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Foreword

It is my pleasure to introduce this report commissioned by EFAMA. In deciding to sponsor this
initiative, our ambition was to take a proactive stance in learning from the challenges thrown up
by the recent financial crisis. This may not have been a crisis that we triggered, but we have
certainly been severely affected. Investors have been badly shaken and we must rebuild their
confidence in our abilities and our integrity. This is even more important for an industry that
acts as the custodian of individuals' private savings for retirement. Our contribution to the
European economy is vital and we are an important resource for its citizens. | am constantly
impressed by our industry's ambition to help investors' build their financial security.

Pension solutions in Europe, where demographic challenges are forcing governments to act, are
fragmented and often inadequate. We in the industry have a key role to play in building an EU
pensions framework. With the UCITS vehicle we already have one of the most robust underlying
investment products for retirement plans but the successful development of long-term savings

and private retirement products also relies on the quality of distribution, on educating investors — pear-Bantiste de ffanssu

about the optimum solutions, and on better knowing client needs. CEO Invesco Europe

We are on the brink of a new period. The uncertainty that resulted from the crisis, starkly
illustrated by the exceptional volatility of flows into UCITS, makes it imperative that we plan our
next steps carefully. We must shift from a cyclical post-crisis response to taking more holistic
structural measures in line with EFAMA's strategic agenda 2009-2011. It would be a grave
error for the asset management industry to use the early signs of recovery as a chance to sit
back and revert to the pre-crisis ways of doing business. We need to seize the opportunities
that the crisis has presented. This calls for action and leadership and EFAMA has a key role to
play in enabling bold decision-making while remaining steadfast in our commitment to investors
and asset managers' fiduciary duties.

Five years ago, EFAMA set out on a journey focused on deepening the single market and
increasing the global competitiveness of the European investment management industry. We
have made substantial progress in that time. Since then, new tactical and strategic priorities
have emerged for the industry to tackle, such as the Alternative Investment Fund Management
Directive, while PRIP, the new acronym for packaged retail investment products, has emerged
as one of the most important recent contributions to levelling the playing field in distribution.
Our “buy side” role has also been enhanced and the need for strong corporate governance
demonstrated once again. The planned review of MIFID will provide a unique opportunity to
draw upon on the last two years of experience. Understanding, managing and circumscribing
investment risk continues to be a fundamental task, and has encouraged calls for further
harmonisation. Finally, UCITS IV will help drive down cost and promote the attractiveness of
European funds with a set of clarified roles and responsibilities for depositories.

Despite all these positive developments, the message that the interviewees for this report are
sending the industry, regulators and legislators is that more needs to be done in the field of
long-term savings and distribution if asset management is to remain the ultimate custodian of
investors' long-term savings. The industry is ready to play its part, and wants to help improve
the daily life of European citizens.

The objective of this report is to set out some practical recommendations that focus on
supporting the investor. It comes at an apposite moment as Michel Barnier has just assumed
the role of EU Commissioner for the internal market and services and the European Commission
has just released its “agenda 2020". The eight recommendations described here should guide
the industry in its dialogue and collaboration with legislators, regulators and supervisors.

| believe that the best outcomes for investors - including renewed trust in financial services -
are likely to come from the right balance between regulation and self-regulation.
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On behalf of the EFAMA board, Claude Kremer (vice-president) and Peter De Proft (director
general), | would very much like to thank all the contributors to this report, especially the
interviewees, McKinsey & Company, Inc., and the entire steering committee. Their support has
been invaluable over the past few weeks in helping us putting together this call for action from
the asset management industry. For me, the recommendations are an inspiration for EFAMA in
its mission to represent the collective interests of our industry and better serve the long-term
needs of tens of millions of investors.
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In addition to the industry representatives mentioned above, this report has also drawn on the
valuable contributions of the following individuals who acted as a Steering Committee for this
exercise. They sought to focus on the main points that arose from the interviews, aware that
they did not necessarily represent their own personal views:
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Overview of eight recommendations

Long-term savings recommendations:

A1l. Increase total European retirement savings by encouraging governments to introduce
compulsory long-term saving schemes (with opt-out clauses), that are organised with
employer and/or industry scheme support;

A2. Increase the consumer-friendliness of long-term investments by introducing a personal
retirement plan (referred to as “Officially Certified European Retirement Plan” (OCERP))
that has consistent certification standards across Europe;

A3. Give all product providers equal access to suitable and efficient OCERPs in order to foster
competition for the best investor solutions.

Retail investment product distribution recommendations:

B1. Harmonise distribution standards for packaged retail investment products (PRIPs) across
product categories;

B2. Improve quality and transparency of activities at the point of sale;

B3. Promote further confidence in UCITS as a trustworthy investment vehicle.

Recommended industry actions to underpin improvements:
C1. Promote financial literacy and competence of individual investors and financial advisors;

C2. Set industry aspirations for better business conduct and performance.
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Introduction

The financial crisis caused record-breaking declines in the financial assets of European
individual investors, but it has also aggravated and highlighted long-standing issues these
investors face in the areas of long-term savings and the distribution of retail investment
products.

e | ong-term savings: Occupational pension funds, which represent an important part of
overall long-term savings, are vital in securing many investors' living standards at retirement
age. During the crisis, some pension funds came under pressure and had to make quick
investment decisions that ran contrary to their long-term objectives. Given the tough
financial situation many of their sponsors (i.e., employers) are in, it is questionable whether
all the funds can deliver fully on their promise. This could leave investors with less money
than expected at retirement. Taking this together with the state of public finances, which
have long ignored the impact of demographic change on the sustainability of their pay-as-
you-go (PAYG) systems (longevity riskl), it seems increasingly clear that Europe’s long-term
savings systems will not be sustainable without taking actions that include strengthening
individual contributions;

e Retail distribution: Volatility in asset flows (e.qg., the difference between gross and net sales,
or shifts from asset management products to bank deposits) has reached a level during the
crisis that is fundamentally at odds with the long-term nature of most asset management
products. This has meant that many investors have withdrawn assets prematurely, thus
cementing losses and missing the benefits of subsequent recoveries. This raises questions
as to whether the forces at work that drive individuals’ investment decisions are optimally
structured and regulated.

This report seeks to address the main challenges in these two areas of concern, and to derive
a set of practical recommendations with the dual objective of:

e Providing individual investors with additional solutions to meet their long-term investment
goals more closely, specifically in pensions, and

e Building a strong foundation for investor trust in the wider financial services sector,
especially in the asset management industry.

This dual objective places the individual investor at the heart of the effort. Together with an
assessment of the state of the industry and existing European regulatory frameworks, it serves
as starting point for the recommendations described herein.

Of particular concern for the group of 23 interviewees is the need to ensure a level playing
field for different long-term investment products and to create sufficient transparency at
the point of sale. More concretely:

Long-term savings: All European countries face severe challenges in getting their citizens
to engage in long-term savings that provide adequate returns, for example to secure their
standard of living upon retirement. Today, the lack of a level playing field:

e |eads to requlatory arbitrage as differing regulatory standards applied to different but
competing products can create incentives for some providers to develop products that are
subject to the least regulation or attract the most state aid, rather than focusing on true
investor needs;

1 Inareport entitled ‘Social impact of the
crisis - Demographic challenges and the

e Adds to complexity costs as vast differences between national legislation make it hard for pension system’, the EU's economic and
i R f : [y : scientific policies department states that
providers of long-term investment products to realise efficiencies of scale that could stem the “impact of the crisis on pensions s in

from unified approaches to marketing products and managing long-term assets; the order of 5 to 15%, while the impact
of ageing is doubling the burden on the
younger generation, an increase in the
order of more than 100% in many Member
states”.
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¢ Impedes competition for best investor solutions as differences in transparency
requirements and/or allowable risk exposures across product categories make comparing
different solutions and products difficult. This makes it harder for investors to drive the
quality of long-term investment products;

Retail distribution: Previous industry and regulatory efforts have focused on investment
production rather than distribution. Product regulation has been particularly thorough on asset
management products, while to some extent ignoring other (substitute) investment products.
This has led to distorted competition between different product types at the point of sale. In
addition, given the impact that the right combination of investment products has on overall
returns, and given that asset allocation is typically done at the point of sale, the focus of
regulation should shift from production to distribution. This is the point at which the individual
investor is significantly exposed to the risk of making bad investment decisions. In this report,
therefore, references to “distribution” and “point of sale” refer not just to the sale of products
but also where appropriate to the provision of advice - i.e., identifying client needs and advising
on the best way to meet those needs.

