	
	











[image: esma_8_V3]

	10 November 2015



	Reply form for the 
Consultation Paper on  PRIIPs Key Information Documents


	 


[image: esma_8_V3][image: report_db] 
[image: esma_8_V3_no_claim]

	
	5



	Date: 10  November 2015


[bookmark: _Toc280628648]Responding to this paper 
The European Securities and Markets Authority (ESMA) invites responses to the specific questions listed in the ESMA Consultation Paper on PRIIPs Key Information Documents, published on the ESMA website.

Instructions
Please note that, in order to facilitate the analysis of the large number of responses expected, you are requested to use this file to send your response to ESMA so as to allow us to process it properly. Therefore, ESMA will only be able to consider responses which follow the instructions described below:
· use this form and send your responses in Word format (pdf documents will not be considered except for annexes);
· do not remove the tags of type <ESMA_QUESTION_PRIIPS_1> - i.e. the response to one question has to be framed by the 2 tags corresponding to the question; and
· if you do not have a response to a question, do not delete it and leave the text “TYPE YOUR TEXT HERE” between the tags.
Responses are most helpful:
· if they respond to the question stated;
· contain a clear rationale, including on any related costs and benefits; and
· describe any alternatives that ESMA should consider

Naming protocol
In order to facilitate the handling of stakeholders responses please save your document using the following format:
ESMA_ PRIIPS _NAMEOFCOMPANY_NAMEOFDOCUMENT.
E.g. if the respondent were XXXX, the name of the reply form would be:
ESMA_ PRIIPS_XXXX_REPLYFORM or 
ESMA_ PRIIPS_XXXX_ANNEX1
To help you navigate this document more easily, bookmarks are available in “Navigation Pane” for Word 2010 and in “Document Map” for Word 2007.

Deadline
Responses must reach us by 29 January 2016.
All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input/Consultations’. 
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Publication of responses
All contributions received will be published following the end of the consultation period, unless otherwise requested. Please clearly indicate by ticking the appropriate checkbox in the website submission form if you do not wish your contribution to be publicly disclosed. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. Note also that a confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make is reviewable by ESMA’s Board of Appeal and the European Ombudsman.
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Data protection
Information on data protection can be found at www.esma.europa.eu under the headings ‘Legal notice’ and ‘Data protection’.




Introduction

Please make your introductory comments below, if any:

<ESMA_COMMENT_PRIIPS_1>
Amundi welcome this new opportunity to express views about this important future PRIIPs regulation. We do size and appreciate the huge effort which has been done by ESAs in order to find ways related to some very complex topics. Therefore all comments included in this reply aim at helping regulators to reach a result that should be as beneficial for all actors as it has been the case with the UCITS KIID.

Before coming to the content of draft RTS, let us mention that we have a strong concern with the target timing of implementation of this regulation. Given the very technical nature of the underlying methodologies and calculations, there will not be enough time to implement the PRIIP KID by 31 December 2016. Draft RTS are to be submitted to the Commission by 31 March. The Commission has three months to endorse the standards before Council and Parliament have another 3(+1)-month scrutiny window. The publication of the final Level-2 Regulation in the EU Official Journal is likely to happen only around autumn 2016. This will give market participants only a few months’ time to complete the KID project which is unrealistic from an operational and project management perspective. We had one year time for the implementation of the UCITS KIID and it was already a challenge to provide these for nearly 3 000 of our funds.
oOo

1. Risk indicator

The definitions proposed for the various categories of PRIIPs with regards to the risk indicator are quite complex and we experienced strong difficulties before identifying to which category UCITS and AIFs pertain. This complex classification may entail real practical problems of implementation and we would urge ESAs to find ways of simplification.

It seems appropriate to introduce credit risk for some products but we consider that the aggregation of market and credit risk within a single synthetic indicator does not provide any value but is rather misleading. Instead of a 7 level synthetic indicator which is not based on a very rational aggregation, we would favour a 3 level synthetic indicator (low, moderate, high) which would avoid some questionable assumptions with regards to the aggregation matrix. This indicator would be disclosed together with the two others i.e. market risk and credit risk indicators. Such a presentation would be much more credible, eloquent and appropriate. It would also allow financial advisors to provide explanation about risk. If a single indicator is provided, it will be impossible for the advisor to explain why the risk is level 3 and not 5.


