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Introduction
Please make your introductory comments below, if any:
< ESMA_COMMENT_PRIIPs_1>
The European Association of Public Banks (EAPB) is pleased to provide the European Supervisory Authorities with its comments on the proposed Technical Discussion Paper on Key Information Documents (KIDs) for PRIIPs (JC/DP/2015/01), published on 23/06/2015. 

In the Technical Discussion Paper (TDP), the ESAs discuss different assessment methods for risk, performance scenarios and costs in a very detailed and extensive manner. Although we basically welcome a detailed and differentiated presentation within the framework of a discussion document, we think that the theoretical possibilities and the advantages for a retail investor protection as well as the practicability are not always well-balanced. The ESAs themselves indicate the disadvantages of certain approaches in various places. In particular, we are against a probability-based presentation of different scenarios. Also, we would basically like to appeal for less complexity in the graphical presentation of the selected approaches. We seriously doubt that a retail investor will understand some of the options discussed, in terms of the assessment of risk and the scenarios. Regarding the presentation of costs we would like to point out that although all the costs should be taken into account during the assessment, a detailed understanding of the separate cost categories is not of importance for a retail investor. Attention must be paid in this regard to a definition that is in conformity with the MiFID regarding disclosure of issuer costs.

Moreover, the TDP clearly shows that the proposed approaches with respect to OTC derivatives are suitable to a lesser extent or even completely unsuitable, because the characteristics of OTC derivatives have not yet been taken into account by the ESAs. We have indicated this in the relevant places as a precautionary measure. Moreover, we are of the opinion that OTC derivative transactions do not fall within the scope of the PRIIPs Regulation, due to the described characteristics. Given the clear definition in Art. 4 (a) of the PRIIPs Regulation and the fundamental assumptions given under numbers (6), (7), and (9) of the preamble, such transactions do not constitute “investments” or “investors”, nor do they involve “early redemption amounts”. Instead, - they constitute rights and obligations under the law of obligations, which imply payment obligations due only in the future, - without the issuer requiring an upfront “investment” or the payment of an (investment) amount which then has to be “redeemed”; and - in many cases, (corporate) clients would be affected, whose intention is not to effect any (cash) investments of their equity, but who want to “hedge” the risks involved in their ordinary course of business (such as currency or interest rate risks) – consider examples such as cross-currency swaps, involving the exchange of two currencies in the future in order to hedge a future payment from an underlying commercial transaction; or an interest rate cap providing 'insurance' against interest rate changes of operating loans, etc. 
The present TDP does unfortunately not take into account that numerous small- and mid-sized corporate clients have to be identified as “private clients" according to MiFID, but that they enter into OTC derivatives hedging (as opposed to investment) purposes. Against this background, many of the requirements now proposed for the information documents in the PRIIPs Regulation are not fit for the purpose, regarding such hedging transactions. 
Thus, OTC derivative transactions carried out for hedging purposes in the context of interest rate and currency management, in line with normal banking practice, feature special characteristics which are not reflected in the Discussion Paper at all, resulting in PRIIPs requirements that cannot be implemented in this line of business. For example, regarding the presentation of risk, all of the featured calculations generally require that an actual investment be made, including physical redemption to the customer. However, no indications are made in this context regarding potential requirements for OTC derivatives – this issue remains unreflected. But even if one would come to the conclusion that OTC derivatives also fall within the scope of the PRIIPs Regulation, the ESAs would still need to develop special dispositions for OTC derivatives that must be consulted independently afterwards, as a result of the characteristics that have already been described in our statement. The approaches proposed in the present Technical Discussion Paper which fail to consider the characteristics of OTC derivatives, could not and should not be simply transposed to OTC derivatives.

Further, we would like to indicate that the concept of evaluating and presenting risk must include a reasonable and non-discriminatory approach to all product classes. Therefore, we think it is necessary that especially products from the UCITS area of usage should also be considered. In this respect, an opt-out solution should be envisaged for the issuers of such products. Otherwise, it may be feared that the very lack of such an indication could persuade a retail investor to refrain from the products outside the PRIIPs area of usage, despite identical or in fact less risk.

We think it is of utmost importance that the presentation of costs in the PRIIPs-KID corresponds with the cost presentation of MiFID II. MiFID II differentiates between the costs of a financial instrument and the costs of an investment service. MiFID II envisages the disclosure of different components within both these cost groups: entry costs, current costs and exit costs. PRIIPs-KID should also follow this approach.

The European Association of Public Banks (EAPB) represents the interests of 30 public banks, funding agencies and associations of public banks throughout Europe, which together represent some 100 public financial institutions. The latter have a combined balance sheet total of about EUR 3,500 billion and represent about 190,000 employees, i.e. covering a European market share of approximately 15%.
< ESMA_COMMENT_PRIIPs_1>



1. Please state your preference on the general approach how a distribution of returns should be established for the risk indicator and performance scenarios’ purposes. Include your considerations and caveats. 

<ESMA_QUESTION_PRIIPs_1>
Here, the ESAs should accordingly choose approach c) on page 10 (value at risk approach), because in our opinion this is the only one which allows for an actual and transparent comparability of individual product risk assessments according to the internal pricing models within the framework of consistently established parameters (e.g. risk disclosure period, confidence level, etc.).

However, the risk indicator itself should be presented qualitatively (by means of graphics or text) in the KIDs - as it is already being done in e.g. Germany. 

As regards the presentation of scenarios, it seems to us that none of the approaches described on page 10 is suitable. Scenarios should be presented without probability values. Specifics regarding this:

•	approach a): backtests have little or no significance at all regarding future developments; backtests are not possible for all products
•	approach b): depending on the selected period, the results could be made "nice" here in the calculation
•	approach d): in our view this is not a practicable method for the product portfolio covered by the PRIIP-VO as the products are too differentiated; the approach does not provide realistic results
•	approach e): the comparability required by PRIIP-VO is not possible with this approach.