The recommendations of this report build on the worldwide success of UCITS and seek to
embrace the objectives expressed by the European Commission in its strategic goal for 2020,
i.e., to increase connectivity through the single market to the benefit of European investors.
Recommendations fall into three categories: recommendations to address long-term savings
challenges, recommendations to address distribution challenges, and finally actions from the
asset management industry that underpin commitment to improvements in both areas (see
page VI).

The challenges and recommendations discussed in this report are, of course, not the only areas
in which the asset management industry should act. Others have been highlighted in the
foreword of this report and also need attention.

This paper seeks to be practical rather than academic. It focuses on distilling a few quickly
applicable high-impact measures alongside other more fundamental actions that will be
essential to ensuring sustainable long term savings and strengthening distribution mechanisms.

The findings are not trying to reinvent the wheel. Existing regulatory frameworks - especially
asset management-oriented UCITS - already enjoy a global reputation as state-of-the-art in
terms of investor protection. They have also helped the asset management industry in Europe
market its products and services successfully across the EU and beyond and survive the
financial crisis in reasonable shape. Nevertheless, recent events, together with broader industry
trends towards convergence of product categories and diversification of distribution models,
challenge both the role of asset managers (and other industry participants) as well as the
validity of today's regulations in a post-crisis era.

The recommendations in this report are informed by the perspective of asset management
firms as opposed to other types of financial services providers. However, the 23 interviewees
firmly believe that the recommendations are in the best interests of European citizens and
investors.

Some of the recommendations put forward in this report could be adopted by the industry
alone. Others could be initiated only in partnership with or led by European and national
legislative/reqgulatory bodies. The interviewees recommend that EFAMA seeks to work with
industry members and policymakers to help put the proposed changes into practice.

Chapter Il gives an overview of some of the key challenges retail investors face today. Chapter Il
elaborates on the specific recommendations for long-term savings and distribution, outlining
their potential impact on the identified challenges. Chapter IV adds to these specific
recommendations by putting forward two proposals that underpin the industry’s commitment
to the recommendations. Chapter V contains some closing remarks.
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|. Challenges in long-term savings and
distribution of retail investment products

Before delving into the recommendations, it is useful to examine briefly the challenges that the
23 interviewees identified, which investors face and that the industry has to overcome in both
focus areas.

1. Long-term savings challenges

Within the range of long-term savings schemes that could be developed further, the interviewees
focused more specifically on retirement plans given the existing challenges facing pensions in
Europe.

They believe there are four stakeholders that need to be looked at (Exhibit 1): the investor, the
legislator/requlator, the retirement plan provider, and the product provider, e.g., the asset
manager.

e |Investors can be unaware of the need to save for the long-term as they still expect that the
benefits from PAYG and traditional occupational pension schemes will suffice. Others simply
delay investment decisions, as they are unsure as to what the best solution for their needs is.
Investors also have insufficient incentives to save privately for retirement. Finally, they tend
to have limited stamina for long-term savings, preferring to focus on short-term returns and
liquidity;

e To date, relevant legislation/regulation has been product-focused. This has led to sizeable
inconsistencies at a national level in the fiscal treatment of similar long-term investment
products. This in turn has given certain product providers privileged access to state-aided
retirement plans, which hinders true competition for best investor solutions. Additionally,

Exhibit 1: Main challenges identified in long-term savings

Main challenges in long-term savings

Lack of awareness of need to save for the long-term and tendency to procrastination

@ Insufficient incentives to save privately for the long-term

Limited stamina for long-term savings

Inconsistencies at a national level in the fiscal treatment of similar investment products

Legislator/

regulator Hindered true (cross-border) competition for best investor solutions

Limited transferability of long-term assets across plans, pillars, and countries

Not always sufficient transparency provision towards investors

Retirement

plan provider Only limited asset/investment product choices

Not enough flexibility with regard to tailoring to individual customer needs

PRIP
provider Limited attractiveness of design of long-term savings products

Source: Interviews with CEOs of European asset managers, pension funds, and investor protection associations.

2 When referring to plans, savings, assets,
etc., the words “pension” and “retirement”
are used synonymously in this paper.
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there have been only limited attempts to harmonise national frameworks, which has
hindered retirement plan and product providers from competing at a European level, and
limiting transferability of long-term assets across plans, pillars, and countries;

e Retirement plan providers do not always provide investors with sufficient transparency
(e.g., on the actual investment part of retirement provisions) and commonly offer only
limited asset/investment product choices. Retirement plans also do not show enough
flexibility with regard to tailoring to individual customer needs;

e Faced with this situation, some PRIP providers tend to focus more on requlatory arbitrage
than solely on investor needs. In some cases, this has reduced the attractiveness of long-
term saving products.

2. Distribution challenges

The following challenges in distributing retail investment products expressed by the 23
interviewees cut across investors, product providers and, of course, distributors themselves
(Exhibit 2).

® |nvestors can sometimes be challenged by the complexity of product choice and design.
They also lack prompt proof of quality regarding their purchases/investments and sufficient
financial education and engagement, all of which means they cannot influence the quality
and price of the services they are offered;

e Distributors offering investment advice may not be given sufficiently strong incentives to
act in the best interest of their clients, independently of existing regulatory frameworks. This
could lead them to not always providing the best possible advice, potentially being biased
towards certain PRIP providers/PRIP categories;

e PRIP providers may not always show appropriate consideration for investor needs, notably
when it comes to product design. Often this is due to inadequate information flows between
product providers and distributors and limited knowledge of ultimate client base.

Exhibit 2: Main challenges identified in distribution

Main challenges in distribution

Investors confronted by complexity of product choice and design

@ Investors with lack of prompt proof of quality regarding their investments

Investors lack sufficient financial education and engagement

Distributors not given sufficiently strong incentives to act in the best interest of their clients

Distributor Distributors not always providing the best possible advice

Distributors potentially biased towards certain PRIP providers/PRIP categories

PRIP
provider PRIP providers not always showing appropriate consideration for investor needs

Source: Interviews with CEOs of European asset managers, pension funds, and investor protection associations.



Revisiting the landscape of European long-term savings - A call for action from the asset management industry

II. Overview of recommendations

The asset management industry representatives had many different recommendations to
address the challenges outlined above. Within these, a priority list of three recommendations
each for long-term savings and retail distribution was defined, together with two enabling
proposals to underpin improvements in these two areas (Exhibit 3).

Contributors recognised that the measures outlined in this paper should lead to greater benefits
for investors, even if these are at the cost of other industry participants (i.e., distributors and
retirement plan/PRIP providers). Of course, meeting investor's needs should increase the long-
term viability of the European long-term savings market in general, and the European asset
management industry in particular.

