regarding maximum fees is that for a substantial subset of the
sample they were below the actual entry fee. In most cases, the maximum entry fee for this
subset was indicated to be 0%. A possible explanation might be that not all fees charged are
included in the listed maximum fee.
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Table.5-31 - Comparability of cost information based on product information documents assessment

Main category :ecurltle Investment funds Insurance & pension products Other
[0]
(8]
— = — - —
~ ) o 5 = J ~ a )
e ~ q [7) - g NJ o a o 4]
8l g 8| s - sl £l | = | 3| 8] %
~ = 0] C o = ~
> | © et A, 3 B 2 2 @ g = z z e s 8 o
> £ ° 9] w ~ @ ‘5 2 - £ ” bl o c @ a ~
~ X s L 9] ] = 0 = = c = =
& 0 n ] 2 S s = — © @ 5 2 [= S S 5 b= o 8
9] ~ S ~ w @ w © c < c c o > = z o o >
Jﬂds o - - ' ' ' ] ] S LI:_’ 5 S =) o T c 5 & 5 5
3 © 8 0 n n n ) ) =] . : . S 3 ©
2 sl sl 2lE| E| E | E E ol e | L L | S5 sl e | g 2 | a | a o £
3 | &6 & 8 S S s s 2 2 2 ce | @ 3 oz g & & & 8
Rather bad 2% N/A N/A 0% 0% 0% 0% 0% 8% 8% 7% 0% 0% 6% 0% 15% 15% 0% 0% 27%
C(')tr: parabil itty Moderately 8% N/A | NJA | 7% 3% 7% 20% 10% 8% 0% 0% 0% 5% 3% 0% 8% 8% 0% 0% 0%
with same type
of products s Rather good 63% N/A | NJA | 93% | 97% | 93% 80% 87% 83% | 92% 93% 0% 90% | 83% 95% 15% 54% | 60% 100% 73%
Not available | 27% N/A N/A 0% 0% 0% 0% 3% 0% 0% 0% 100% 5% 9% 5% 62% 23% 40% 0% 0%
Comparability Rather bad 6% N/A N/A 7% 7% 0% 0% 7% 8% 8% 7% 0% 10% 11% 0% 15% 23% 10% 0% 27%
Cost within same | Moderately 15% | N/A | N/A | 17% | 13% 10% 20% 20% 25% 15% 0% 0% 17% | 9% 32% 8% 15% | 0% 0% 0%
information product Rather good 51% N/A | N/A | 77% 80% 90% 80% 70% 67% 77% 93% 0% 68% 71% 63% 15% 38% 50% 100% 73%
category Not available | 27% | N/A | N/A | 0% | 0% | 0% | 0% 3% 0% | 0% | 0% 100% | 5% | 9% | 5% 62% | 23% | 40% | 0% 0%
Comparability Rather bad 21% N/A | N/A | 23% 20% 13% 20% 27% 25% 8% 7% 0% 22% 14% 11% 23% 31% 10% 0% 27%
with other | Moderately 41% N/A N/A 57% 60% 77% 67% 57% 67% 77% 71% 0% 61% 57% 63% 0% 31% 40% 100% 73%
product Rather good 12% N/A | N/A | 20% 20% 10% 13% 13% 8% 15% 21% 0% 12% 20% 21% 15% 15% 10% 0% 0%
te i
categories Not available | 27% | N/A | N/A | 0% | 0% | 0% | 0% 3% 0% | 0% | 0% 100% | 5% | 9% | 5% 62% | 23% | 40% | 0% 0%

Note: The comparability of information was rated by the country researchers who collected, scored and analysed pre-contractual disclosure information for
each product. UCITS - Undertaking for the Collective Investment in Transferable Securities; MMF - Money Market Fund, ETF - Exchange Traded Fund, AIF
- Alternative Investment Fund; IBIP - Insurance-Based Investment Product; PPP - Personal Pension Product.

The number of sampled products is shown in brackets.

Source: Consortium, based on the product scoring.
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5.4.10. Findings: Perception of simplified information documents by consumers

The previous section analysed the assessment of information documents made by the
researchers who were part of the study team. In addition, as part of the study experiment, we
also sought the feedback of consumers.

As explained in the section on impacts below, and in the methodological annex, as part of the
behavioural experiment we exposed consumers to a simplified one-page information document.
In addition to assessing the extent to which the simplified mock-up information documents
supported consumer choice (impact), we also asked for their feedback about the documents
reviewed by them. They were asked to give feedback on these criteria:

e ease of understanding;

e volume of numbers and figures (proxy for complexity);
e overall layout and presentation (proxy for engagement)
e usefulness of information.

The ease of understanding of the documents shown was rated the least favourably of the
four criteria. On a ten-point scale whereby 1 is very bad and 10 is very good, the average score
was slightly above the mid-point - 6.1. Only 28% of respondents rated the already highly
simplified one-page document as easy to understand, selecting the top three scores (8, 9 or 10).
Most information documents reviewed as part of the analysis presented above are much longer
than one page.