Historical data should not be the basis for a decision which is related to unpredictable future developments since it may be misunderstood by retail investors as a realistic estimate of risk or return. Decisions based on historical data may only work in a deterministic environment which is not the case in the financial markets. Stochastic data requires, for a proper understanding, comprehensive knowledge of retail investors about sophisticated statistical concepts which, in general, cannot be assumed for retail investors. Therefore, the qualitative approach (e.g. German product information sheet) should be taken since no assumptions on models / relevant data have to be made and no special knowledge of the retail investor is required.
We clearly see OTC derivatives out of scope of the PRIIPs regulation (please refer to our general comments). The current disposition of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_1>
1. How should the regulatory technical standards define a model and the method of choosing the model parameters for the purposes of calculating a risk measure and determining performance under a variety of scenarios?

<ESMA_QUESTION_PRIIPs_2>
Risk factor:
The framework for the parameters that must be considered should be stated to the greatest extent possible in a regulatory fashion, in order to ensure legal certainty and product comparability to a sufficient extent when it is applied. Basically, the assessment should be based on the current market data. Therefore, historical data should only be used if no current market data are available. The models must be created so as to reflect the market price of the product as closely as possible.

Performance Scenario:
In case the approach followed by the Product Information Sheet would be implemented for the performance (or return) transparency no model parameters would have to be defined. However, if a model based approach is required then, in case of structured products, it should be up to the manufacturer to define this very model. Requirement should be that it is in line with their internal pricing algorithm.
<ESMA_QUESTION_PRIIPs_2>
1. Please state your view on what benchmark should be used and why. Are there specific products or underlying investments for which a specific growth rate would be more or less applicable?

<ESMA_QUESTION_PRIIPs_3>
We prefer alternative a) on page 13.
Furthermore, in our opinion working with growth rates is too complex and only leads to variable results, as assumptions have to be considered again in this context.
<ESMA_QUESTION_PRIIPs_3>
1. What would be the most reasonable approach to specify the growth rates? Would any of these approaches not work for a specific type of product or underlying investment? 

<ESMA_QUESTION_PRIIPs_4>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_4>
1. Please state your view on what time frame or frames should the Risk Indicator and Performance Scenarios be based

<ESMA_QUESTION_PRIIPs_5>
Risk Indicator:
With reference to risk indicators, we advocate an assessment pursuant to VaR, taking into account confidence levels and disclosure periods that are customary on the market and follow a reasonable theoretical model.  The model parameters of VaR, such as holding period and confidence level, must be defined centrally by the regulator. Market parameters such as volatilities or expected dividends must be specified, so as to reflect the market prices of the relevant products as well as possible. 

Performance Scenario:
For the scenarios, the assessment should be made on the basis of the recommended holding period/fixed term, that is, the return (opportunities) are identified for the recommended holding period/fixed term and a transformation of gain/loss into return is also carried out on an annual basis.

We reiterate at this occasion that we see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current disposition of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_5>
1. Do you have any views on these considerations on the assessment of credit risk, and in particular regarding the use of credit ratings?

<ESMA_QUESTION_PRIIPs_6>
Credit risk could be evaluated quantitatively and integrated into the summary risk indicator (see answers to Q 1 and 2). 

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current disposition of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_6>
1. Do you agree that liquidity issues should be reflected in the risk section, in addition to clarifications provided in other section of the KID? 

<ESMA_QUESTION_PRIIPs_7>
We prefer an approach within the framework of providing the product information sheets with investment advice. A descriptive presentation of financial instrument marketability and factors which determine the market price is made under the "Availability" heading. These would somewhat correspond to the 'liquidity profile' proposed by the ESAs. Then, under the "Price change risk" heading in the "Risk" section of the product information sheet, there is an indication that the retail investor bears the risk of value fluctuations that can occur during the product lifetime. Furthermore, reference is also made to the "Availability" section here, which simplifies the evaluation of price change risk for the retail investor. This means that the risk which results from the liquidity profile of the financial instrument is described. However, it would be inexact or even misleading to entitle this as "liquidity risk", to say the least.
<ESMA_QUESTION_PRIIPs_7>
1. Do you consider that qualitative measures such as the ones proposed are appropriate or that they need to be supplemented with some quantitative measure to some extent?

<ESMA_QUESTION_PRIIPs_8>
In our opinion, the factors mentioned are not appropriate, because they do not fit all products and only have a limited significance. It should really be about clarifying the earlier exit opportunities and the prerequisites/requirements related to the above for the retail investor. In our opinion it should not be stated whether a product is liquid or not.

A narrative is much more transparent than a single figure on liquidity risk which needs to come with an extensive explanation nobody will understand.

The existence of exit penalties should be mentioned here, the amount should come in the cost part anyways. However, cost and exit penalties for early redemption should not be considered a component of the liquidity risk, as these factors do not really reflect the liquidity of a product. The investor knows the recommended holding period and exit fees before investing into the product. If the investor decides to sell the product this decision does not reflect the liquidity risk of the product but the investor’s investment decision. I.e. this reflects more the “investors risk” based on its investment decision but a product risk.

Quantitative measures depend on the product type and its common the market situation. The quantitative measures would have to be adapted to single products types and as such would not support the idea of comparability and transparency for the investors. They would have to reflect the typical characteristics of the product for which qualitative measures would be more appropriate.
<ESMA_QUESTION_PRIIPs_8>
1. Please state your views on the most appropriate criteria and risk levels´ definition in case this approach was selected. 

<ESMA_QUESTION_PRIIPs_9>
We think that a division of products into 'structured' and 'non-structured' is inappropriate and also leads to inadequate results, because no comparability between the different product types is generated. While only the product structure is used in the case of structured products for the classification into different risk classes, the probability values for losses are also used in the case of non-structured products. Accordingly, structured products are treated differently than non-structured products. As a result, a non-structured product can feature a lower risk factor in comparison to a structured product, although the non-structured product is more fraught with risk. With the view of the product structure for the structured products, all non-capital-protected certificates are incidentally classified in one and the same risk class (risk class 5). However, there are important differences between the degrees of risk here.
With reference to different alternatives for the assessment of the loss risk for non-structured products (page 35), the following should be mentioned:
•	Alternative 1: backtests are not in the interest of the retail investor, because they have no significance for the future
•	Alternative 2: the volatility of the base value is only one of the various components for loss probability of the product and it is thus not suitable
<ESMA_QUESTION_PRIIPs_9>
1. Please state your views on the required parameters and possible amendments to this indicator.