The recommendations require different levels of industry and/or regulatory involvement -
the role of each will be described below.

Exhibit 3: Synthesised recommendations for long-term savings and distribution

Long-term savings Distribution
Retire-
PRIP. ment plan Distributor P.RIP
provider ) provider
provider
Regu- @ Increase total European retirement savings Harmonise distribution standards for
latory by encouraging governments to introduce

packaged retail investment products

action acompulsory long-term saving schemes (with (PRIPs) across product categories

opt-out clauses), that are organised with
employer and/ or industry scheme support

Increase the consumer-friendliness of long- Improve quality and transparency of
term investments by introducing a personal activities at the point of sale
Feyretirement plan that has consistent
certification standards across Europe

(referred to as "Officially Certified European . .
Retirement Plan"; OCERP) ? Promote further confidence in UCITS as

a trustworthy investment vehicle

Give all PRIP providers equal access to the
development of suitable and efficient
OCERPs in order to foster competition for
the best investor solutions

Promote financial literacy and competence of
individual investors and financial advisors

Set industry aspirations for improved business
conduct and performance

Source: Interviews with CEOs of European asset managers, pension funds, and investor protection associations.

A. Recommendations to improve provision of long-term savings

Al. Increase total European retirement savings by encouraging governments
to introduce compulsory long-term saving schemes (with opt out
clauses) that are organised with employer and/or industry scheme
support

Evidence from both within and beyond Europe suggests that introducing compulsory savings
schemes is a viable way to enforce regular personal contributions. Effective implementation
would increase employees’ retirement assets, reducing dependency on national PAYG systems
and therefore positively affect member states’ budgets, notably in periods of low growth.



3 This is consistent with the call for fostering
and better recognition of the two-layer
structure of the private pension market
in EU policy papers/initiatives on private
pensions by the European Federation
for Retirement Provision (EFRP), cf. EU
Register ID: 5199259747-21
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Compulsory saving schemes should have three cornerstones:

e Automatic enrolment of all citizens with an opt-out clause. Such systems have already
demonstrated their advantages, and are being introduced in some countries, such as in the
UK in 2012;

e Employers would help collect contributions (the state or professional associations would
assume this role for the unemployed, self-employed, or small businesses). This would reduce
costs due to both the scale of the operation and the bargaining power employers could
exercise, for example in dealings with retirement plan providers;

e Granting the best available tax benefits at a national level for compulsory retirement
provisions. This would reduce investors' inclination to opt out.

Together, these cornerstones could ensure healthier retirement savings despite the pressure on
public and occupational schemes.

It is clear that the legislative power for such an undertaking lies within the separate national
legislative bodies, which would determine minimum/maximum contributions, and the rules for
opting out. In principle, recommendation A1l could be implemented on a stand-alone basis at
national level. However, a unified certification standard for European personal retirement plans
that set (i) minimum standards and (ii) conditions for granting best available tax benefits that
are applicable to other retirement provision options would reduce national bodies’ efforts to
promote compulsory savings and strengthen investors' ability to reach their long-term
investment goals.

A2. Increase the consumer-friendliness of long-term investments by
introducing a personal retirement plan that has consistent certification
standards across Europe

Irrespective of how widely recommendation A1l is adopted, those interviewed saw a clear need
for a simple personal retirement plan, with unified standards across Europe. This should take
the form of a simple wrapper, which could form part of both Pillar 2 and Pillar 3. Those
interviewed saw the absence of such a vehicle as a critical barrier to enabling EU citizens to
save more for their retirement.

Unified standards for such personal retirement plans should protect investors' retirement
assets, allow for adequate investment choices to build wealth, as well as foster transparency
and attractiveness from a long-term saver’s point of view. Plans that meet these standards and
receive certification from the appropriate regulatory body will be termed an “Officially Certified
European Retirement Plan” (OCERP) in this report.

The design of OCERPs should allow plan providers (insurance companies, banks, or asset
managers) to raise retirement savings in both Pillars 2 and 3.3

OCERPs are designed to be retirement plans, not the underlying investment products. As such,
OCERPs are open to all providers as long as their products allow the OCERP to meet its
certification standards.

The introduction of OCERPs would create a level playing field for retirement plan providers
across Europe. This chapter now details OCERP certification standards (A2.1), and the
associated supervisory standards in the EU (A2.2).
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A2.1. Basic requirements for Officially Certified European Retirement Plans

OCERPs would create a new market segment for which a level playing field is needed to ensure

fair competition for the best personal retirement plans. Therefore, a unified certification
standard should be introduced that allows national legislators to approve plans based on
uniform European guidelines.

Conceptually, an OCERP could be designed as a European Personal Pension Account (EPPA),
i.e., an account in which an individual accumulates savings, retirement claims, and/or other
insurance-related claims, all of which are dedicated exclusively to providing retirement income.4

In addition to the feedback received from interviewees, the requirements developed below
integrate the feedback received by EFAMA on EPPA and the main findings of two independent
studies commissioned by EFAMA.5 They also take into account the proposal developed by the
European Financial Services Round Table for the creation of Pan-European Pension Plans.®

The basic requirements for OCERPs are that they should (i) be transparent, (ii) facilitate
investment choice, (iii) be transferable/portable, (iv) provide adequate flexibility, and (v) be
managed cost-efficiently and safely.

Transparency

e OCERPs should be domiciled in an EU member state or within the EEA (European
Economic Area) to ensure that they fall under European regulation and the associated
transparency requirements;

e Transparency on all costs. The OCERP provider would formally reconfirm costs of the
retirement plan to investors annually in an itemised statement. This gives investors more
information and could encourage competition between providers, i.e., insurance companies
and asset managers;

e Transparency on accumulated savings. The OCERP provider should inform investors of
their total savings at least once a year in order to increase the level of information they
receive, and give them the opportunity to adjust annual contributions.

Individual choice

Individual choice allows people to structure their retirement investments according to their own
needs and preferences. There are valid concerns about individuals' ability to make the right
decisions when it comes to planning for their retirement, hence the need for the regulator to
support this individual choice. In this context, the following should be required:

e OCERPs should limit the range of underlying products in which individuals can invest, and
put in place mechanisms to help individuals make well-informed choices;

e OCERPs should offer a default investment option (i.e., a selection of underlying investment
products that reflect an appropriate asset allocation given the investor’s basic characteristics,
e.g., age) to help individuals who are unable or unwilling to make investment choices;

e OCERPs should provide solutions for dealing with investment risk during the accumulation
and pay-out phases. This requirement would seek to ensure adequate investment returns
over the long term, while seeking to avoid individual exposure at the point of retirement to
unnecessary market risk.

- The solutions for the accumulation phase should offer a range of investment options.
These might include guarantees of certain benefits or sophisticated asset allocation or
investment approaches that ensure an automatic reduction over time of the share of risky
assets in the OCERP portfolio. This would mitigate the risk of investors falling victim to a
potential market collapse just before they retire.

4 More information on the EPPA proposal

is available on: http://www.efama.org/
index.php?option=com_docman&task=doc_
details&gid=156&Itemid=35.

See Oxera report entitled “Defined-
contribution pension schemes: risks and
advantages for occupational retirement
provision" and Maurer report entitled
“Rethinking retirement income strategies
- how can we secure better outcomes
for future retirees”. Both reports can be
downloaded from the EFAMA website at
the following addresses:
http://www.efama.org/index.
php?option=com_docman&task=cat_
view&gid=29&Itemid=-99,
http://www.efama.org/index.
php?option=com_docman&task=cat_
view&gid=261&Itemid=-99.