2. Futur performance scenarios

We have a real concern with the introduction of compulsory future performance scenarios for any kind of PRIIPs and we consider that a wrong approach has been taken by regulators when requiring such scenarios for any PRIIPs: performance scenarios were introduced in UCITS IV Directive for structured UCITS in order to provide adequate illustration for some structured funds based on a ‘formula’ i.e. funds with an expected return linked to the evolution of some indices or to the combination of index and other hypothesis. Applying this to usual funds or to life insurance products will drive in many cases to irrelevant assumptions which could only provide illusion to investors with very detrimental effects in case of litigation.  

The draft RTS prohibits the use of past performances in the new KID which in our view is most irrelevant. Past performances have always been the best way in order to compare management skills for funds invested in the same asset class because recurrent return gaps between various funds provide a clear indication about the quality of asset management teams. Therefore they should be maintained for any linear fund (i.e. classical open-ended funds invested in listed securities and providing linear pay off) instead of being replaced by hypothetical future scenarios. Amundi considers that future performance scenarios are not appropriate at all for these funds and that they should not be required in line with the level one text. 

For that same reason, any unit linked insurance contract, i.e. contract invested in linear UCITS or AIF should not be subject to these performance scenarios.

Conversely, for non-linear funds as structured funds or life-cycle funds and also for some closed-ended funds, ‘what if’ scenarios may be relevant all the more when past performances are not available.
If performance scenarios were to remain compulsory for any kind of products and funds we consider that ESAs should provide the methods of calculation of these scenarios for each kind of PRIIPs and of asset classes in order to avoid any misleading or abusive use of these scenarios from manufacturers as well as from clients.

3. UCITS KIIDs and multi option products

[bookmark: _GoBack]Last but not least, the exemption of the level 1 text for UCITS KIIDs is of utmost importance i) because the investments required by the production of thousands of KIIDs have been huge and ii) because we do believe that KIID will prove to be much more efficient than the PRIIPs KID in the next five years. In this perspective we do not agree with the analysis concerning MOPs in page 6 (1st and 2nd §) which contradicts article 6 (3) of the level 1 text as explained in our response to Q1. In the way this article is written we consider, for example, that the KID of a unit linked insurance contract could only mention where KIIDs of eligible UCITS to the contract may be found (i.e. on asset managers’ websites), and nothing more as far as additional information needed by insurers for their KIDs will be provided separatly. We provide further analysis on this point in our comment below referring to articles 12-15.
<ESMA_COMMENT_ PRIIPS_1>


Question 1
Would you see merit in the ESAs clarifying further the criteria set out in Recital 18 mentioned above by way of guidelines?

<ESMA_QUESTION_PRIIPS_1>
Criteria that are set out in Recital 18 diverge from those of MiFID II and we do believe that they would introduce further confusion in this topic which is already tricky. We consider that the comprehension alert should only be required for products which are considered as complex through MiFID criteria.
In any case, PRIIPs that invest in or that are exposed to underlying assets which are eligible to UCITS must be considered as non-complex.

Besides for what is of MOPs , as mentioned in our introduction, we consider that the requirement imposed for the second option (in pages 5 & 6) for the PRIIP manufacturer to “produce a generic KID for the PRIIP in general, and then provide specific information about the options (including on their description, their risks and rewards, and their specific costs) within a separate document or documents” overrides the requirement set in article 6 (3) which states that:
“By way of derogation from paragraph 2, where a PRIIP offers the retail investor a range of options for investments, such that all information required in Article 8(3) with regard to each underlying investment option cannot be provided within a single, concise stand-alone document, the key information document shall provide at least a generic description of the underlying investment options and state where and how more detailed pre-contractual information documentation relating to the investment products backing the underlying investment options can be found.”
For insurance unit linked contracts this article of the level 1 text clearly allows for only providing in the KID asset managers’ websites where the investor will find UCITS KIID.
In fact, any other provision would lead to unworkable requirements and to overwhelming the retail investor with unnecessary documents and information.
For what is of cost disclosure described in page 123 of the consultation, we also consider that these conclusion override the same article of the level one text, cancel the UCITS KIID exemption and would lead to unworkable requirements.
A solution would probably be to allow disclosing a price range based on the costs disclosed in the KIIDs of eligible UCITS to the contract, with the addition of transaction costs.
<ESMA_QUESTION_PRIIPS_1>