<ESMA_QUESTION_PRIIPs_10>
Option 2 has its limitations due its simplifications. In general, a volatility based approach is not preferable for PRIIPs with asymmetric pay-offs like structured products. The proposed use of deltas neglects certain relevant risk factors in the corresponding PRIIPs and thus can lead to imprecise risk classifications. 
Delta per definition is a short-term, linear measure used for short-term hedging purposes in the trading business. Hence it is not appropriate for long-term, non-linear products such as life-insurance products. 
In addition to the already cited deficits, the proposed methodology has several other weaknesses. It is easy to construct products with a delta of zero, hence the risky component would have a risk of zero although the real risk is far from being zero. The risk of guaranteed products is heavily underestimated as the leverage is not taken into consideration. In total, the method is not reliable at all. 
In addition, we are convinced that a two-dimensional indictor with market and separate credit risk indication will be too complex for investors to understand. How shall investors distinguish between a product ranked 1B and 2A for instance? The implied equally weight of market and credit risk in this option does not reflect the effective credit risk especially for products with short and mid-term maturities.       
As for the proposed assessment of market risk, it must be mentioned that an addition of volatilities is inappropriate Incidentally, the disadvantages presented by the ESAs themselves (page 38) must be referred to.

Having in mind the trade-off between implementation efforts and best possible results, we prefer the more sophisticated approach in Option 3 since Option 2 will also imply significant implementation efforts for our industry.

 
We conclude here again that we clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current disposition of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_10>
1. Please state your views on the appropriate details to regulate this approach, should it be selected. 

<ESMA_QUESTION_PRIIPs_11>
We have a preference for the Value at Risk approach. From the beginning the aim was to achieve comparability and comprehensibility among different issuers and structures. Thus, the aim is equal to the regulatory objectives. 
Regarding the details we also prefer short holding periods for calculating the risk figures like it is implemented for our products in various structured products markets across Europe. According to our answer to question 5, we rank the advantages of more reliable results in the risk indicator over a more realistic / suitable holding period. We are convinced that the risk indicator produces also reliable forecasts for longer holding periods as long as a full valuation of the products with their characteristics is performed.  
Option 3 is much more discriminatory then option 2, especially for guaranteed products as it properly accounts for leverage and all kind of non-linear risks. 


Concerning the deficits: banks, insurance companies, investment managers have already installed very similar risk management techniques and employ these already on a single product basis. 

OTC derivatives are out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_11>
1. Please state your views on the general principles of this approach, should it be selected. How would you like to see the risk measure and parameters, why? 

<ESMA_QUESTION_PRIIPs_12>
We do not see any advantages to the VaR in its basic form. Due to the experience in markets with the VaR approach (99 % confidence level, 10 trading days holding period), we see no reason for changing parameters. As described before the short holding period is often criticized but longer holding periods will cause some forecasting problems. 
Independent from the risk measure (VaR, CVaR etc) it would be necessary to have regulatory guidelines about the calculation details. In-line with our answer to question 2, we propose a general prescription of technical guidelines like the usage of a forward looking approach on the basis of Monte Carlo simulations together with a full valuation of the corresponding products. 
OTC derivatives are out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_12>
1. Please state your views on the potential use of a two-level indicator. What kind of differentiators should be set both for the first level and the second level of such an indicator? 

<ESMA_QUESTION_PRIIPs_13>
We think that the remarks of the ESAs about this approach are still too vague to be able to provide a specific opinion. The guidelines on identifying the risk are missing. Besides, the same concerns as in question 10 apply here. In our opinion, the benefit for the retail investor is not apparent.
Furthermore we are convinced that an appropriate quantitative risk indicator reflects all risk factors for every individual PRIIP. Thus, there is no need for a two-level indicator from our point of view.  

Two levels may result in a quite complicated approach. It is preferable to have 
1.	a quantitative approach on market risk
2.	a qualitative approach on credit risk
3.	a narrative approach on liquidity risk
In this case retail investors have a clear picture from the beginning about the risk profile an focus on the risk dimension which is relevant for them, e.g. buy and hold investors may not consider liquidity risk and focus on market risk.
<ESMA_QUESTION_PRIIPs_13>
1. Do you have suggestions or concrete proposals on which risk scale to use and where or how the cut-off points should be determined?

<ESMA_QUESTION_PRIIPs_14>
Based on positive experience in the market, we would support the classification system used in various structured products markets across Europe and mentioned as an example in the TDP. If other classification schemes are considered, we prefer at least a five-class scale since this is in-line with the majority of distribution units classifying investors.  
<ESMA_QUESTION_PRIIPs_14>
1. Please express your views on the assessment described above and the relative relevance of the different criteria that may be considered.

<ESMA_QUESTION_PRIIPs_15>
We prefer a scenario presentation, i.e. a presentation of product development in the case of market changes for product maturity without referring to probabilities (which is being used e.g. in Germany in the product information sheets). EAPB members have had very good experience with this type of presentation, especially for investment advice. The issuers should be able to choose the scenarios and also their quantity themselves within the framework of requirements (positive, neutral, negative), based on the relevant product structure. We would also like to make reference to the ESMA Working Paper No. 1 2015. In that document, the ESMA itself adopts the opinion that the model of risk-free probability is acceptable for pricing but not for the forecasting of the product future value, because such 'real-world' probabilities cannot be calculated. 
The concerns expressed in the discussion paper that the presented scenarios could be perceived by investors as equally probable or the average ones as the most probable could be reduced by clarification in the KID.