See http://www.efr.be/members/upload/
publications/76309EPP%202007.pdf.



7 Pre-requirements (e.g., real estate
appraisal, business plan certification by
state-approved start-up consultant) and/
or cap on withdrawal/borrowing (e.g.,
percentage of real estate value) to be
discussed in order to protect individual
investor from bad investment/reallocation
decisions.
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- The solutions for the pay-out (or decumulation) phase should offer the possibility of
converting the accumulated lump sum into a recurring income stream after retirement,
e.g., by supporting the use of pay-out solutions such as drawdown plans and variable/
deferred annuities.

Transferability/portability
Transferability between countries and/or employers and/or pillars is essential within the
European Union to support the free movement of people and labour. As such,

e |nvestors should be allowed to merge pension or retirement accounts managed by
different providers from different (former) employers without incurring unnecessary
losses. This recommendation would also lower complexity costs for providers and thus
potentially for investors;

e OCERP assets accumulated in one member state should be transferable to another.
Pay-outs should be taxed in the country in which any (potential) tax break was granted in
the accumulation phase;

e OCERPs should also be transferable between pillar 2 and 3 schemes, so that, for example,
employees moving to self-employment can keep their retirement assets.

It must be clear, however, that not all contracts provide identical benefits, (e.g., with regard

to potential coverage of biometric risk within an OCERP) and that there could be some
administrative costs associated with transfers. Regulation of the administrative costs, however,
should stop plan/product providers from introducing prohibitively excessive charges, e.g., for
pay-outs beyond national borders.

Flexibility

Flexibility further increases the attractiveness of the underlying investment products (and thus
the OCERP), and should help overcome investors' limited stamina for long-term investments.
As such,

e OCERPs should offer flexible withdrawal/borrowing options for specific reasons, such as
buying owner-occupied real estate, covering old-age health care expenses, etc. Tax breaks
should stay in place if withdrawals are returned within a set time frame, giving investors
flexibility and increasing their propensity to save;”

e The EC should also require flexible suspension rights in OCERPs in specific cases, i.e.,
the right to offset retirement provisions for a set period. Specific cases could include
unemployment, having children, buying owner-occupied real estate, and/or venture creation.
Investors should be able to make up for suspended payments within the same fiscal year
without losing (potential) tax breaks or government subsidies.

Any product provider that wants access to OCERPs (i.e., insurance companies, banks, asset
managers) would need to ensure its products provide such flexibility.

Cost-efficiency and safety
Finally, to ensure cost-efficient OCERPs that benefit investors and to protect investors from an
OCERP provider's potential bankruptcy, the regulator should impose:

¢ |nstitutional management of OCERP provisions, i.e., contributions from the same
employer/employee group should be managed by a set of product providers selected by the
employer (potentially pre-selected by the OCERP provider) in order to ensure sufficient scale
and advantageous bargaining positions;

e Management of OCERP investments in individual accounts to allow transparency on the
value of the individual's portfolio and ensure less disruptive (and thus less costly) asset/
investment product transfers from one plan to another.
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e (Creation of segregated accounts (i.e., ring-fencing the OCERP assets from the provider's
balance sheet assets), which would increase investor protection in case of product provider
bankruptcy and allow economies of scale.

A2.2. Associated supervisory standards for Officially Certified European
Retirement Plans (OCERP) and OCERP providers

The national regulatory body that has the authority to authorise retirement products should
award OCERP status. Once certified in one member state, OCERP providers should be able
to market OCERPs throughout the European Union.

To achieve this objective, it is essential to agree on a legal framework to:
e Provide OCERPs with a European Passport;

e Regulate the conditions under which financial institutions, in particular insurance companies
and asset managers, could provide OCERPs across Europe.

One option to put this into practice would be for the new European Commission to prepare a
proposal for a new Directive on the regulation and supervision of OCERPs and their providers.

An alternative approach would be for the European Commission to propose an adaptation of
the Directive 2003/41/EC on the activities and supervision of institutions for occupational
retirement provision (IORP)8.

Although the IORP Directive has only a limited track record®, it could be used as the basis
creating a single market for pan-European personal retirement plans. For this to be possible,
the IORP Directive should be adapted to:

e |nclude a section describing the proposed unified framework for pan-European pension or
retirement plans. This should draw on this report’s proposal on OCERPs and emphasise
that these plans could be offered in Pillars 2 and 3;

e |nclude a section describing the proposed requlatory requirements for OCERP providers.
In principle, insurance companies, asset managers and banks should be allowed to provide
OCERPs under existing Directives. Alternatively, OCERP providers could be requested to
comply with the IORP Directive. However, to improve efficiency, this approach should be
coupled with the proposal in the next paragraph;

e Create a level playing field by allowing all requlated providers to offer OCERPs without
requiring that they establish a separate new legal entity with a separate governance
structure. Instead, the Directive should extend the approach offered in Article 4 to all
financial institutions, which already benefit from a Community legislative framework;

e Use the opportunity offered by the revision of the Directive to address other outstanding
issues that have been raised in the context of the review of the Directive by CEIOPS and
the European authorities.

In developing a requlatory framework for OCERP and OCERP providers, it is important to
recognise that the OCERP itself, so long as it is simply a wrapper around investment products,
will have no need for additional solvency requirements. Existing EU capital and solvency rules
would continue to apply to providers already subject to those rules. As a transparent wrapper,
the OCERP would not embody any guarantees and hence not need capital backing. Of course,
if an OCERP were designed in a particular member state to include guarantees within the
wrapper, the relevant solvency rules would have to apply.

See http://ec.europa.eu/internal_market/
pensions/directive_en.htm.

As of June 2008, only 70 cases of cross-
border activity had been reported under
the new IORP Directive (CEIOPS: “2008
Report on Market Developments").



10 See http://www.europarl.europa.eu/oeil/
resume.jsp?id=5575832&eventld=105766
0&backToCaller=NO&Ilanguage=en.

11 See recital 12.

12 UCITS can, however, also offer weekly or
bi-monthly valuation which may be more
suitable to certain types of offerings.
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In developing such a regulatory framework, the European Commission would be responding to
the European Parliament's invitation “to undertake the preparation of an appropriate and
feasible framework of regulation and supervision of pan-European pension products”.10 It would
also be responding to the understanding reached at the time of the negotiation of the IORP
Directive that it would “carefully monitor the situation in the occupational pensions market and
assess the possibility of extending the optional application of this Directive to other regulated
financial institutions".11

Developing a fair and balanced proposal for unified certification standards and harmonised tax
treatment of OCERPs (at least at a national level) can be achieved only if the different European
regulatory bodies work together. Also, all potential OCERP providers should be allowed to
contribute in order to ensure that all relevant perspectives are incorporated.

To support such a development, interviewees recommended that EFAMA commits to launching
an “Industry Research Group” to help the EU move in this direction. Its purpose would be to:

e Explore opportunities for innovation in personal retirement plans, e.g., creating marketable
defined contribution schemes that contain some form of capital protection and risk
coverage, and thus respond to the dilemma of costly guarantees and investors’ demand for
predictable but attractive investment returns;

e Further investigate the practicality of recommendations A2.1 & A2.2 in order to identify
impediments and develop adequate implementation guidelines as a contribution to the
European Commission’s work on this matter.

A3. Give all product providers equal access to suitable and efficient OCERPs
in order to foster competition for the best investor solutions

In order to ensure competition and bring about the best investor solutions, all investment
product providers (i.e., insurance companies, asset managers, and banks) should be allowed to
provide OCERPs as long as they comply with the OCERP certification standards outlined above.