Question 2
Would you agree with the assumptions used for the proposed default amounts? Are you of the opinion that these prescribed amounts should be amended? If yes, how and why?
Would you favour an approach in which the prescribed standardised amount is the default option, unless the PRIIP has a known required investment amount and price which can be used instead?

<ESMA_QUESTION_PRIIPS_2>
We strongly support the possibility of expressing costs in relation with a standard investment amount because it will simplify the provision of information on costs. Conversely, we deplore the fact that this possibility has not been introduced in the current draft delegated acts of the Commission for the discloser of costs and of retrocession on management fees (‘inducements’) in MiFID II.
The default amount of 1000 € is appropriate; perhaps would it be better to take 10 000 € for insurance contracts instead of 15 000 € in order to facilitate checking the related percentage.
<ESMA_QUESTION_PRIIPS_2>


Question 3
For PRIIPs that fall into category II and for which the Cornish Fisher expansion is used as a methodology to compute the VaR equivalent Volatility do you think a bootstrapping approach should be used instead? Please explain the reasons for your opinion? 

<ESMA_QUESTION_PRIIPS_3>
Amundi agrees with the use of the Cornish Fisher expansion for any open ended UCITS or AIF. For category III which – as far as we have understood – covers mainly structured products, Cornish Fischer could be difficult to apply because it requires 5 years of historical returns of the PRIIPs itself. By essence, structured products do not have historical track record.
<ESMA_QUESTION_PRIIPS_3>


Question 4
Would you favour a different confidence interval to compute the VaR? If so, please explain which confidence interval you would use and state your reasons why. 

<ESMA_QUESTION_PRIIPS_4>

<ESMA_QUESTION_PRIIPS_4>


Question 5
Are you of the view that the existence of a compensation or guarantee scheme should be taken into account in the credit risk assessment of a PRIIP? And if you agree, how would you propose to do so?

<ESMA_QUESTION_PRIIPS_5>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPS_5>


Question 6
Would you favour PRIIP manufacturers having the option to voluntarily increase the disclosed SRI? In which circumstances? Would such an approach entail unintended consequences?

<ESMA_QUESTION_PRIIPS_6>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPS_6>


Question 7
Do you agree with an adjustment of the credit risk for the tenor, and how would you propose to make such an adjustment?

<ESMA_QUESTION_PRIIPS_7>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPS_7>

Question 8
Do you agree with the scales of the classes MRM, CRM and SRI? If not, please specify your alternative proposal and include your reasoning. 

<ESMA_QUESTION_PRIIPS_8>
Generally speaking, we have the feeling that when aggregating market and credit risk into the summary risk indicator, credit risk is underweighted when compared to market risk.
In addition, as expressed in our introduction, we consider that this aggregation does not make sense as far as far MRM and CRM are completely different. Aggregating them in such a fine tune scale of seven levels gives an illusion of certainty which does not exist and which is misleading because the matrix of aggregation is completely empiric. We would rather be in favour of the classical 3 levels approach (low risk, medium risk, high risk) which would not be confusing, all the more if MRM and CRM notation are also disclosed separately which would be much more relevant. Such an approach could ease the implementation of the target market for each product required by MiFID 2.

ESAs explained that investors wish to have a single risk indicator, which we may understand. Nevertheless, it would be much better to provide them with some kind of financial education through the disclosure of both market and credit risk indicators. Indeed, any financial advisor could easily explain their meaning.

