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Danish Bankers Association’s comments on the draft regulatory 

technical standards on own funds - multiple dividends and differen-

tial distributions (part four)  

 

The Danish Bankers Association appreciates the opportunity to comment on 

EBA’s draft RTS on own funds - multiple dividends and differential distribu-

tions. While we fully agree with the comments from the European Banking 

Federation on the draft RTS we would like to emphasize our concern regard-

ing the impact of the proposed RTS on the ability for non-joint stock com-

panies to raise additional capital from investors.  

 

In particular, we have concerns regarding the proposed payout ratio of 30% 

in paragraph 5(d) of Article 7d, cf question 6 in the consultation paper. 

 

The proposed RTS implies that non-joint stock companies operating with a 

payout ratio above 30% in normal times (i.e. not under recapitalisations or 

other emergency situations, cf paragraph 11 of article 7b) will be subject to 

the 125 % and 105 % rules for joint stock companies. As the EBA acknowl-

edges in the Consultation Paper, the 125 % and 105 % rules would have a 

disproportionate impact on the capability of non-joint stock companies to 

issue capital instruments when needed.  

 

However, the 30% payout limit for allowing exemption from the 125% and 

105% rules for joint stock companies would by itself significantly reduce the 

possibility for non-joint stock companies to pay holders of capital instru-

ments a market standard return. Retaining on average 7O% of net profits 

combined with issuing capital instruments with no “upside” in the form of 

capital gains on the instrument would require quite extraordinary large prof-

its in order be able to pay investors market standard returns and thereby 

attract additional capital.  

 

Empirical evidence in Denmark confirms that the 30% limit does not reflect 

market practices. In Denmark, 10 non-joint stock companies operate with 

differentiated distributions. A calculation shows that for the five year period 

2008-2012 all 10 non-joint stock companies exceeded the 30% payout 

threshold with an average payout ratio of 65% and for the five year period 

2007-2011 eight out of 10 non-joint stock companies exceeded the 30% 

threshold with an average payout ratio of 48%. 
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Retaining a payout ratio limit of 30% would therefore imply that all Danish 

non-joint stock companies institution with differential distribution would be 

subject to 125% and 105% rules. However, all these non-joint stock com-

panies were in breach of the 125% rule, and all but one non-joint stock 

company in breach of the 105% rule, reflecting, as expected, the conditions 

under which non-joint stock companies can attract additional capital.  

 

A limit on payout ratios in normal times of 30% of net profits for non-joint 

stock companies with differentiated distributions in lieu of the 125% and 

105% rules seems to be an unnecessarily restrictive measure for safeguard-

ing against an undue drag on capital. Having in mind that the CRD IV/CRR 

already contains several provisions designed to protect capital, the de facto 

limit on the payout ratio could be raised very significantly and still serve as 

a safeguard against an undue drag on capital.  

 

Therefore, in order not to severely reduce the opportunities for non-joint 

stock companies to raise additional capital we find it of utmost importance 

that the 30% limit is significantly increased to reflect realistic conditions un-

der which non-joint stock companies must operate. We do not believe that 

this would compromise the objective of safeguarding against an undue drag 

on capital.      

 

Yours sincerely, 

 

 

 

Michael Friis 
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