There are also interesting differences in the rating of these mock-up documents by subgroups:

e people with savings, no investments but looking to invest rated the ease of understanding
most positively even though it was still below 7 — average score 6.65; but

e people with savings but not interested in investing rated the ease of understanding the
worst — average score 5.68 (i.e. 1 point below the segment of people searching to invest);

e people who have high trust in banking rated the ease of understanding relatively high
(7.59) compared with those whose trust rating of banking is low (5.09);

e older age groups considered the documents as less clear than younger ones;

e risk-averse individuals rated the documents as more understandable than those seeking
risk exposure (6.4 versus 5.54);

e the differences according to level of education or financial literacy scores were much
narrower, with the trust and interest in investing variables recording the greatest
differences.

When looking at the different treatments?’8, meaning the different format of the simplified
information document tested, the differences are marginal on the ease to understand.
Nevertheless, the cost simulator and personalised costs are rated somewhat higher than the
baseline option (dashboard) and other options. There are also some differences linked to
products: UCITS information documents were rated somewhat better than other products in
terms of ease of understanding. The information documents used in the simulation took into
consideration product specificities and reproduced the type of information that is required to be
shown for a given product type.

The complexity of the documents as measured by the perception of respondents of the
volume of numbers and figures was also rated as middling - 6.51 on a scale of 1 (very
bad) to 10 (very good). Here again it must be borne in mind that the documents were already
simplified (see mock-ups in section on impacts). The relevance discussion focused on whether

278 By treatment, we mean the visual and content differences the simplified information documents contained, i.e., a dashboard, the dashboard
removed, a comparator, a cost simulator, personalized costs and cumulative costs removed.
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complexity is one of the barriers to the relevance and effectiveness of disclosure. The same
patterns as above apply:

e people seeking to invest considered the volume of humbers and figures more positively
(6.9) than those who were not interested in investing (6.14), while the other segments
were in-between these two;

e those with trust in banking considered complexity most positively (7.78 versus 5.74 for
those with low levels of trust).

The layout and presentation of the documents were used as a proxy for the engaging
character of the documents. As discussed in the section on relevance engagement is a
precondition for people to actually read the disclosure documents. This in turn is a prerequisite
of effectiveness. The score for the layout of the documents shown was also middling - 6.43. The
same categories as above rated the layout and presentation highest and lowest.

As with the previous criteria, the differences between treatments and product categories were
low. Overall cost simulator and personalised costs were rated marginally better and the same
applied to UCITS.

Finally, of the four criteria, usefulness was rated the best, albeit below 7 points. The average
score for the perceived usefulness of information presented was 6.74. Only a small humber of
people chose the bottom three options (5%) while the majority chose the middle scores (60%).
Young people, those who are risk averse, those with a high level of trust in banking and those
interested in investing considered the information as more useful compared with other segments.

As above, personalised costs and cost simulator formats were considered slightly more useful in
terms of information presented and the same goes for UCITS compared with other products. But
again, the differences were minor.

5.4.11. Impacts of disclosure on consumer product decision-making

The aim of the disclosure requirements is to ensure that consumers better informed and,
subsequently, make better product choices.

To assess the extent to which disclosure documents contribute to consumer choice and how this
differs when using different disclosure formats, we carried out a behavioural experiment
integrated in the previously discussed consumer survey. The details of the experiment and the
analysis are provided in Annex 8. This section summarises the main findings.

The main objective of the survey’s experimental module on disclosure was to investigate
whether, and under which conditions, product-specific disclosure practices are effective in
supporting retail investors in making optimal choices.

To carry out this assessment, we considered six disclosure practices transposed into the
experiment as variations of real-life, regulation-based requirements of the disclosure of pre-
contractual information. Taking as the starting point the existing KID templates, we designed a
one-page reduced version of benchmarking information documents, with several layout
alternatives, which reflected. These reflected information sources through which retail investors
are provided with the required pre-contractual information.

Throughout this study, the effectiveness of the disclosure documents is understood from the
perspective of the costs associated with an investment product: an investment decision is
considered optimal if the investment product selected is the one with the lowest costs. For the
implemented experimental design, we considered that a disclosure document is effective if it
enables the retail investor to choose the investment product with the lowest costs.

Each consumer was presented with two alternative information documents about supposedly
different products, but each time these were products of the same category. Considering an
alternative hypothesis in which, in the absence of the disclosure documents, retail investors
would make the decision in a purely random manner, they would have a 50% chance of choosing
the optimal invest product (i.e. the one with lower costs).
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To assess, in a quantifiable manner, the effectiveness of disclosure for both the status quo
documents and the five alternatives designed across the investment products considered, we
used as counterfactual the hypothesis that retails investors make purely random investment
choices, selecting the optimal product in 50% of the cases. Hence, a disclosure document is
effective if the retail investors that used it to inform their investment decision have a -
statistically significant - higher than 50% rate of choosing the optimal product.