If this 3 levels approach were not adopted, we would favour an arithmetic approach i.e. sum of both notation divided by 2. But in order not to overweight the market risk, the scale of credit risk should have 7 levels. 

For PRIIPs in which investor may lose more than the initial investment, we think that an additional scale should be introduced i.e. they should be attributed a special notation – 8 – which would not be included in the usual scale but specifically mentioned as an extra notation for these type of products. This would avoid to set in the same range more risky products with products that may have this exceptional and detrimental outcome. In case the arithmetic approach were adopted, market risk should have a double weight for products with a notation 8 and the sum should be divided by 3.

<ESMA_QUESTION_PRIIPS_8>

Question 9
Are you of the opinion that for PRIIPs that offer a capital protection during their whole lifespan and can be redeemed against their initial investment at any time over the life of the PRIIP a qualitatively assessment and automatic allocation to MRM class 1 should be permitted? 
Are you of the opinion that the criteria of the 5 year tenor is relevant, irrespective of the redemption characteristics?

<ESMA_QUESTION_PRIIPS_9>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPS_9>

Question 10
Are you aware of other circumstances in which the credit risk assessment should be assumed to be mitigated? If so, please explain why and to what degree it should be assumed to be mitigated? 

<ESMA_QUESTION_PRIIPS_10>
Amundi welcomes paragraph 54 (p. 40) stating that the credit risk shall not be assessed for AIFs and UCITS. Nonetheless, a statement is missing that these UCITS/AIFs are therefore automatically categorised as CR1. Additionally, to properly inform investors, the KID should then include a short remark that these UCITS/AIFs do not carry Credit Risk (CR).

Structured funds seem however to fall within the scope of paragraph 55(c). The consequence for these funds is that credit risk has to be assessed on a look-through basis. This approach is surprising: we do not understand why a structured fund should be treated differently from a classical bond fund investing in the same portfolio of bonds. At the very least, ESAs should recognize in paragraph 65 that in the case where the fund benefits from a third party guarantee of the whole payoff, the credit assessment can be decreased by 1 credit risk class. Because in that case, there is a double layer of protection: the fund’s investments and the third party guarantee. Some conditions could be put on the third party, like being a regulated financial institution.
<ESMA_QUESTION_PRIIPS_10>

Question 11
Do you think that the look through approach to the assessment of credit risk for a PRIIP packaged into another PRIIP is appropriate? 

<ESMA_QUESTION_PRIIPS_11>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPS_11>

Question 12
Do you think the risk indicator should take into account currency risk when there is a difference between the currency of the PRIIP and the national currency of the investor targeted by the PRIIP manufacturer, even though this risk is not intrinsic to the PRIIP itself, but relates to the typical situation of the targeted investor?

<ESMA_QUESTION_PRIIPS_12>
We agree with the fact that currency risk may be a real one for retail investor. Nevertheless, in order to avoid the requirement of a different KID for each country of commercialisation, we strongly support the proposal of EFAMA in favour of a generic statement.
<ESMA_QUESTION_PRIIPS_12>

Question 13
Are you of the opinion that the current Consultation Paper sufficiently addresses this issue? Do you it is made sufficiently clear that the value of a PRIIP could be significantly less compared to the guaranteed value during the life of the PRIIP? Several alternatives are analysed in the Impact Assessment under policy option 5: do you see any additional analysis for these assessment? 

<ESMA_QUESTION_PRIIPS_13>
The SRI should clearly indicate that it is computed on the assumption that the investor keeps the PRIIP until maturity, and therefore that it does not cover risk associated with early redemptions by investors or secondary market transactions. A warning should be required for capital guaranteed PRIIPs, stating that the value of the PRIIP could be significantly lower than the guaranteed value during the life of the PRIIP due to market and liquidity risk and fluctuations of market prices.
<ESMA_QUESTION_PRIIPS_13>

Question 14
Do you agree to use the performance fee, as prescribed in the cost section, as a basis for the calculations in the performance section (i.e. calculate the return of the benchmark for the moderate scenario in such a way that the return generates the performance fee as prescribed in the cost section)?  Do you agree the same benchmark return should be used for calculating performance fees for the unfavourable and favourable scenarios, or would you propose another approach, for instance automatically setting the performance fees to zero for the unfavourable scenario? Please justify your proposal.