What-if scenarios are helpful to explain the behaviour of the product to the customer. It would allow to present investment returns together with the assumed market development. 
<ESMA_QUESTION_PRIIPs_15>
1. Do you think that these principles are sufficient to avoid the risks of manufacturers presenting a non-realistic performance picture of the product? Do you think that they should be reinforced?

<ESMA_QUESTION_PRIIPs_16>
See answer to question 15. In our opinion the scenario view based on probabilities, which in turn is subject to certain assumptions, cannot be made comprehensible for a retail investor. 

The experience suggests that manipulation is not an issue. Due to the very different payout profiles it has to be the manufacturer who has to decide on the most suitable performance picture. However, it should be made clear that a balanced set of scenarios should be chosen.
<ESMA_QUESTION_PRIIPs_16>
1. Do you think the options presented would represent appropriate performance scenarios? What other standardized scenarios may be fixed?

<ESMA_QUESTION_PRIIPs_17>
In general, we do not support the idea of historical scenarios. For instance, product characteristics of PRIIPs (structured products) are dependent on the actual market environment (e.g. coupons) and their moneyness (e.g. cap), so a historical scenario would be misleading. Regarding growth rates, we are also convinced that they would produce misleading results.
Regarding prescriptions, we prefer an approach similar to the UCITS structured funds where general guidelines are given. The manufacturers than should compile these guidelines to suitable performance scenarios on a per structure level.  

With reference to a) on page 49: backtests are not possible for every product and cannot therefore be considered to be a principle.
With reference to b) on page 49: This approach is not suitable due to partially diminished significance. If, for example, an equity-linked bond with a base price of 80% of the base amount increases by 10%, changes by 0% or falls by 10%, no negative example would be portrayed. As all three scenarios result in the same income, the investor could even adopt a false interpretation, i.e. that the repayment is always the same, regardless of the base value growth.
<ESMA_QUESTION_PRIIPs_17>
1. Which percentiles do you think should be set? 

<ESMA_QUESTION_PRIIPs_18>
Should be set in absolute terms, otherwise average investor will not understand 
<ESMA_QUESTION_PRIIPs_18>
1. Do you have any views on possible combinations?

<ESMA_QUESTION_PRIIPs_19>
We have a strong preference for the What-If perspective and see no need for combinations with a probability perspective. 

In case of a combination, retail investors would have to understand two approaches / facts and understand the difference. The added value is too small compared with the confusion of the retail investor which may be the result. Therefore, we do not think, that combinations are useful, as it would make the comparison more complex and more difficult to understand for the investor.
<ESMA_QUESTION_PRIIPs_19>
1. Do you think that credit events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_20>
No, they are already part of the risk calculation. “Double counting” of risks should be avoided in the PRIIPs KID. However, it should be pointed out that these scenarios do not include credit risk. Furthermore, it should be referenced to a section what happens in the case of a credit event.

An exception would be if the product itself is based on the credit event in the case of the underlying (CLN). The scenario view should help to improve the understanding of the product structure. An integration of issuer risk in the scenario view is not conducive for this purpose, but instead leads to a more complex presentation.
<ESMA_QUESTION_PRIIPs_20>
1. Do you think that such redemption events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_21>
Yes. Redemption events (such as earlier repayment triggered by the issuer's right to termination) should be referred to in the general form in order to present the characteristics of the products. The performance scenarios should though always be referenced to maturity dates and not various holding periods.
<ESMA_QUESTION_PRIIPs_21>
1. Do you think that performance in the case of exit before the recommended holding period should be shown? Do you think that fair value should be the figure shown in the case of structured products, other bonds or AIFs? Do you see any other methodological issues in computing performance in several holding periods?

<ESMA_QUESTION_PRIIPs_22>
The presentation of scenarios for various holding periods is not appropriate. It is too complex and unclear, and only 3 pages are available for the KID. The scenarios should focus on the maturity date.

For open ended products this information is certainly relevant for investors and should be depicted. For products with path dependent allocations it is necessary to calculate the performance at each point on each single path.
<ESMA_QUESTION_PRIIPs_22>
1. Are the two types of entry costs listed here clear enough? Should the list be further detailed or completed (notably in the case of acquisition costs)? Should some of these costs included in the on-going charges? 

<ESMA_QUESTION_PRIIPs_23>
The list is detailed enough. 

As a general remark it might be questioned if the proposed granularity really makes sense. Assuming that the implementation of the identification and aggregation of the different cost components will be extremely costly, the result will always have a spurious accuracy as too many assumptions have to be made. So it might be questioned if the proposed granularity justify the accompanying implementation costs for the industry or if the existing cost disclosures are not already sufficient (e.g. TER for UCITS). 

Additionally we would highly recommend ensuring that the cost disclosure requirements are aligned with those cost disclosure requirements under MiFID II (Final Report - ESMA’s Technical Advice to the Commission on MiFID II and MiFIR, ESMA /2014/1569, Annex 2.14.1 Table 2). If there would be no alignment, the burden for the industry would be unnecessarily high and even unintended by the legislator. 
<ESMA_QUESTION_PRIIPs_23>
1. How should the list be completed? Do you think this list should explicitly mention carried interest in the case of private equity funds?

<ESMA_QUESTION_PRIIPs_24>
The list is clear enough, but there must be a differentiation between the costs of the purchase of the product and the regular costs of the product itself. Only the regular costs of the product can be part of the on-going charges. Initial upfront fees, such as constitution costs should not form part of entry fees as they are caused by the product itself and not the investment into the product. As these appear only at launch these costs should not be part of the ongoing charges.

In addition, entry costs should not be included in the on-going charges. The entry fee can be different for each single investor (e.g. rebate on subscription fee or charged over a longer period), so there can’t be an on-going charge that is identical to every investor. 

Carried interest should not be mentioned explicitly, as this would only raise the question if “performance fee“ shall not be included in the list as well, especially if it is paid to the manager.
<ESMA_QUESTION_PRIIPs_24>
1. Should these fees be further specified? 

