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 The investment advisory regime

 The updated inducements rules

 The product governance process



3

Connected regulatory files

MiFID II (Jan. 2018)

• Client information & reporting

• Inducements

• Product Governance

• Suitability & Appropriateness

IDD (Feb. 2018)
(Insurance Distribution Directive)

• Client information & reporting

• Inducements

• Product Governance

• Suitability & Appropriateness

PRIIPs (Jan. 2018)

• Standardised 3 page client information document for each PRIIP (UCITS and AIFs, 

Unit Link and structured products)

• Similar to UCITS KID, but requires more information as well as new ways of 

collecting the data and methodologies for calculating key figures

• UCITS and retail AIFs are exempt until  31 December 2019

1. Principle level

2. Detailed level
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The two advisory concepts

The independent advisor

 Assessment of a wider range of instruments available on the market

 A firm may focus on a specified range but that puts restrictions 

on the way the firm can market itself

 Sufficient diversification in regards to type of instruments and 

providers

 The range of instruments cannot be limited to:

 The firm itself or closely linked entities; or

 Other entities with a close legal or economic relationship which 

would pose a risk of impairing independent basis

 Cannot receive inducements from 3rd parties

 Quite a lot to explain in regards to product selection, advisory process, 

relationships etc.

The non-independent advisor

 Free to determine the product range but has to describe:

 The range of instrument types considered and providers 

analysed per type of instrument; and

 The relationship with product providers

 Can receive inducements subject to updated Quality Enhancement 

criteria

The need for client agreements

 Starting point: written basic client agreement when providing any investment service or ancillary service

 Exception: firms providing investment advice only needs to comply with this requirement where they provide a periodic assessment of the suitability 

of the instruments or services recommended

 Agreement to contain: essential rights and obligations including description of services (nature and extent of advice), ancillary services and specific items like 

the firm’s role in regards to corporate actions and terms of securities financing transactions
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Increased client disclosure obligations

More or less the same as MiFID I:

 “Fair, clear and not misleading” 

info

 Info about the firm and its services

New features in info about 

instruments:

 Functioning and performance of 

instrument in different market 

conditions (PRIIPs connection)

 Risks associated with insolvency 

of the issuers

 Impediments or restrictions for 

disinvestment (PRIIPs connection)

 Description of legal nature of the 

instruments

 Extension of general info 

obligations towards professional 

clients

The text based info

Info about all costs & charges:

 Limited possibility for professional 

clients to get out of MiFID 

standard info

 Ex-ante when recommending or 

marketing instruments, or when 

providing a KID/KIID

 Ex-post (annually) same as ex-

ante plus continuing relationship 

with the client during the year

 Percentage and cash amount

 Cumulative effect of costs on 

return

 Aggregation and, upon request, 

itemised breakdown

 One-off

 On-going

 Costs related to transactions

 Incidental costs

 (Inducements)

The calculation based info
 Communication and story 

telling is key:

 Greater transparency 

allowing clients to really see 

the total cost picture and 

compare

 Greater attention from 

authorities and media

 Distributor sourcing of cost 

elements and IT challenges

 The range of manufacturers

 Can the PRIIPs composition 

of costs be used as MiFID II 

itemised breakdown?

 Is there a relationship 

between MiFID cumulative 

effect of costs on return and 

PRIIPs Reduction In Yield?

 Continental price pressure to 

reach the Nordics?

 ETFs and passive can stand to 

gain momentum and low cost 

providers marketing advantage

Implications and assumptions
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The advisory definition and digital advisory solutions

Driving forces behind the push for a paradigm shift

 There is only one definition of investment 

advice

 How do you scope a digital advisory 

process and how advanced can you 

make it?

 What is the room for “simplified advice” in 

the Nordics?

 How to ensure that you live up to the 

suitability obligations?

 What is a realistic reach and how much 

“backroom” staff support would be 

needed in the initial phases?

Some open questions
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The inducements scenarios in a nutshell

Any commission ultimately 

paid by a client to a company, 

which the company then 

transfers to a 3rd party in full 

or in part

The inducement is normally a 

part of a total product fee.