<ESMA_QUESTION_PRIIPS_14>
Before answering this question, we want to stress on the fact that a misleading approach has been taken by regulators when requiring such scenarios for any PRIIPs: performance scenarios were introduced in UCITS IV Directive for structured UCITS in order to provide adequate illustration for some structured funds based on a ‘formula’ i.e. funds with an expected return linked to the evolution of some indices or to the combination of index and other hypothesis. Applying this to usual funds or to life insurance products will drive in many cases to irrelevant assumptions which could only provide illusion to investors with very detrimental effects in case of litigation.  
PRIIPs Regulation prohibit the use of past performances in the new KID which in our view is most irrelevant. Past performances have always been the best way in order to compare management skills for funds invested in the same asset class because recurrent return gaps between various funds provide a clear indication about the quality of asset management teams. Therefore they should be maintained for any linear fund (i.e. classical open-ended funds invested in listed securities and providing linear pay off) instead of being replaced by hypothetical future scenarios. Amundi considers that future performance scenarios are not appropriate at all for these funds and that they should not be required in line with the level 1 text. In fact, article 8 (3),d) states that the investment firm should give:
“under a section titled "What are the risks and what could I get in return?", a brief description of the risk-reward profile comprising the following elements:
(…)
(iii) appropriate performance scenarios, and the assumptions made to produce them;”
When performance scenarios cannot be appropriate, they should not be required.
For that same reason, any unit linked insurance contract, i.e. contract invested in linear UCITS or AIF should not be subject to these performance scenarios.

When these scenarios will be appropriate, i.e. for non-linear funds as structured funds or life-cycle funds and also for some closed-ended funds, we generally agree with the use of performance fee, as prescribed in the cost section, as a basis for the calculations in the performance section. 
In principle, a performance fee normally applies when superior performance arises and it may be appropriate to demonstrate it only kicks in the favourable scenario. The moderate scenario should represent achieving the target performance, whereby no “over” performance arises and the unfavourable scenario should represent underperformance of the target.

Besides, the ESAs are considering to use the past performance of the last five years as the benchmark (Annex VI, para. 9, page 63) of the moderate scenario. This approach would lead to assume that the past performance of the last five years’ could always be considered a moderate performance, which may not be the case. For example, if a PRIIP substantially outperformed its benchmark during the past five years, this outperformance would now be considered as the normally expected return under the moderate scenario. This point is an additional argument in favour of banning future performance scenarios for linear products.
Whenever performance scenarios were to remain compulsory for any kind of products and funds – despite all detrimental effects this will entail – we consider that ESAs should provide the methods of calculation of these scenarios for each kind of PRIIPs and of asset classes in order to avoid any misleading or abusive use of these scenarios from manufacturers as well as from clients.

This being said, we agree with the other aspects of the proposal for performance fees; let us mention that they are a very thin topic in comparison with the problem developed in this answer.
<ESMA_QUESTION_PRIIPS_14>

Question 15
Given the number of tables displayed in the KID and the to a degree mixed consumer testing results on whether presentation of performance scenarios as a table or a graph would be most effective, do you think a presentation of the performance scenarios in the form of a graph should be preferred, or both a table and a graph? 

<ESMA_QUESTION_PRIIPS_15>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPS_15>

Question 16
Do you agree with the scope of the assets mentioned in paragraph 25 of Annex VI on transaction costs for which this methodology is prescribed? If not, what alternative scope would you recommend?