<ESMA_QUESTION_PRIIPs_25>
No, as long as it is clear that the list is not exhaustive.
<ESMA_QUESTION_PRIIPs_25>
1. Should these fees be further specified? The “recovering fees” cover the following situation: when an investor receives income from foreign investments, the third-country government may heavily tax it. Investors may be entitled to reclaim the difference but they will still lose money in the recovering process (fee to be paid).

<ESMA_QUESTION_PRIIPs_26>
All fees should be clearly specified to avoid any misunderstandings and misinterpretations.
<ESMA_QUESTION_PRIIPs_26>
1. Should these fees be further specified? The “recovering fees” cover the following situation: when an investor receives income from foreign investments, the third-country government may heavily tax it. Investors may be entitled to reclaim the difference but they will still lose money in the recovering process (fee to be paid).

<ESMA_QUESTION_PRIIPs_27>
This situation seems to be too specific for being part of PRIIPs cost disclosure. In addition, we would not recommend to include recovering fees as these might differ between the investors because of different tax statuses.
<ESMA_QUESTION_PRIIPs_27>
1. This list is taken from the CESR guidelines on cost disclosure for UCITS. What is missing in the case of retail AIFs (real estate funds, private equity funds)? 

<ESMA_QUESTION_PRIIPs_28>
We do not think that anything is missing, as this list is not exhaustive and further costs can be added.
<ESMA_QUESTION_PRIIPs_28>
1. Which are the specific issues in relation to this type of costs? 

<ESMA_QUESTION_PRIIPs_29>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_29>
1. Is it relevant to include this type of costs in the costs to be disclosed in the on-going charges? Which are the specific issues in relation to this type of costs? Which definition of Costs for capital guarantee or capital protection would you suggest? (Contribution for deposit insurance or cost of external guarantor?)

<ESMA_QUESTION_PRIIPs_30>
A guarantee comes at a price (balance sheet costs) which should be taken into account as cost, i.e. this type of costs should be included if those costs are charged separately to the fund and deducted from the fund NAV based on a fee. In this case it should be part of the on-going charges.
<ESMA_QUESTION_PRIIPs_30>
1. Which are the specific issues in relation to this type of costs? Should the scope of these costs be narrowed to administrative costs in connection with investments in derivative instruments? In that respect, it could be argued that margin calls itself should not be considered as costs. The possible rationale behind this reasoning would be that margin calls may result in missed revenues, since no return is realized on the cash amount that is deposited, and that: 

<ESMA_QUESTION_PRIIPs_31>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_31>
1. Which are the specific issues in relation to this type of costs? Should this type of costs be further detailed/ defined? 

<ESMA_QUESTION_PRIIPs_32>
It should only be ensured that there will be no difference to MiFID 2.
<ESMA_QUESTION_PRIIPs_32>
1. How to deal with the uncertainty if, how and when the dividend will be paid out to the investors? Do you agree that dividends can be measured ex-post and estimated ex-ante and that estimation of future dividends for main indices are normally available?

<ESMA_QUESTION_PRIIPs_33>
The estimation of future dividends is only available for short time period. For long term periods there are no reliable estimates.
Nevertheless, the non-accrual of dividends can only be regarded as costs if the investment management company has an influence on the accrual of the dividends. In case of tax (no repayment, governmental action) or any other conditions which cannot be influenced by the investment management company the non-accrual cannot be costs.
<ESMA_QUESTION_PRIIPs_33>
1. Is this description comprehensive? 

<ESMA_QUESTION_PRIIPs_34>
Yes, we believe that this description is comprehensive 
<ESMA_QUESTION_PRIIPs_34>
1. Can you identify any difficulties with calculating and presenting explicit broker commissions? How can explicit broker commissions best be calculated ex-ante?

<ESMA_QUESTION_PRIIPs_35>
Any ex-ante calculation will depend on assumptions, e.g. on turn over ratios and commission schedules. As the commissions might change over time and turn over ratios might also change, it can be question how reliable such an estimate is.
<ESMA_QUESTION_PRIIPs_35>
1. How can the total of costs related to transaction taxes best be calculated? How should this be done to give the best estimate ex-ante? Are there other explicit costs relating to transactions that should be identified? Do you think that ticket fees (booking fees paid to custody banks that are billed separately from the annual custodian fee paid for depositing the securities) should be added to this list?

<ESMA_QUESTION_PRIIPs_36>
To estimate transaction taxes ex-ante, an assumption regarding the respective turn over ratios has to be made.
<ESMA_QUESTION_PRIIPs_36>
1. As regards the abovementioned estimate, can the fair value approach be used?[footnoteRef:3]  [3:  One could also argue that all fund managers either have their own dealing desk or sub-contract this to other dealing desks. Since the principle of Best Execution is paramount, the dealers should know the typical spread in the securities with which they deal.] 


<ESMA_QUESTION_PRIIPs_37>
What is the fair value approach in this context? Forcing the entire market to switch to gross pricing might not be feasible.
Capturing all bid-ask spreads and maybe independent "fair value" mid price on all transactions for this reporting purpose might cause significant implementation efforts. Furthermore in the bid ask spread might be a component for providing liquidity, which is not really a type of cost but a payment for the risk taken by the broker.
<ESMA_QUESTION_PRIIPs_37>
1. Can you identify any other difficulties with calculating and presenting the bid-ask spread? Do you believe broker commissions included in the spread should be disclosed? If so, which of the above mentioned approaches do you think would be more suitable for ex-ante calculations or are there alternative methods not explored above? 

<ESMA_QUESTION_PRIIPs_38>
Please refer to question 37.
In addition we doubt that it will be possible to separate broker commission from brokerage fee.
<ESMA_QUESTION_PRIIPs_38>
1. Do you believe that market impact costs should be part of the costs presented under the PRIIPs regulation? If so, how can the market impact costs best be calculated? How should this be done to give the best estimate ex-ante?