• No longer allowed to receive 

inducements payments from 3rd 

parties for discretionary portfolio 

management services

• Logically, an independent party 

should not receive commissions 

from product providers

• This part of the ban on 

inducements is more or less N/A 

for financial institutions with fund 

companies within the company 

group

• In order to make use of 

inducements structures in non-

independent advisory services 

and online trading services, an 

enhanced quality of service 

received by the client must be 

evident

BAN ON INDUCEMENTS FOR 
PORTFOLIO MANAGEMENT

BAN ON INDUCEMENTS FOR 
INDEPENDENT ADVICE

INDUCEMENTS FOR OTHER 
SERVICES

MiFID II includes the following restrictions on the use of inducements

A typical example is the distribution fee 

embedded in the fee of a fund where the client 

pays a total fee for the fund to the fund 

company, and the fund company then transfers 

a part of the fee to the distributor for providing 

advisory and distribution services. Commonly 

expressed as a kick-back.

DEFINITION EXAMPLE PAYMENT FLOW

Product 
manufacturer

Distributor

Investor

Fund

1.

2.

3.
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Sure, the Quality Enhancements criteria were included in MiFID I, but…

B. The provision of non-independent advice combined with either: 

1. an offer to the client, at least on an annual basis, to assess the continuing suitability of the financial 
instruments in which the client has invested; or 

2. with another on-going service that is likely to be of value to the client such as advice about the suggested 
optimal asset allocation of the client; or

C. The provision of access, at a competitive price, to a wide range of financial instruments that are likely 

to meet the needs of the target market, including an appropriate number of  instruments from third 

party product providers having no close links with the investment firm, together with: 

1. either the provision of added-value tools, such as objective online information tools helping the relevant client to 
take investment decisions or 

2. enabling the relevant client to monitor, model and adjust the range of financial instruments in which they have 
invested, or 

3. providing periodic reports of the performance and costs and charges associated with the financial instruments

A. The provision of non-independent advice on, and access to, a wide range of suitable financial 

instruments including an appropriate number of instruments from third party product providers having 

no close links with the investment firm; or

The 3 scenarios below will constitute quality enhancements
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Further, inducements are not allowed

- in relation to an on-going inducement, if not justified by the provision of an on-going benefit to the relevant client
- it the inducement is not justified by the provision of an additional or higher level service to the relevant client, proportional to 

the level of inducements received
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So what does one do?

 Changes to pricing model –

removing embedded 

distribution and service fees 

and charging up front, 

outside of the products

 Clean share classes

 Need to amend portfolio 

management agreements 

and communicate changes 

to clients

 Potentially a need to develop new service 

models, value propositions and pricing 

structure to meet EU standards

 Need to be clearer towards clients on the 

scope of services provided -

documentation

 Opportunity and need to increase online 

tools and guidance

 External products is an integral part of 

the new QE criteria – how do you cope 

with exclusivity and client segmentation?

 Review of advisory capacity – changes 

to advisors’ environment

 Continuously a large focus on Conflicts of 

Interests

PM services

Advisory and execution services

Client willingness to pay?

Thorough analysis of what 

the inducement payment of 

today actually consists of

 Investment 

advisory process?

 Marketing?

 Access to 

branches network?

 Trading platforms?

 Client holding 

information?

 IT systems for in-

and outflows?
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An overview picture of product governance

A manufacturer perspective… …and a distributor perspective
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The specifics concerning target market criteria

1. Type of client

2. Experience & knowledge

3. Financial situation with focus on the 

ability to bear losses

4. Risk tolerance and compatibility of the 

risk/reward profile of the product with the 

target market:

• The general attitude target clients should 

have in relation to the risk of the 

investment

• Firms should also use the risk indicator in 

PRIIPs where applicable

5. Client objectives:

• Wider financial goals of the target clients 

or the overall strategy they follow when 

investing, e.g. liquidity supply, retirement, 

or reference to expected investment 

horizon

6. Client needs: 

• May vary from generic to more specific, 

e.g. currency protection, green 

investments, ethical investments etc.

The six criteria

 Fund companies hit because of their 

distributors’ obligations, PRIIPs and/or 

because they are an integrated part of an 

investment management business

 The level of detail by which the criteria can be 

defined

 How to reach a common 

understanding across the Nordics and 

Europe?

 The connection to investment services and 

requirements on distributors

 The issue of portfolio diversification

 Ability to define target market for a 

recommended portfolio?

 Information sharing between manufacturers 

and distributors

The implications
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