<ESMA_QUESTION_PRIIPS_16>
Amundi clearly disagrees with the method proposed by ESAs (based on the arrival price) because it would be very complex or impossible to implement (the arrival price is often not observable in the market) and also most inappropriate. In fact, there is no reason to include market impact as far as MiFID II provisions do not take it on board; in addition it could result in negative amounts i.e. profits instead of transaction costs.
For non-equity instruments we propose another methodology, close to the one which is applied by Dutch pension funds, replacing paragraphs 14 to 18(a) on page 61:
-           Explicit transaction costs are to be used where available ;
-           Implicit transaction costs are to be estimated using the following formula: Transaction value x bid-ask spread / 2
-           Where the spread is the effective spread observed in the market at the time of the transaction.
-           When the spread is not observable in the market at the time of the transaction, the figure which has to be taken is the one contained in the table of §25 p62.
For customised derivatives §18(b), the transaction cost is the margin disclosed by the counterparty of the derivative (note that for this methodology to be applicable, regulation should oblige counterparties to disclose their margins).

This method is simple and would be less inaccurate than others – let us remind that up to now transaction costs were not included in the UCITS KIID because they do not exist as such for bonds and derivatives.
During the first 3 years of existence of the fund, the table of §25 would apply as well as during the first 3 years following entry into force of the RTS.
This being said, we consider that the present table in §25 should be moved to level 3 guidelines and amended because some values are questionable.
 
<ESMA_QUESTION_PRIIPS_16>


Question 17
Do you agree with the values of the figures included in this table? If not, which values would you suggest? (please note that this table could as well be included in guidelines, to allow for more flexibility in the revision of the figures)

<ESMA_QUESTION_PRIIPS_17>
We agree with the idea of setting this table in guidelines to allow more flexibility and regular reviewing and we would of course willingly contribute in defining a methodology for assessing these values.
<ESMA_QUESTION_PRIIPS_17>

Question 18
Do you agree that the monetary values indicated in the first table are a sum of costs over the respective holding periods? Or should the values reflect annualized amounts? If you prefer annualized amounts, which method for annualisation should be used (e.g. arithmetic average or methods that consider discounting effects)?

<ESMA_QUESTION_PRIIPS_18>
We consider that annualized amounts provide better information to the client. Arithmetic average is preferable in order to avoid gaps which could derive from the use of different discounting rates.
<ESMA_QUESTION_PRIIPS_18>

Question 19
Do you think that estimating the fair value of biometric risk premiums as stated in paragraph 55(b) of Annex VI would raise any technical or practical difficulties?

<ESMA_QUESTION_PRIIPS_19>

<ESMA_QUESTION_PRIIPS_19>



Question 20
Knowing that the cost element of the biometric risk premium is included in the total costs calculation, how do you think the investor might be most efficiently informed about the other part of the biometric risk premium (i.e. the fair value), and/or the size of biometric risk premium overall? Do you consider it useful to include the fair value in a separate line in the first table, potentially below the RIY? Or should information on the fair value be disclosed in another part of the KID (for instance, the “What is this product?” section, where the draft RTS currently disclose biometric risk premiums in total, and/or in the performance section)? What accompanying narrative text do you think is needed, and where should this be placed, including specifically narrative text in the cost section? 

<ESMA_QUESTION_PRIIPS_20>

<ESMA_QUESTION_PRIIPS_20>

Question 21
Given evidence as to the difficulties consumers may have using percentage figures, would you prefer an alternative presentation of the second table, solely using monetary values instead? As with the first table, please also explain what difficulties you think might arise from calculating monetary values, and whether this should be on an annualized basis, and if so, how?

<ESMA_QUESTION_PRIIPS_21>
We clearly prefer the use of percentage figures in order to remain in line with the UCITS KIID.
<ESMA_QUESTION_PRIIPS_21>


Question 22
Given the number of tables shown in the KID, do you think a more graphic presentation of the breakout table should be preferred?

<ESMA_QUESTION_PRIIPS_22>
We share the views and proposals of EFAMA on this point.
<ESMA_QUESTION_PRIIPS_22>

Question 23
The example presented above includes a possible way of showing the variability of performance fees, by showing the level for all three performance scenarios in the KID, highlighting the ‘moderate‘ scenario, which would be used for the calculation of the total costs. Do you believe that this additional information should be included in the KID?