In addition, interviewees strongly and unanimously argued that UCITS were eminently suitable
to serve as the underlying investment products within the OCERP wrapper. This is
understandable if one maps the proposed OCERPs certification standards against UCITS
regulations:

e UCITS are domiciled in Europe, and thus fall under European regulation;

e Permissible UCITS investment strategies allow for sufficient diversification and pursuit of
sophisticated asset allocation approaches. As far as guarantee-like features are concerned,
e.g., coverage of biometric risks, asset managers could (and should) proactively pursue
partnerships with insurance companies to bring the best of both worlds to investors;

e UCITS enjoy a world-wide reputation as a transparent investment vehicle, not least because
of their provisions on (i) required cost disclosure and (ii) daily valuation of the net asset
value of its shares;

e Given their divisibility into separate shares, the daily valuation of net asset values, and
European-wide authorisation, UCITS funds are easily transferable across investment
(retirement) plans, pillars, and countries;12

e Again due to the daily valuation of net asset values, withdrawals from UCITS investments
are easy. In addition. suspending investment payments has not drawbacks for the long-term
saver;

e As outlined, UCITS shares can be traded on a unit-by-unit basis, thus making them ideally
suited for management in individual accounts.
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Although only some asset managers are likely to opt for OCERP provider status and offer the
whole retirement solution, all providers will have a keen interest in contributing to OCERPs by
offering the underlying investment products. Interviewees are aware that investors might need
more education to be convinced of the benefits of having pure asset management products in
an OCERP. They are also sure that once this has been successful, the asset management
industry can live up to its societal role and contribute to the long-term sustainability of the
economy by delivering on the long-term goals of hundreds of millions of European long-term
savers.

Summary

Overall, the three recommendations for long-term savings address all the relevant challenges
identified in Chapter 1 (Exhibit 4). Individual recommendations have relatively little overlap,
therefore implementing all three collectively is crucial if the challenges are all to be overcome
effectively.

Exhibit 4: (A) Impact of recommendations on challenges in long-term savings

\/ \/ Immediate impact

Degree to which synthesized recommendations are able to address challenges in long term savings Subsequent impact

o o

Introduce a personal retirement plan ("Officially
Increase total 7 o
European retirement Certified European Retu_'emept Plan"; OCERP)

savings by encoura- !ha't hasE r g
ging governments to ECrOSSIEUIOPe

Give all PRIP providers
equal access to the

introduce compulsory Indi- development of
long-term saving Trans- vidual Port- Flexi- Cost suitable and efficient
Main schemes parency choice ability  bility efficiency OCERPs
ck of awareness of n
the long-term and tend 0 \/ \/ \/

Ins| nt incentives to save privately
... v ‘
Limited stamina for long-term savings v v

Inconsistencies at a national level in the
fiscal treatment of similar investment \/ \/ \/ \/

products
Legi m o
; true ( d
regulator  for pest investor solutions v
Limited transferability of long-term
assets across plans, pillars, and \/ \/
countries
Not always sufficient transparency
provision towards investors Vv
Re‘:,rf;':,'e"' Only limited asset/investment product Vv v
providers choices
Not enough flexibility with regard to
tailoring to individual customer needs ‘/ ‘/ ‘/ ‘/ ‘/ /
PRIP imi i i
N Limited attractiveness of design of long-
provider  term savings products ‘/ ‘/ ‘/ ‘/ ‘/ ‘/ ‘/

Source: Interviews with CEOs of European asset managers, pension funds, and investor protection associations.
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Communication from the Commission to
the European Parliament and Council on
PRIP COM (2009) 204.

EFAMA supports the Commission’s
proposal to use a broad approach based
on a principles-based economic definition,
to include among them structured
products under the Prospectus Directive,
structured term deposits, unit-linked
insurance products as well as all insurance
products with an investment/accumulation
component and funds (including closed-end
funds).
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Exhibit 5: (A) Contributions of the AM industry and the regulator to implement long-term

savings recommendations

Contribution of the AM industry Recommended regulatory action

" - = Promote introduction of compulsory long-term
savings schemes at a national level with
automatic enrolment and an opt-out clause

= Encourage national legislative bodies to involve
employers (or states/professional associations)
in the contribution collection process

= Promote granting of best available tax benefits
at a national level for compulsory retirement
provisions (or alternatively, for certified
retirement plans)

Increase total European
retirement savings by
encouraging governments to
introduce compulsory long-

@ term saving schemes (with
opt-out clauses), that are
organised with employer
and/ or industry scheme
support

= Individually prepare for meeting all recommended Q
OCERRP certification standards, e.g., by developing
solutions (i) for dealing with investment risk during

friendliness of long-term accumulation/payout phases or (i) with sufficient
investments by introducing a flexibility, e.g., withdrawal/borrowing options .
personal retirement plan that * Contribute to the development of a fair and supervisory standards for OCERPs, e.g., by

@ has consistent certification balanced proposal for unified certification standards adapting the IORP Directive to

standards across Europe and harmonised tax treatment of OCERPs —  Allow for a European OCERP Passport
(refe_rred to as "Official_ly * Launch an Industry Research Group to —  Regulate the conditions under which
Certified European Retire- — Explore opportunities for innovation in personal financial institutions could provide
ment Plan"; OCERP) retirement plans OCERPs across Europe
— Further investigate the practicality of the outlined
OCERP recommendations

Define unified certification standards for eligible
retirement plans with regard to transparency,
investment choice, portability, flexibility, and
cost-efficiency/safety

Define a certification process and associated

Increase the consumer-

= Ensure equal access for all PRIP providers to
OCERRPs as long as they comply with the
OCERRP certification standards

Give all PRIP providers equal -

access to the development of
@ suitable and efficient

OCERPs in order to foster

competition for best investor

solutions

Source: Interviews with CEOs of European asset managers, pension funds, and investor protection associations.

B. Retail investment product distribution recommendations

The validity of the following recommendations is subject to full implementation of PRIP in order
to ensure same rules across product categories. Also, when referring to distribution, these
recommendations include selling and advising.

B1l. Ensure harmonisation of distribution standards for packaged retail

investment products (PRIPs) across product categories

Different investment product categories have different transparency and selling rules. The
resulting distorted competition hampers investors' ability to compare alternative investment
options and weakens their position with both distributors and product providers.

In order to create a level playing field, the same distribution standards should apply across all
retail investment product categories.

In this context, the asset management industry, as represented by the contributors to this
effort, welcomes the EU initiative on Packaged Retail Investment Products (PRIP). PRIP's
objective is “to introduce a horizontal approach that will provide a coherent basis for the
regulation of mandatory disclosures and selling practices at European level, irrespective of how
the product is packaged or sold”.13

In order to establish an effective level playing field, the scope of PRIP should be extended to
capture the full universe of substitute investment products.14 This could eliminate existing
inequalities and thus improve comparability across product categories.

Building on UCITS and MiFID frameworks, PRIPs should oblige product providers to publish a
consistent and standardised Key Information Document (KID) containing, for example,
investment policy, risk/reward profile, charges, past performance, etc. - some tailoring to
product specificities might be required.
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Furthermore, distributors should comply with specific selling rules, i.e., (i) avoid, manage or
disclose any conflicts of interest that might arise in the sales or advice process, (ii) assess the
suitability of investment products in meeting investors' needs, and (iii) disclose remuneration
arrangements.

As PRIP is still in development phase, the regulator should ensure (i) that it adequately captures
product specificities (e.q., specifying counterparty risks of structured products) without
compromising on a consistent ruling across categories, (ii) uniform implementation in all
member states.