<ESMA_QUESTION_PRIIPs_39>
No, it should not be part. It can hardly be determined ex-ante as it might increase with increasing size of the product. In addition, this is not part of the costs that have to be disclosed under MiFID 2. Disclosure might, therefore, even be misleading.
<ESMA_QUESTION_PRIIPs_39>
1. How should entry- and exit charges be calculated considering the different ways of charging these charges? How should this be done to give the best estimate ex-ante? Can you identify any other problems related to calculating and presenting entry- and exit fees?

<ESMA_QUESTION_PRIIPs_40>
The different calculation methodologies can lead to fundamental different cost levels. Even distributing entry and exit fees over the recommended holding period could be difficult as it might incentivise manufacturers to extend the recommended holding period.
<ESMA_QUESTION_PRIIPs_40>
1. Which other technical specifications would you suggest adding to the abovementioned methodology? Which other technical issues do you identify as regards the implementation of the methodology?

<ESMA_QUESTION_PRIIPs_41>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_41>
1. Do you think that an explicit definition of performance fees should be included? Do you think the definition by IOSCO is relevant in the specific context of the cost disclosure of the PRIIPs Regulation?

<ESMA_QUESTION_PRIIPs_42>
The definition should be fine, but we would not recommend to report it in aggregated cost figure.
For instance, if the fund has a performance fee for outperformance over a benchmark, the fund still yields at least the benchmark performance. If one compares this with a benchmark replicating fund one should not add performance fees to the costs, but deduct the performance fee from the assumed outperformance above benchmark. 
Performance Fee should therefore be mentioned explicitly and not reported in one aggregated cost figure, e.g. total cost 3% thereof 0.5% performance fee.
<ESMA_QUESTION_PRIIPs_42>
1. What would be the appropriate assumption for the rate of returns, in general and in the specific case of the calculation of performance fees?

<ESMA_QUESTION_PRIIPs_43>
Please refer to questions 16 and 17.
<ESMA_QUESTION_PRIIPs_43>
1. Which option do you favor? Do you identify another possible approach to the disclosure and calculation of performance fees in the context of the KID?

<ESMA_QUESTION_PRIIPs_44>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_44>
1. Which of the above mentioned options 1 and 2 for the calculation of aggregate costs would you prefer? Do you agree with above mentioned assumptions on the specificities of the costs of life-insurance products? How should the breakdown of costs showing costs specific to the insurance cover be specified? Do you think that risk-type riders (e.g. term or disability or accident insurances) have to be disregarded in the calculation of the aggregated cost indicator? How shall risk-type rider be defined in this context? (one possible approach might be: A risk-type rider in this context is an additional insurance cover without a savings element, which has separate contractual terms and separate premiums and that the customer is not obliged to buy as a compulsory part of the product). 

<ESMA_QUESTION_PRIIPs_45>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_45>
1. Do you think this list is comprehensive? Should these different types of costs be further defined? 

<ESMA_QUESTION_PRIIPs_46>
Based on applicable national law, costs of embedded options might not exist although the insurance product contains and even markets the inherent guarantee feature. Reason for this is that the manufacturer is not allowed to collect any fees for statutory guarantees. A product might contain an option to guarantee a minimum price or return, but the manufacturer would not be allowed to demand the premium or to include this in the price of the product.

Nevertheless, guarantees reduce in general the performance of the respective products. This has to be properly disclosed in the PRIIPs-KID. Especially as high guarantees will result in limited performance. This correlation should be disclosed properly.

The exit costs should be added to the list. Any costs in case of (early) termination, redemption, may be depending on the term of contract or any penalty fees/ fines in case of premium exemptions or change of provider should be disclosed.

Some insurer demand additional fees in special events/ cases. This could be a direct debit return, issue an substitute police, several cases of contract amendments, divorce, termination, written information/ disclosures, etc.. These fees can be a fixed amount, a (capped) percentage of the investment amount, a percentage of the premium, etc. As these events are not predictable, the investor cannot calculate the relevant costs of the product. In some member states, the regulator defined a small number of “special event fees.
<ESMA_QUESTION_PRIIPs_46>
1. Do you agree that guaranteed interest rate and surrender options should be handled in the above mentioned way? Do you know other contractual options, which have to be considered? If yes how?

<ESMA_QUESTION_PRIIPs_47>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_47>
1. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_48>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_48>
1. Do you think this list and breakdown is comprehensive? 

<ESMA_QUESTION_PRIIPs_49>
We do not believe that the list and breakdown is comprehensive. Just a few examples that should be taken into account:
•	Conditional and unconditional costs: Conditional costs can only be demanded in certain circumstances.
•	Fees for guarantees
•	Fees for special services of the insurer or of his co-operation partner
•	…
A proper solution might be the definition of clusters of costs and to assign the costs. Clusters could be:
•	Signing and Distribution
•	Administration
•	Capital Investment
•	Miscellaneous
Costs would have to be allocated to one of these clusters and ideally the regulator would specify the categories.
<ESMA_QUESTION_PRIIPs_49>
1. Should the methodology for the calculation of these costs be further specified? How?

<ESMA_QUESTION_PRIIPs_50>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_50>
1. Should the methodology for the calculation of these costs be further specified? How?

<ESMA_QUESTION_PRIIPs_51>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_51>
1. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_52>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_52>
1. Should the methodology for the calculation of these costs be further specified? How? Do fund related costs also exist for with profit life insurance products?

<ESMA_QUESTION_PRIIPs_53>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_53>
1. How to ensure that the look-through approach is consistent with what is applied in the case of funds of funds?

<ESMA_QUESTION_PRIIPs_54>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_54>
1. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_55>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_55>
1. Which above mentioned or further options do you support, and why? More generally, how to measure costs that are passed to policy holders via profit participation mechanisms? Would you say that they are known to the insurance company? Do you think an estimate based on the previous historical data is the most appropriate methodology for the calculation of these costs?

<ESMA_QUESTION_PRIIPs_56>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_56>
1. Is this type of costs really specific to with-profit life-insurance products? Do you agree that these costs should be accounted for as on-going costs?