<ESMA_QUESTION_PRIIPS_23>
We share the views and proposals of EFAMA on this point.
<ESMA_QUESTION_PRIIPS_23>



Question 24
To reduce the volume of information, should the first and the second table of Annex VII be combined in one table? Should this be supplemented with a breakdown of costs as suggested in the graphic above? 

<ESMA_QUESTION_PRIIPS_24>
We share the views and proposals of EFAMA on this point.
<ESMA_QUESTION_PRIIPS_24>

Question 25
In relation to paragraph 68 a) of Annex VI: Shall the RTS specify that for structured products calculations for the cost free scenario have always to be based on an adjustment of the payments by the investor?

<ESMA_QUESTION_PRIIPS_25>
We share the views and proposals of EFAMA on this point.
<ESMA_QUESTION_PRIIPS_25>

Question 26
Regarding the first table of the cost section presented in Annex VII, would you favour a detailed presentation of the different types of costs, as suggested in the Annex, including a split between one-off, recurring and incidental costs? Alternatively, would you favour a shorter presentation of costs showing only the total costs and the RIY?

<ESMA_QUESTION_PRIIPS_26>
We share the views and proposals of EFAMA on this point.
<ESMA_QUESTION_PRIIPS_26>

Question 27
Regarding the second table of the cost section presented in Annex VII, would you favour a presentation of the different types of costs showing RIY figures, as suggested in the Annex, or would you favour a presentation of costs under which each type of costs line would be expressed differently, and not as a RIY figure -expressed as a percentage of the initial invested amount, NAV, etc.?

<ESMA_QUESTION_PRIIPS_27>
We share the views and proposals of EFAMA on this point.
<ESMA_QUESTION_PRIIPS_27>

Question 28
Do you have any comments on the problem definition provided in the Impact Assessment?

Are the policy issues that have been highlighted, in your view, the correct ones? If not, what issues would you highlight?

Do you have any views on the identified benefits and costs associated with each policy option?

Is there data or evidence on the highlighted impacts that you believe needs to be taken into account?

Do you have any views on the possible impacts for providers of underlying investments for multi-option products, and in particular indirect impacts for manufacturers of underlying investments used by these products, including where these manufacturers benefit from the arrangements foreseen until the end of 2019 under Article 32 of the PRIIPs Regulation?

Are there significant impacts you are aware of that have not been addressed in the Impact Assessment? Please provide data on their scale and extent as far as possible.

<ESMA_QUESTION_PRIIPS_28>
We have some further technical comments on various points of the Consultation Paper:

Technical comments: The Cornish-Fisher methodology could be presented in more comprehensive way by adopting a standard notations used in statistics and also by improving the quality of the estimators used in the calculations.
1. Notations :
·  : The size of the sample.
·  : The price at market close on day 
·  : Log-return of the period  and  

·  : The empirical Mean of the sample of log-returns.

·  : The unbiased estimator of the Standard Deviation of the sample of log-returns:


·  : The unbiased estimator of the Skewness of the sample of log-returns:


Or equivalently :


·  : The unbiased estimator of the Excess Kurtosis of the sample of log-returns:

·   : Log-return of the period  and   adjusted by removing the impact of the mean.

2. Formulas :

· The Cornish-Fisher formula for approximating,, the Value At Risk, on the return adjusted space  for the Recommended Holding Period T with confidence level  can be written as follows:

Where is the parametric VaR critical value for the confidence level . For  .we have 

· The formula of the VaR on the Price Space should not be adjusted by the quadratic term. The correct formula of the VaR on the Price Space  adjusted from the sample mean effect :

In this formulation, we have purposely remove the risk free rate as we deal with discounted quantities .
· The VEV is given by :

Or alternatively :


Without questioning the appropriateness of the bootstrapping methodology, there are some general points to be clarified , 
· The Bootstrapping Technic :even if it implicitly suggested that the Bootstrapping sampling should be performed with replacement, we recommend using the following sentence:

· “Bootstrapping with Replacement” 

· The Methodology : the description of the methodology in  Point 32 may be misleading as it suggests that the sum of log returns should be adjusted in order to remove the impact of the Mean, which is correct, and also the Variance, which is not correct. This point should be reworded differently in order to avoid any ambiguity. 