Once effective, PRIP will give investors a better view of the potential consequences of their
investment decisions. Additionally, a level playing field at the point of sale is established as all
PRIPs are subject to the same regulatory framework.

Finally, effective implementation will foster fair competition among product providers but also
among distributors. This should ultimately lead to increased incentives for product delivery that
correspond with the needs of investors.

All participants encourage EFAMA to continue to offer its support during the regulator’s
consultation processes, while fully acknowledging the regulator’s leading role in advancing this
initiative.

B2. Improve quality and transparency of activities at the point of sale

Harmonising distribution standards across product categories might not be sufficient to
overcome all the challenges of distribution, as omissions or room for interpretation in current
Directives can lead to business practices at the point of sale that are not in the spirit of investor
protection.

The requlator should therefore seek to improve the quality and transparency of activities at the
point of sale by adding to existing regulations. Specifically, it should:

¢ Disclose the nature of distributors’ services

e Ensure full disclosure of all cost items and the principles of remuneration arrangements
¢ Introduce a standardised advisor certificate

e Consider granting investors the right to withdraw from an investment decision.

These additions would ease implementation, ensure effectiveness and extend the impact of
PRIP for all the investment products mentioned under recommendation B1. In order to ensure
a level playing field, it is essential to ensure consistent application of these requirements for all
PRIPs, i.e., all recommendations outlined below apply to product providers and/or distributors
across product categories.

B2.1. Disclose the nature of distributors’ services

Today's requirements on disclosure and suitability of advice under MiFID aim to give investors
the necessary transparency regarding the nature of the services the distributor is offering
(knowing that as part of their services, distributors across Europe do not always provide
investment advice). However, there is reason to believe that this is not enough to ensure that
the aims are always met. Therefore, MiFID should also set standards as to how exactly this
disclosure should take place, notably at the point of sale (e.g., design of disclosure form, etc.).

13
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A crucial requirement for effective implementation is that the information is provided
proactively, in an understandable format and early in the sales/ advisory process.

In this respect, the customer needs to know the nature of the advice he or she is receiving.
In particular, the following information should be disclosed:

e The distributor’s duties to the client, including general duties under MiFID. In particular the
advisor should make clear at the outset of the provision of advice whether she/he is acting
independently and will be remunerated solely by the client, or whether she/he will receive
remuneration from a product provider or distributor.

¢ The range of investment product categories on which the distributor advises, e.g., mutual
funds, investment products within life insurance policies, etc.;

e The number and names of product providers on which the distributor advises, identifying
any product providers with whom the distributor has a potential affiliation;1>

* The basic principles of the fee arrangements that the distributor has with different
product providers and distributors for different product categories together with a table of
comparable commissions/revenues payable on related, competing PRIPs by notably clarifying
MIFID Level 2 Art. 26;

® The basic criteria and process for selecting products on the distributor’s shelf;

Restoring the balance between investors and distributor helps the former better compare

the offering of different distribution channels, with the understanding that clients are not
necessarily best served by incurring the lowest possible cost but rather by finding the right
product combination that meets their investment goals. It ultimately increases competition for
products that best serve investors’ needs. Effective implementation would also lead to more
competition between distribution channels for the most client-centric distribution model.

B2.2. Full disclosure of all cost items and remuneration arrangements

For all PRIPs, the advisor should additionally be obliged to disclose proactively all cost items
and the principles of all remuneration arrangements. The UCITS Key Information Document
(KID) as foreseen by CESR's advice for UCITS IV Level 2 already requires UCITS to meet a very
high level of disclosure for fund costs. In addition, MIFID Level 2 Art. 26 (inducements) and 33
(cost disclosure) provide relevant disclosure requirements at the point of sale. However, varying
levels of implementation of the Directive weaken the impact of these rules for the investor.
Furthermore, the scope of MiFID does not require all PRIPs to adhere to the high standards that
apply to UCITS.

This disclosure must be delivered in a form that the investor can easily understand, comprising
all items and arrangements whether they be (i) direct or indirect, (ii) one-off or recurring, (iii) at
the time of purchase, in the holding period, or at the exit of the investment. The UCITS KID
should be a benchmark for all PRIPs.

The investor should understand exactly what he or she is paying in order to make better
informed investment decisions.

In detail, the distributor's obligations towards its clients should include:

e Communication of product/solution costs (including performance fees) as given by the
product provider and clear specification of any kind of distribution fees/margin;

e An indication of which part of the fees is paid by the investor directly, any ongoing charges
and any fees paid out of any PRIP, as already provided by the UCITS simplified prospectus

15 E.g., corporate integration, exchange of H .
goods and/or services not related to the and, in the future, by the KID (e.g., for UCITS funds);
financial product itself, e.qg., IT, marketing,

etc.
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e Disclosure of all information (in particular the costs mentioned above) at the point of
sale before the customer is bound by any contract, so that he or she is fully aware of the
distributor's remuneration for selling the PRIP. As far as UCITS are concerned, CESR has
issued clear recommendations to the European Commission with the support of the industry.

To be effective, recommendation B2.2 would need to be enforced prior to any sales (be it
advice or execution only). Repeated non-compliance on the part of the advisor should lead to
the suspension of the advisor certificate detailed in recommendation B2.3.

More transparency on cost should lead to investors being able to drive the prices of services
offered and/or increase the quality of advice provided.

The requlator should keep in mind that the requirement to disclose the actual cost for advice
could lead to distributors having to withdraw from the business if they cannot attract customers
or to revert to non-reqgulated products.

For asset managers, clear disclosure of costs could give them increasing bargaining power with
distributors. This assumption, however, only holds as long as the level playing field detailed in
recommendation B1 is achieved.

Interviewees also acknowledged that one of the challenges facing the industry relates to
investors' education and their ability to understand product descriptions, which can be very
technical.

B2.3. Introducing a standardised advisor certificate

Although MIFID has included advice in the range of investment services, some improvements
should be considered to meet investors’ expectations better. In particular, the interviewees
believe that:

e The distributor or advisor must ensure that she/he and the client have a common
understanding of the client’s investment goals, their investment time horizon and their risk
willingness;

e The distributor or advisor must ensure that she/he has a clear understanding of the products
being recommended to the client, e.q., return/risk profile;

e The distributor or advisor must ensure she/he is equipped to follow up and explain the
products’ performance at any time after the investment decision has been taken.

Therefore, everyone advising on retail investment products should prove their capabilities by
achieving a standardised advisor certificate or equivalent standards of advisor education
and competence. These could be differentiated by products, product complexity, or customer
types. Such a certificate should be mandatory for all PRIP distributors that have direct retail
investor interaction (including insurance advisors), in order to increase the quality of service at
the point of sale.

A standard certificate would increase investor trust as it would ensure that advisors assessing
the suitability of products for the individual investor fully understand the products’ features as
well as their duties towards their clients. Additionally, it would further level the playing field
across distribution channels, which differ fundamentally in their advisor requirements or have
no requirements at all.

Given previous industry efforts at the national level, self-regulation alone does not seem
feasible for the effective implementation of this recommendation. The European regulator
could, however, define high-level guidelines for an advisor certificate and the certification
process, which would then be subject to further detailing on a national level. These high-level
guidelines should be a result of the ongoing MIFID review of the rules for business conduct.

15
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In the light of national differences in existing standards, training programs, and educational
levels of asset managers' sales forces - the interviewees recommended that EFAMA investigate
the feasibility of introducing a European-wide sales force certification program that would

(i) certify members' existing training programs, (ii) monitor compliance, and (iii) promote the
certification within its sphere of influence. This should have an indirect but significant effect on
the quality of advice provided at the point of sale. Additionally, and to further support the
distributors'/ advisors' ability to understand and explain the products they sell/ advise on, the
group of interviewees called for more simplicity in marketing and sales support materials, as
well as increased efforts in the training and development of the sales forces of PRIP providers.