<ESMA_QUESTION_PRIIPs_57>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_57>
1. Do you think the list of costs of life-insurance products presented above is comprehensive? Which types of costs should be added? 

<ESMA_QUESTION_PRIIPs_58>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_58>
1. To what extent are those two approaches similar and should lead to the same results?

<ESMA_QUESTION_PRIIPs_59>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_59>
1. In comparison to structured products, do you see any specificity of costs of structured deposits? Do you think that the potential external guarantees of structured deposits might just have to be taken into account in the estimation of the fair value of these products?

<ESMA_QUESTION_PRIIPs_60>
Yes.
<ESMA_QUESTION_PRIIPs_60>
1. Do you agree with the above mentioned list of entry costs? Which of these costs are embedded in the price? Should we differentiate between “delta 1” and “option based” structured products? In which cases do you think that some of these costs might not be known to the manufacturer? Which of these types of costs should be further defined?

<ESMA_QUESTION_PRIIPs_61>
As we already remarked in our opinion dated 17th February 2015, we think that only the total of product-related costs, rather than the individual costs breakdown, must be presented in the KID, and certainly not more than is required in MiFID II. The information that and what amount of the product-related costs is payable in total is important for the retail investor. How these costs are divided in detail is of secondary importance to the retail investor. 
For the area of certificates this means that it is important to show all the costs from the issuer's point of view, by means of the fair value concept, and that no other issuer costs beyond that are included in the product. Fair value involves the value of a certificate estimated by the issuer. The expected issuer margin covers, among other things, the costs of structuring, market making (continuous statement of purchase and sale prices) and certificate handling. It also includes the expected profit for the issuer.

Only product costs, and not sales costs, can be compulsory disclosed in the KID, because the latter are not known to the issuer, which can therefore only work with approximate values (see current PIB). The KID is just an issuer document and not a sales document. In other words, a parallel to MiFID II can only apply to the product costs.
As regards the content, it is important that the understanding of costs according to MiFID II and the understanding of costs according to the PRIIPs regulation are as identical as possible, in order to avoid investor misunderstandings and the arising of additional costs in the implementation. Reasonable and comprehensible data about important costs relating to the issuing, marketing and custody chain during the product lifetime can only be provided if all service providers in the chain have the same understanding of costs and their data can be constructed based on each other (modular system). 
With reference to a)
Sales commission may be split between
o	issuance surcharge (on top of nominal)
o	placement fee (embedded in nominal)
Ad e) The funding aspect may be included here.
<ESMA_QUESTION_PRIIPs_61>
1. To what extent do you think these types of costs should be further defined and detailed? 

<ESMA_QUESTION_PRIIPs_62>
Not necessary. See answer to question 61.
<ESMA_QUESTION_PRIIPs_62>
1. How would you estimate ex ante the spread referred to above in (b), in the case the product is listed as in the case it is not? Should maximum spreads, when available, be considered? Should the term “proportional fees” be further defined? Which definition would you suggest?

<ESMA_QUESTION_PRIIPs_63>
The pricing is a question of the liquidity and not of the costs.
In case MiFID II requires ex-ante cost disclosure regarding spreads this very component should be part of the PRIIPs KID as well.
<ESMA_QUESTION_PRIIPs_63>
1. Do you agree with the list of costs outlined above? Which types of costs would require more precise definitions? To what extent should the methodology be prescriptive in the definition and calculation methodologies of the different types of costs?

<ESMA_QUESTION_PRIIPs_64>
See answer to question 61.

Guidelines on the definition and calculation of costs should be sufficiently precise to ensure standardisation, but also flexible enough to accommodate the different pricing models and approaches of manufacturers and across different product types.

Regarding early redemption costs: although early redemption may happen when retail investors don’t want to have it this undesired outcome is not to be counted as a cost (opportunity costs is too broad a concept to be included here) unless there is a real fee part of this transaction.

The same applies for the loss of interest which is an opportunity cost. However, it should be mentioned in the narrative that the product does not pay interests.
<ESMA_QUESTION_PRIIPs_64>
1. Would you include other cost components? 

<ESMA_QUESTION_PRIIPs_65>
See answer to question 61.
It depends whether this is consistent with MiFID II. If so, this should be sufficient.
<ESMA_QUESTION_PRIIPs_65>
1. Under which hypothesis should the costs of the underlying be included?

<ESMA_QUESTION_PRIIPs_66>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_66>
1. How would you deal with the issue of the amortization of the entry costs during the life of the product? For derivatives it will be notably important to define what the invested capital is, in order to calculate percentages. The possibilities include: the amount paid (i.e. option premium price or initial margin/collateral) or the exposure (to be defined for optional derivatives). Do you see other possible approaches on this specific point?

<ESMA_QUESTION_PRIIPs_67>
As a rule, in the case of certificates the costs are calculated once upon acquisition, and all costs are applied to a fair value (IEV) and included in the issue price.
<ESMA_QUESTION_PRIIPs_67>
1. Do you think that there are products with ongoing hedging costs (to ensure that the manufacturer is able to replicate the performance of the derivative component of the structured product)? 

<ESMA_QUESTION_PRIIPs_68>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_68>
1. Do you agree with the general framework outlined above? 

<ESMA_QUESTION_PRIIPs_69>
With reference to page 92 i.: the risk premium does not matter for the calculation of fair value.
With reference to page 92 iii.: one should also be able to refer to the funding curve of the issuer.
With reference to page 93: Publication for each issue is not possible, because the hedging costs are not always related to issue. 
<ESMA_QUESTION_PRIIPs_69>
1. Which criteria should be chosen to update the values in the KID when input data change significantly?

<ESMA_QUESTION_PRIIPs_70>
In our opinion the discussion about update cycles has to consider two aspects. On the one hand KID values like the risk indicator should be as up-to-date as possible in order to account for the current market developments. On the other hand the values should be as stable as possible since it will in general be a huge challenge for advisers to operate on a near-time updateable KID in daily business.  From our point of view a regular update is a reasonable trade-off between being up-to-date and stability. 

