AlphaValue’s response to the Esma consultation on an EU code of Conduct of sponsored research

Foreword
The responses in this consultation paper are provided on behalf of AlphaValue. 
AlphaValue is a Paris based entity that has provided independent Equity research for more than 15 years. AlphaValue’s business is predicated on total integrity and absence of conflict of interest: we never receive any compensation under any form from corporates. We have no execution activity, no investment banking and provide no corporate services (roadshow or advisory)
Our only revenues are subscription fees paid by institutional investors to access our research. We therefore believe that our research avoids the pitfalls of classic conflict of interest potentially seen in research provided by investment banks or brokers. 
AlphaValue also has a separate activity in sponsored research. From day one, AlphaValue decided to make a clear distinction between independent research and sponsored research using different colors for its front page and reports. This means that any institutional client reading a report knows instantly whether this is truly independent research or research paid for by the issuer. While we bring the same care and apply the same ethical standards in both cases (using the same framework of analysis and identical valuation techniques) we believe that the fact that the research is paid for by the issuer is a factor that the reader needs to be fully aware of. To clarify, AlphaValue does not consider sponsored equity research to be independent—it is inherently conflicted, and this cannot be avoided. 
Sponsored research is less optimal than independent research when it comes to fair and unbiased investment advice. However, we believe sponsored research is currently the best existing solution. Indeed, the fees paid for research are insufficient to finance the coverage of the bulk of companies listed in Europe. While the problem always existed, it has become worse over the past few years with the rising share of passive investing (doesn’t pay for research) and the flows out of small and mid cap funds towards large caps. The available wallet for Small and mid cap research is simply too small. But research is still needed for investors’ education so that markets can function efficiently and provide an efficient allocation of capital. At the end of the day, optimal allocation of capital is the “raison d’etre” of the capital markets and to do so having sponsored research is better than no research. 
A key concern for AlphaValue, and a concern that is shared by most independent research providers (be they members of EuroIRP or not) is to make sure that the new regulation will not prevent Independent Research Providers from competing. Because IRPs are not regulated in the same way as traditional brokers, there is a risk that rules only designed for brokers will de facto prevent them from competing in this market. This would be detrimental as 1/ IRPs in some case can generate 10-15% of their topline and 2/ we need more competition in research, not less. 
Question 1
AlphaValue adheres to French Charter. As a reminder, the French Charter was launched by the French Analyst Association (SFAF) in response to issues surrounding public access to sponsored research. Actually, AlphaValue’s top management was very much involved in the creation of the charter and was adamant on some of its founding principles notably on the transparency vs opaque practices in broker-initiated sponsored research. We therefore believe that the French charter, even though it could still be improved, is one that should be extended to all NCAs. 
Question 2
AlphaValue supports option 3. Even though we abide by the French Charter we believe it could be marginally improved and we agree with ESMA that it may lack some flexibility to adapt to all local specificities. If time were of the essence, Option 2 would be in our view a good solution. Option 3 probably means a lengthened calendar for implementation. We would also like to make sure that the problems resolved by the French Charter do not reappear with a less stringent regulation. On the other hand, we agree with the idea that there is a need to make sponsored research easier, not more difficult for corporates.
Question 3
AlphaValue endorses focusing requirements on research providers, particularly in light of proposals under questions 4 and 5. That said, the language in section 15 needs refinement to clarify whether ‘research providers’ includes non-regulated IRPs (like in France) and whether MAR applies to them. We obviously believe it should, but this should be explicitly mentioned. 
Question 4 and 5
AlphaValue supports the 2-year / 50% upfront proposal. It’s worth noting that French issuers have not adhered to such standards under the Charter, and without enforcement mechanisms, providers remain vulnerable to issuer pressure. When it comes to fair competition, we also believe that separate services provided by the issuer of research (cap intro- corporate brokerage- roadshow…) should be unbundled. Production of research should be 100% separate from these other services.   
Question 6
AlphaValue concurs that Clause 7 should apply, ensuring basic details about the research provider are disclosed transparently. AlphaValue would advocate for an additional disclosure: whether the provider is tied to an investment firm or operates independently. In either case, sponsored research cannot be independent, but objectivity is likely higher when delivered by independent research providers / IRPs. Likewise as mentioned above, the fact that the issuer provides (or not) other services paid for by the company should be explicitly mentioned. 
Question 7
AlphaValue agrees that sponsored research should be freely available immediately, without technical barriers for individual retail investors. AlphaValue also highlights that research loses significant market value if not broadly disseminated without friction. The problem with sponsored research isn’t just its inherent conflict (which it has), but its failure to reach a diverse investor base. Regulated providers might hoard sponsored research to generate commissions from advisory services tied to interpreting it—a key reason why a vibrant, competitive landscape must be nurtured.
Partially paid-for research should be prohibited—it carries excessive risks of conflicts of interest. Sponsored research is clear-cut : it’s paid for, it’s conflicted, and it must be widely shared. There’s no middle ground.
Question 8
Sections 22 and 21 outline essential and evident requirements.
AlphaValue is keen to enhance the code of conduct by mandating disclosure of whether sponsored research comes from a connected or independent provider. While the primary conflict (payment by the issuer) is unavoidable, secondary conflicts arising from connected providers should be prominently declared. As always transparency is key and understanding the potential conflicts of interest is key to ensure market integrity.  