The extent to which the “status quo” in disclosure is effective in enabling people to
make a correct choice

To answer this question, the design of the experimental manipulations had as starting point what
can be considered as the “status quo” for each of the products included in the experiment: a
disclosure document reflective of either the regulatory requirements or everyday commercial
practices, specific to each of products. As such, in the context of the design’s focus on costs,
having as starting points the design elements of the KIID for UCITS and those of the PRIIPs KID,
we drafted simplified versions of cost and information benchmarking documents. To address the
inherent limitations of the experimental environment, we limited the information documents to
a simplified one-page version for both the status quo disclosure and the alternatives considered.

Across the three investment products and the investment service considered, in line with the
design’s focus on costs and the effectiveness of disclosure, the central information element of
the status quo approach consisted in a graphical table summarising the key cost information.
Building around it, we considered that for all three products and the service, the “"Dashboard”-
based approach best reflects best the status quo. It summarises in a synthetic manner the key
cost information required to be disclosed at the pre-contractual stage.

The full set of treatments used is provided in an annex while the figure below shows the mock-
up information benchmarking documents used for UCITS and Structured Notes as examples. As
shown in these images the treatments had multiple information points about costs and charges
as is the case in current real-life disclosure documents used in the market.
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Figure.5-20 - Treatments used for UCITS and for Structured Notes
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and the cosis prasanted i Sacien i,
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Investment Benchmarking Information Document Canital Bank
The iormiation coeiained in s OCUMERLis fequired by 1m0 hel you Understand the ratlre adme Fiaks of E apitol Ba
Fneetig i s fund. You sre shvised 10 Pead il &0 yoa 5 ks 8N PRI Ssciaion SEoul wheter 1 Frest

Product name:  CB Sustainable Investments taauer: Capiiol Bank Luxamboury

Guaranbor: CH Holdings (Lusemiourg)
Manufacturer: Capinl Bank Luxembourg Competent autharity:
1SIN: LUS21 1 AGAX0 Ao des Marches Financiers {AMF)
Autnriké da Conindla Pradenbel of da Resokdion (ACPR)
Honw muchmaney coukd ou get backif you hoid for Arerage mmual costs ifpou How risky & his product?
‘he recommended hokdngpeniod | 10 years|? hioid this productfor.. [— Higharrisk
Tom R E Average - h Troio
e snrs e Tyear  537% R ==
Lt radka Scanann 11,80 14 ii‘”" 0ETs ..-ﬂ--.
Moderme meeprg LiFo) 157% ot This procuct bas a rek grade of
Fawestata wanare w24 Like dool 7

Wi g albonat bo prerchase @ prodsect that is net simple and may be diffiosit fo understand
What is this product?

Type
This prodiuct i & dabl insirument banafing from colateral aysats wih variabla vakus (this may be i) i governad by Lussmboug law.

Objectives

This prodiact i & TaedHEem nestmertwhich is designed b peesseste 3 payol S akey Ik e perdemants of ihe Refarsnce
Unidiaitying. I Final Level ofthe Refirersce Lindedying is above ce althe Firal Barriee, wou wil receive: 100% olthe Nominal Value, pla
e Peeicence olthe Reteeenos Lindetying ruipied by e Pariopalon, e Firsl Level olbe Reteence Undefyingis ek e
Final Bserier and sbovene kthe Capital Barrie, you wil iecene; 100% ofthe Nominal Valss Ofeniss, wouwil iecehe e Fral Levl of
s Reternos Lnderlying mutphed by the Roening Vs

What are the risks and what could | get in return?

Summary Risk indicater |ER1)

The summary risk indicalor is a gude b the level of risk of this prochuct com paed o othar prockcts. Eshows how kkely il is thal the
productwil lese monsy bacauss of movemants inthe markets or becawse we ars nok able o pay you. Wa have dassiied his product as 4
cudof 7, which i 8 madiam nsk class

Berformance scenarios.

e v Theertakla shows the monay you could gat back over tha red 10
il Tt yaumigh et back after Eoats e wears (the recommended holding penod), under difanent

e AFEINGE R 2 eor TR scqnanns. amuming habyou invest EUR 10,000, The scanarios
Uswarats IR SR gt btk it £t SILEN o ilustrals how your invesimant could parform They am an

watane AwETagE P dach s 140 N !
astimale offature perbrmance basedon avidenca Fomitha past
——— ﬂm’::r“'“ ﬁ':‘:‘ and ars ot an axad indicator. Whatyou getwil vary dapanding

oz 00 howthe market perorm andhow long you keep e product
1% 7
: Baseline treatment

Fovurshe Wit yoursight get back 2% costs
meeprg Aweeage e gach yer

What are the costs?
Costs cvertime

timal product

The Reducion in Yield (RIV) shows how heiotal costs you pary wil
reduce e rmmstment retum youmighl gal. The tolal costs induda
ore-of, ongoing a3 wal as inadental costs. The amours shown