HSDL (Halifax Share Dealing Limited) response to ESMA Consultation paper: Revision of the provisions on diversification of collateral in ESMA's guidelines on ETFs and other UCITS issues
Whilst not directly related to the questions raised within this consultation, we would like to raise the current concern that many intermediaries hold in regards to the classification (complex v non-complex) of individual funds. Under current arrangements, the onus of fund classification can sit with the distributor and thus the distributor is making decisions around the level of appropriateness required in order to offer particular funds to retail customers, possibly without full knowledge of the overall make-up and complexity of the fund on offer. A fund while appearing to be 'simple' at face value, may in fact may use leverage, sell short, track illiquid underlying assets, or use active management techniques which add unexpected risk which are not immediately clear. This clearly raises issues aligned to customer treatment, potentially exposing retail customers to instruments not within their full spectrum of understanding or appropriateness, as well as raising questions of future liability.

 

There is therefore a need for ESMA to give consideration to placing the obligation of fund classification on to providers/manufacturers 'up front' and provide a clear rationale for that classification that ultimately allows the distributor to easily determine the appropriateness of that particular product to its retail customers, thus ensuring the right level of appropriateness assessment is undertaken with the customer and negating the need for distributor classification. The benefits to the retail customer and industry are self-evident with very little cost (if any) been attributed to the need for providers/manufacturers to provide classification.
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