B2.4. Consider granting investors the right to withdraw from an investment
decision

The interviewees raised the idea of giving investors the right to withdraw from an investment
decision within a sensible time frame.

This recommendation, while requiring further investigation given the increased complexity it
would entail, aims to reimburse a portion of the transaction fee if the customer decides to
withdraw from an investment decision. This could lead investors to engage more fully in the
advisory process. Furthermore, investors would be more likely to solicit additional external
advice and make more effort when comparing offerings. Any right would of course exclude
reimbursements for losses due to market fluctuations etc.

Distributors could commit themselves to make such a right to withdrawal standard practice.
The regulator should intervene only if such a negotiated agreement does not prove effective.

In either case, restrictions on the types of reimbursement should be part of the negotiated
agreement or regulation.

Effective implementation of this recommendation, which all parties recognise as highly complex,
should enable investors to verify the information provided by the advisor during the advisory
process (e.qg., via objective third-party sources) and freely reconfirm the investment decision
taken. The interviewees believe that EFAMA should commit to investigating the concerns
expressed by some of them regarding the feasibility and impact on complexity costs that
ultimately would be borne by all remaining investors.

B3. Promote further confidence in UCITS as a trustworthy investment
vehicle

UCITS should be promoted more strongly as a trusted pan-European investment vehicle. The
wide spectrum of asset classes and investment strategies allowed within UCITS has proved
beneficial in optimising risk/return profiles that were not previously possible. On the other hand,
this extension of allowable asset classes and investment strategies has made it difficult for
investors and advisors to keep track of the UCITS universe and what it represents. This suggests
that a comprehensive classification is needed regarding (i) risk/return profiles of UCITS and

(i) fund type based on a UCITS' portfolio holding.

An ideal classification would allow investors (and advisors) to compare different UCITS, and thus
to distinguish suitable products. Such a classification would lay a strong foundation for investor
trust in UCITS.

However, a simplistic risk/return classification of UCITS into basic and complex funds based on
asset classes is not advisable, given that “complex” does not automatically equate to "“high-risk",
and "“basic” does not necessarily mean “safe"”. Furthermore, a uniform fund-type classification
with regard to portfolio holdings has not been established fully at a European level.
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In order to move ahead, it is recommended that the asset management industry:
e Strengthen industry risk measurement and management capabilities

e Scales up efforts to establish a European-wide fund type classification with regard to
portfolio holdings.

B3.1. Strengthen industry risk measurement and management capabilities

CESR has already advised the European Commission on including a risk/return indicator in the
UCITS KID. CESR's proposed methodology to calculate such an indicator - the Synthetic Risk
and Reward Indicator (SRRI) - is based on historical volatility of the respective fund and
provides a visual, standardised numerical scale for these risk categories.1é The European
Commission will make the final decision on the concrete methodology for computation of the
SRRl in its Level 2 proposals for UCITS IV.

Although not fully convinced of the benefit of the SRRI in its current form - especially in the
light of expected distortions that applying the SRRI would have if restricted to asset management
products - interviewees suggested that EFAMA sponsors an industry initiative to develop an
inventory of risk management practices from which it can derive proposals for strengthening
risk analytics capabilities, and to promote where relevant more rigorous product stress testing.
This initiative would be independent of any roll-out of the SRRI, yet it would help the industry
by providing further indicators to investors to help them make decisions.

B3.2. Establish a European-wide fund-type classification with regard to
portfolio holdings

Confusion around available UCITS funds can stem from the lack of a robust, mutually agreed
standard for fund-type classification regarding the underlying portfolio holdings. There is a call
for EFAMA to scale up its efforts within the European Fund Classification Forum (EFCF).

This group was founded in 2002 with the objective to:

e Develop a robust fund-type classification at a European level that allows UCITS funds to be
compared easily;

e Commit national asset management associations to promote and use consistently the fund
classification endorsed by EFAMA;

e Set up a system of independent and transparent controls of the classification results. Such a
system would ensure adequate monitoring and accountability for the fund type classification.

Several milestones have been achieved (e.g., defining classification criteria and process,
nominating an independent classification administrator), but full harmonisation has yet to be
reached. In the months ahead, it is recommended that EFAMA develops a strategy to achieve
this goal and works together with CESR/ESMA to see how it could be implemented across
Europe (along the lines of what is being done for money market funds).

For the overall effort, described under B3.2, EFAMA is seen as the appropriate partner to
engage with fund rating agencies and other bodies whose role is to distribute information on
fund investment performance. An industry-wide consultation would seek to promote more
discipline and better standards of classification that would be used widely in marketing and
distribution efforts.

It is recognised that in some countries fund classifications are driven by national regulators.

16 For structured products, implicit volatility
is extracted from a Value-at-Risk
computation; cf. CESR/09-949.
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Summary

The recommendations on retail distribution address most of the identified challenges. The
summarised impact assessment (Exhibit 6) shows that challenges are often addressed by
multiple recommendations. Yet, implementing all the recommendations is advisable in order
to maximise their impact.

Exhibit 6: (B) Impact of recommendations on challenges in distribution

\/ \/ Immediate impact
Degree to which synthesized recommendations are able to address challenges in distribution Subsequent impact
for distribution
I p quality and y of Promote further in UCITS
distribution stan- activities at the point of sale as a trustworthy investment vehicle
dards for packaged tand
retail investment  Disclose the nature dised advisor cer-  industry risk Establish European-
products (PRIPs) of distributor's ser- tificate and measurement and  wide fund-type clas-
across product vices and of all cost/ i investor sification regarding
Main challenges i ion items  wi right ilitil portfolio holdings
Investors confronted by
complexity of product choice \/ \/ \/ \/ /
and design
Investors with lack of prompt
proof of quality regarding their \/ \/ \/
investments
utors not given
sufficiently strong incentives to ‘/
act in the best interest of their
clients
Distribut Distril not always idil
istributor the best possible advice ] \/ ‘/ ‘/ ‘/ ‘/ ‘/
Distributors potentially biased
towards certain PRIP \/ \/ \/
providers/PRIP categories
PRIP PRIP providers not always
provider  showing appropriate v v v

consideration for investor needs

Source: Interviews with CEOs of European asset managers, pension funds, and investor protection associations.

Exhibit 7: (B) Contributions of the AM industry and the regulator to implement

distribution recommendations

Synthesised r dati Contribution of the AM industry Recommended regulatory action
= Support the consultation process of PRIP = Create equal transparency requirements and selling
rules for all retail investment products by advancing
Harmonise distribution the PRIP initiative, provided PRIP captures the full
st?n_:i_ards ft°l‘ PatCk'rIQEd universe of retail investment products, in particular
retail investmen —  Ensure adequate capturing of product
@ products (PRIPs) specificities without compromising on a
CUL) ;_)roduct consistent ruling across product categories
categories N 5 B
—  Ensure uniform implementation of the new
directive in all member states
= Support introduction of a standardised advisor = Demand “disclosure of nature of distributor's
certificate, e.g., by services” proactively, in an understandable format,
— Investigating the feasibility of a European- and early in the sales/advisory process (e.g., by
Improve quality and wide certification standard of asset leveraging MiFID review)
@ transparency of management sales force training programs = Require advisors to proactively disclose all cost items
activities at the point of —  Simplifying marketing/sales support materials and remuneration arrangements for all PRIPs
sale in order to enable distributors/advisors to = Define high-level guidelines for an advisor certificate
better inform investors and the associated certification process (as result of
= Further investigate practicality and feasibility of the ongoing MiFID review of the rules for business
granting withdrawal rights to investors conduct)
= Strengthen industry risk measurement and - -
management capabilities, i.e.,
— Raise an inventory of risk management
Promote further practices and derive proposals for
@ confidence in UCITS as strengthening risk analytics capabilities
a trustworthy —  Promote, where relevant, more rigorous
investment vehicle product stress testing

= Scale up efforts to establish a European-wide fund-
type classification with regard to portfolio holdings
and develop a strategy to achieve this goal

Source: Interviews with CEOs of European asset managers, pension funds, and investor protection associations.
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I1l. Additional industry initiatives to
underpin commitment

The recommendations thus far have mainly looked at regulatory intervention, although the
asset management industry acknowledges its obligation to contribute to the measures outlined.

