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Proposals for an EURetall

Investment Strategy

Wide-ranging changes to

improve consumer outcomes

The Commission’s initial considerations
were debated and discussed by the
industry, including the introduction of

a “semi-professional” client category

and a potential ban on inducements.

On the former, the Commission proposes
only some adjustments to the definition
of professional client. On the latter,

the Commission now proposes only

a partial ban. However, various other
amendments are proposed to enhance
investor protection, including a form

of “value for money” assessment. Given
the provisions would apply only 18 months
after the amendments enter into force,
and the scale of the proposed changes,
the implementation timeline is likely

to be challenging.

This article summarises the proposals
and their practical implications.

The European Commission has published proposals for an EU “Retail Investment
Strategy” as part of its Capital Markets Union initiative, following its 2021 consultation.
The proposals aim to modernise and streamline the investment framework in order to
increase trust, transparency and investor participation. Notably, ESMA and EIOPA will
have important roles to play, with increased powers and resources.

EU firms impacted

A wide range of firms will be impacted by the proposals, including fund,
wealth and asset managers, banks providing retail investment services,
insurers offering investment products, platforms, investment advisers and
retail brokers.

The proposals mainly apply to MiFID and insurance firms (the latter via
amendments to the Insurance Distribution Directive (IDD)), but aspects of the
undue costs and pricing proposals will also apply to UCITS and AIF managers:
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https://finance.ec.europa.eu/publications/retail-investment-strategy_en
https://commission.europa.eu/system/files/2021-05/2021-retail-investment-strategy-consultation-document.pdf
https://finance.ec.europa.eu/publications/retail-investment-strategy_en
https://commission.europa.eu/system/files/2021-05/2021-retail-investment-strategy-consultation-document.pdf

The proposed changes

The Commission’s package sets out new requirements
and enhancements to the investor protection framework
in a wide range of areas. The most important aspects
are around:

¢ Value for money (VFM) and product governance:
The proposals take account of ESMAs recent opinion
on considering “undue” costs in UCITS and AlFs,
including assessing the eligibility of costs, developing
a structured pricing process that takes into account
various factors, and reimbursing investors on a timely
basis, where required. MiFID and IDD firms will also
need to implement a structured pricing process.
Notably, ESMA and EIOPA would be given a mandate
to regularly update cost and performance benchmarks,
against which manufacturers would need to compare
their products before offering them to the market. New
reporting obligations on costs and charges would inform
these publicly available benchmarks, although the goal
is to base the reporting requirements on existing data
where possible. In addition to the VFM proposals,
aspects of the product governance requirements are
amended (e.g. on the product approval process).

e Simplifying disclosures: Firms would need to display
risk warnings for “particularly risky” products (to be
defined by ESMA and EIOPA); disclosures would be
provided in electronic format by default (aligning IDD
requirements with MiFID); a new annual statement
would be provided by firms to clients; there would be
a standardised presentation of information on costs,
associated charges and third-party payments; and a
standard disclosure document would be introduced
for life insurance products.

e Stricter rules on marketing communications:
New obligations are being consulted on, such as
the requirement for management bodies to
define, approve and oversee a policy on marketing
communications, a clearer division of responsibility
between manufacturers and distributors, and
enhanced record keeping requirements.

e Client categorisation: Changes to MIFID, for clients
requesting to be treated as “professional’ would
include reducing the minimum wealth criterion from
€500k to €250k, and adding a new criterion around
professional experience or education.

e Enhanced standards for investment advisers/
wealth managers: New requirements to strengthen
the knowledge and competence of investment
advisers and wealth managers, including maintaining
this through annual continuous professional training
and development (to be evidenced by obtaining
a certificate).

e Adapting the advice suitability and appropriateness
test requirements: New obligations (such as explaining
the purpose of the assessment in a clear and simple
way) and expansion of the appropriateness test to
encompass the client’s capacity to bear full or partial
losses and risk tolerance. Notably, a streamlined
suitability assessment is envisaged where firms
could provide advice on a limited range of financial
instruments that are diversified, non-complex and
cost-efficient.
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Tackling bias in the advice process: A ban on
inducements paid from manufacturers to distributors
for execution-only sales (i.e. no ban on advised sales
— but this position would be reviewed three years
after the proposals come into force), rules to “further
substantiate” the need for firms to act in their clients’
best interests, and new tests for advisers to consider
when recommending products.