· We suggest to remove the word “Variance” 

· The Expected Value : all the described methodology assumes that the structured PRIIPS underlying’s and the structured PRIIS have the same currency. In order to be coherent, we should adjust the forward with Quanto effect and the risk free of the natural currency of the PRIIPS underlying’s. The methodology should also specify how to calculate the Expected Value of FX and Credit underlying’s.

· Correlation products : the described methodology didn’t address the issue of simulating correlated paths for multi-underlying’s product by Bootstrapping. 
In order to not completely destroy the cross correlation structure in multi-dimensional setting, we suggest the following method:
Assume that the PRIIPS payoff depends explicitly on  market factors, denoted by ,. Furthermore we assume that we have synchronized data of the daily returns of these factors. Each factor has the same returns sample size  so that 
· Step 1 : Create a m-tuple , which is a sequence of   returns, where : for each sample date  we have :

· Step 2: Simulate a set of  i.i.d. uniform random integers  from the range ,(with replacement). 
· Step 3 : Construct the Bootstrap sample and perform the calculations detailed in page 37 from Point 30 to 38:
· Step 4 : Repeat the procedure to achieve desired number of paths.

Alternatively, other Bootstrapping methods for dependent data can be used such as:
1. Block Bootstrapping.
1. Parametric Bootstrapping :Regression Residuals Resampling.

Page 39 from §39 to §41: the methodology is overly detailed. More flexibility should be left to the manufacturer to model interest rates curves. At least, the description of bootstrapping methodology needs to be reviewed and enhanced by:
· Defining the notion of Curves : which interest rate curve? Curve derived from 6Months, 3Months or 1M  frequency IRS? Those variables are zero-coupons rates?
· Reformulating the Equations : All the methodology steps should be reworded clearly to avoid any misunderstanding.

Page 40, §55(c): Structured funds seem to fall within the scope of this paragraph, which is surprising, because we do not understand why a structured fund should be treated differently from a classical bond fund investing in the same portfolio of bonds. At the very least, ESAs should recognize in paragraph 65 that in the case where the fund benefits from a third party guarantee of the whole payoff, the credit assessment can be decreased by 1 credit risk class.  Because in that case, there is a double layer of protection: the fund’s investments and the third party guarantee. Some conditions could be put on the third party, like being a regulated financial institution.


ANNEX VI: METHODOLOGY FOR CALCULATION OF COSTS

Part 1: List of costs of the different types of PRIIPs
Section I: List of Costs of investments funds (AIFs and UCITS)
With regard to para. 6(i), we agree on the wording, but we strongly disagree with the explanatory text on page 79: option premiums are not costs. Generally speaking, the total price paid to invest into an asset (whether it be a stock, a bond or an option) is not a cost. Only a little part of the total price is cost (like brokerage fee). Furthermore, this explanatory text contradicts §18(c) on page 61.
Lastly, we believe that para. 6(q) contains a drafting error: it should referencing either “section II” not “paragraph 2”, or para. 37 (page 65) which discusses “implicit costs of PRIIPs other than investments funds”. This seems to refer to implicit costs of derivatives entered into by funds. Those derivatives often do not qualify as PRIIPs, so their implicit costs will not be disclosed by counterparties. §37 and following could not be applied, because asset managers are not able to compute the “fair value” with the same accuracy as investment banks. If the implicit costs incurred by funds have to be disclosed, then regulation should oblige counterparties (investment banks) to disclose them to asset managers.
Section II: List of costs of PRIPs other than investment funds – including structured products, derivatives and contracts for difference (CFDs)
Page 65, §32: we suggest adding the following item : “direct or indirect costs associated to the structure of the product in relation to prudential requirements (own funds, liquidity,…)”. And then in §36, we suggest adding the following item: “any recurring cost similar to those listed in paragraph 32”.
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