In addition, the contributors to this effort have reiterated the need for further action to
reinforce the fiduciary role of asset managers. Such actions will need a coordinated effort.
EFAMA seems to be the appropriate forum to seek ways to:

e Promote financial literacy and competence of individual investors and financial advisors;

e Set industry aspirations for good business conduct and performance.

C. Recommended industry actions to underpin improvements

C1l. Promote financial literacy and competence of individual investors and
financial advisors

This recommendation addresses individual investors' lack of financial literacy and low levels of
engagement when dealing with financial products. Effective promotion of financial literacy
would enable investors to (i) make better informed investment decisions and (ii) drive the
quality of the investment products and services offered in the market.

It is seen as part of EFAMA's responsibility to provide practical support to the European
Commission and European governments in contributing to investor education.

The group of 23 interviewees recommends that EFAMA should be committed to the following
initiatives:

e Conducting a “European financial literacy campaigns survey" on existing public and
private financial literacy initiatives in EU member states. This survey would aim to share
good practices in financial education throughout the EU. It would provide a detailed
description and impact assessment of existing practices;

e Developing an “Introduction to investments” glossary that is freely available on EFAMA's
website. This will provide general investor information with a focus on investment funds,
e.g., elaborating on different investment purposes, explaining risk and return, different
fund types, fees, and investment jargon. EFAMA will encourage national asset management
associations to adopt this glossary.

To be truly effective, any promotion of financial literacy needs broad-based support from all
financial services participants. As part of such a joint effort, EFAMA could roll out selected
initiatives that have been successful in raising investor knowledge and increasing engagement.
Additionally, the financial services industry can provide valuable and practical input at a
national level in adjusting school curricula to ensure pupils receive basic economic and financial
education.

C2. Set industry aspirations for improved business conduct and
performance
To ensure the best possible investor protection, it is recommended that EFAMA promotes high

standards for the asset management industry. To this end it is suggested that EFAMA reviews
its existing code of conduct.
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Moreover, EFAMA should drive the establishment of a European Industry Research Group
amongst its members. This group would then be asked to develop an industry best practice
library that will collect practical recommendations to improve business conduct and
performance according to targets set in the code of conduct. Concretely, it is recommended
that EFAMA undertakes to:

¢ |dentify best practices throughout the asset management industry for delivering on
a code of conduct, potentially differentiated by type of asset management company;

e Develop a systematic evaluation for all identified practices. Evaluation should enable
EFAMA to certify quality and award a seal;

e Promote EFAMA quality seal to distributors and investors in order to generate interest
in products from endorsed asset managers;

¢ [ntroduce annual awards, e.g., for the most client-centric asset managers (selected by an
independent jury).
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V. Concluding remarks

Every participant in this industry has a role to play in improving the provision of long-term
savings and distribution of investment products for the benefit of investors. Only when all
stakeholders join forces in this critical endeavour will they be able to shape an even more
attractive market place. Investors will benefit by being able to achieve their individual
investment goals and the wider financial industry will benefit from the improvement in investor
trust. Some of the recommendations above may negatively affect some distributors’ and
product providers' economics, particularly in the short-term. Once effective, they might even
lead to changes to their business models. It will be up to each of these industry participants

to anticipate these effects and adapt accordingly

The investor is at the heart of this effort. Some interviewees felt that the industry has placed
too little emphasis on the investor for too long, and that the pivotal axis has been between
producers and distributors. This imbalance, where it occurs, must be corrected. An investor-
centric industry is a prerequisite for the sustainable long-term success of the wider financial
industry, and is therefore crucial for all participants.

As this report shows, key senior executives from the asset management industry are committed
to meeting the industry’s responsibilities and to contributing to improvements in long-term
savings and distribution. But the asset management industry cannot drive the necessary
change alone. Success depends on facilitation and action by European legislative bodies as well
as European-wide regulators.

As fiduciaries with a focus on client interests and needs, the asset management industry is
committed to supporting high standards of efficient, effective regulation, consumer/investor
protection, corporate governance and financial reporting standards. Therefore, in addition to
the recommendations identified in this report, the authors and sponsors commit to engage fully
with regulators, supervisors and accounting standards bodies to ensure rules, regulations and
standards are:

e Evidence-based with high quality data available from the industry to relevant parties,
notably through the consultation process;

o Effective and efficient such that cost-benefit analyses and impact assessments are
supported by practitioner input that is factual, relevant and of good quality;

e Cost effective and practical to implement such that European consumers benefit from
enhanced standards without a cost burden.

This report can serve only as a starting point for a promising if challenging journey. The
pressure to reassess the traditional models of offering long-term savings products and
distributing investment products to retail investors has been highlighted by the financial crisis.
Now, it is industry participants’ turn to drive the necessary changes. In doing so, they will of
course have to elaborate on the actions required. As the asset management industry's leading
European representative body, EFAMA must reach out to all relevant stakeholder groups to
discuss the recommendations further and to initiate a joint effort that should lead to success
for producers, distributors and - crucially - investors.
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More about EFAMA

EFAMA is the representative association for the European investment management industry. It represents
through its 26 member associations and over 40 corporate members approximately EUR 12 trillion in assets
under management, of which approximately EUR 7 trillion was managed by approximately 52,000 funds

at the end of December 2009. Just under 36,000 of these funds were UCITS (Undertakings for Collective
Investments in Transferable Securities) funds.

The mission of EFAMA is to:
e Support a high level of investor protection through the promotion of high ethical standards, integrity and

professionalism throughout the industry;

e Promote the completion of an effective single market for investment management and the creation of a
level playing field for competing saving and investment products;

e Strengthen the competitiveness of the industry in terms of cost and quality through seeking and obtaining
improvements in the legal, fiscal and regulatory environment.



A

Aberdeen

Allianz ()

Global Investors

¥-apg

BLACKROCK

Contact point:

COF CREDIT AGRICOLE
== ASSET MANAGEMENT

Asset Management

DWS

ANVESTMENTS.

O Fidelity- M n

INVESTMENT MANAGEMENT

L

Invesco
JEMorgan Nordea™
Asset Management

A piCTET

INVESTMENTS

EFAMA - European Fund and Asset Management Association
18 Square de Mee(s, B-1050 Bruxelles
T.+3225133969-F. +3225132643

Email: info@efama.org - http://www.efama.org

ROBe=CO

o Santander

# Schroders

STATE STREET
GLOBAL ADVISORS.

3¢ UBS

¢ UniCredit

o Union
Investment




	Table of contents
	Foreword
	Acknowledgement
	Overview of eight recommendations
	Introduction
	I. Challenges in long-term savings and distribution of retail investment products
	II. Overview of recommendations
	III. Additional industry initiatives to underpin commitment
	IV. Concluding remarks
	More about EFAMA