Strengthening supervisory enforcement:

New powers would be given to National Competent
Authorities to act where investors may be harmed
(for example, to take prompt action on misleading
market practices and carry out “mystery shopping”
exercises), and to introduce reporting for firms on
cross-border services.

e Promoting financial literacy: Member states would
be required to promote measures supporting the
education of retail clients.

e Amendments to the PRIIPs Regulation: In addition
to the above changes that will be brought about
through a new directive, the Commission has proposed
amendments to the PRIIPs Regulation. They include
changes to the PRIIPs Key Information Document (KID)
to introduce a new section (“product at a glance”),
removing elements that are not considered effective
(e.g. the “comprehension alert”), and the addition of a
new sustainability section that builds on existing ESG
disclosures (titled “how environmentally friendly is this
product?”). There are also measures to modernise and
simplify the KID and a preference for electronic format.
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https://www.esma.europa.eu/press-news/esma-news/esma-calls-legislative-amendments-prevent-undue-costs-funds
https://www.esma.europa.eu/press-news/esma-news/esma-calls-legislative-amendments-prevent-undue-costs-funds

Implications

The Commission'’s proposals will now be debated,
negotiated and agreed between the European Parliament
and the Council, which could result in various amendments
to the proposals. The Commission is assuming the
legislation will enter into force in 2025. In the meantime,
some may question whether the proposals go far enough
to improve retail customer outcomes, but others may
argue that some developments are better than none.

Whatever the final outcome of the legislative process,
there will be a significant amount of implementation
work for firms.

We foresee many implementation challenges — for example
scoping the changes needed on a legal entity basis and
performing gap analysis, establishing value for money
frameworks (which will be a fairly new concept for some
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firms), evidencing good outcomes (similar to reasonable
steps under the Individual Accountability Regime), meeting
additional MI and data requirements and reviewing
governance structures (similar to that set out within the
Individual Accountability Regime).

Careful thought will need to be given in approaching this
from a regulatory change perspective, considering lessons
learned, and ensuring that the requirements are fully
embedded at all levels in the business to ensure good
consumer outcomes.

How can KPMG help?

Please reach out to our experienced Asset Management
and Regulatory Change team for further information on
these proposals or any Asset Management or Regulatory
Change need you may have.

Jorge Fernandez
Head of Asset Management
KPMG in Ireland

t: +353 87 744 2776
e: jorge.revilla@kpmg.ie

Aine MacDonnell

Director and Asset Management
lead for Consulting

KPMG in Ireland

t: +353 87 050 4234
e: aine.macdonnell@kpmg.ie

© 2023 KPMG, an Irish partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English

company limited by guarantee. All rights reserved.

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavour to provide accurate
and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on
such information without appropriate professional advice after a thorough examination of the particular situation.

The KPMG name and logo are registered trademarks of KPMG International Limited (“KPMG International”), a private English company limited by guarantee.

If you've received this communication directly from KPMG, it is because we hold your name and company details for the purpose of keeping you informed on a range of business
issues and the services we provide. If you would like us to delete this information from our records and would prefer not to receive any further updates from us please contact

unsubscribe@kpmg.ie.

Produced by: KPMG's Creative Services. Publication Date: July 2023. (9452)


mailto:jorge.revilla%40kpmg.ie?subject=
mailto:yvonne.kelleher%40kpmg.ie?subject=
mailto:aine.macdonnell%40kpmg.ie?subject=
http://www.kpmg.ie
http://www.kpmg.ie
mailto:gillian.kelly%40kpmg.ie?subject=
mailto:jorge.revilla%40kpmg.ie?subject=
mailto:yvonne.kelleher%40kpmg.ie?subject=
mailto:aine.macdonnell%40kpmg.ie?subject=
mailto:brian.morrissey%40kpmg.ie?subject=
mailto:brian.morrissey%40kpmg.ie?subject=

	Button 1: 
	Button 3: 
	Button 4: 