However, in order to permit distributors to perform ex-ante cost disclosure at least based on estimates derived from historical data there should be an update once a year.

In addition, changes of the Risk Indicator should trigger an update of the KID.
<ESMA_QUESTION_PRIIPs_70>
1. As the evolution of underlying asset/s should be taken into account, are there specific issues to be tackled with in relation to specific types of underlying? To what extent should the RTS be prescriptive on the risk premium?

<ESMA_QUESTION_PRIIPs_71>
The risk premium does not matter for the fair value of certificates.
They should not be prescriptive.
We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_71>
1. Are you aware of any other assumptions to be set?

<ESMA_QUESTION_PRIIPs_72>
The internal funding curve of the issuer.
<ESMA_QUESTION_PRIIPs_72>
1. Having in mind that most of the applied models in banking are forward looking (e.g. using implied volatility instead of historical volatility) which are the pros and cons of backward looking approach and forward looking approach? 

<ESMA_QUESTION_PRIIPs_73>
Backtests do not result in prices based on market conditions and are contradictory to the remarks on page 90 point b) and point e)
Therefore we have a strong preference to use forward-looking models due to their wide-spread usage in banking and our experience with a forward-looking approach for a risk indicator. We do not see any advantage of a plain backward looking besides simplicity. Important to know in our opinion is that forward-looking models also use historical data.

Backward looking:
o	capital markets and their parameters are not linear - therefore one cannot extrapolate from the past to the future 
o	the information may be interpreted by retail investors as true data which would be misleading  

Forward looking:
o	data is in line with models used by the bank to calculate prices of PRIIPs
<ESMA_QUESTION_PRIIPs_73>
1. Do you think that there are other risk free curves that could be considered?

<ESMA_QUESTION_PRIIPs_74>
No.
<ESMA_QUESTION_PRIIPs_74>
1. Do you think that there are other market data that could be used to determine the credit risk? Do you think that implied credit spreads from other issuer bonds (other than structured products) could be used?

<ESMA_QUESTION_PRIIPs_75>
Deriving credit spreads from other issuer bonds is a valid alternative for getting up-to-date spread information especially for issuers with illiquid CDS-contracts. 
<ESMA_QUESTION_PRIIPs_75>
1. How would you determine the credit risk in the absence of market data and which are the criteria to identify the comparable?

<ESMA_QUESTION_PRIIPs_76>
In the absence of market data appropriate peers have to be defined in order to determine the credit risk. In case peers are not available, fixed values (worst-case) for credit risk can be determined (for instance the internal funding curves of the manufacturer).
<ESMA_QUESTION_PRIIPs_76>
1. How would you include the counterparty risk in the valuation? Would you include specific models to include counterparty risk in valuation (CVA models)? How would you consider the counterparty risk for pure derivatives?

<ESMA_QUESTION_PRIIPs_77>
In the case of certificates, the 'counterparty risk' summed up in the TDP is not relevant for the retail investor, because the risk is borne by the issuer and not by the retail investor.

Ratings and Credit spreads while not perfect are the only available measures. A credit analysis, along the lines if a bank is giving a loan or a rating agency is giving a rating would be required.
<ESMA_QUESTION_PRIIPs_77>
1. In which circumstances do you think parameters cannot be computed/estimated using market data? What would you suggest to deal with this issue? 

<ESMA_QUESTION_PRIIPs_78>
In many circumstances, if not enough data is available for counterparties (ie no rated entities) or even for standard parameters in times of extreme uncertainty like political or extreme economic events. 

(Partially) unobservable market data is not a rarity in financial modelling, e.g. for exotic underlyings or options observable market data is often missing. In these cases valid assumptions or approximations in-line with industry as well as theoretical standards have to be applied. As these approximations will be reflected in the purchase price of a PRIIP and therefore in the corresponding cost disclosures in the KID, it will be transparent to investors that potentially higher costs will occur in such a PRIIP. 
<ESMA_QUESTION_PRIIPs_78>
1. Would it be meaningful to prescribe specific pricing models for structured products, derivatives and CFDs? If yes which are the pros and cons of parametric and non-parametric models?

<ESMA_QUESTION_PRIIPs_79>
No, the only requirement should be that the models reflect the product market prices as well as possible.
<ESMA_QUESTION_PRIIPs_79>
1. What should be the value of x? (in the case of UCITS, x=5, but the extent to which this is appropriate for other types of PRIIPs, notably life-insurance products, is unclear). 

<ESMA_QUESTION_PRIIPs_80>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_80>
1. Should this principle be further explained / detailed? Should the terms “rank pari passu” be adapted to fit the different types of PRIIPs? 

<ESMA_QUESTION_PRIIPs_81>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_81>
1. What should be the relevant figure for the initial invested amount to be taken into account for the calculation of cost figures? Should a higher initial investment amount be taken into account not to overestimate the impact of fixed costs? How should the situation of products with regular payments be taken into account for that specific purpose? (Would an invested amount of 1 000 euros per period of time be a relevant figure?) 

<ESMA_QUESTION_PRIIPs_82>
Basically, the average invested amount depends on the PRIIP. 

In the case of certificates, the invested amount does not depend on the costs when referring to the issuer costs, so establishing a specific investment amount does not matter here. This is of prime relevance if transaction costs are to be taken into account.

The characteristics of OTC derivatives should be discussed within the framework of a separate consultation, which we requested in the introduction ("General Comment"). However, it should already be noted as a precautionary measure that according to Article 5 Para. 1 of the PRIIP regulation, the PRIIP manufacturer must prepare a basic information sheet for a PRIIP 'before' the PRIIP is offered to the retail investor. But in the case of an OTC derivative, the conditions are agreed individually between the parties. In other words, the basic information sheet for a specific PRIIP can only be created pursuant to the relevant discussions with the customer. Only some sort of a 'gap text' or basic information sheet template with fictional/assumed values (also of the nominal amount) is possible beforehand.

An invested amount of EUR 10.000 would be more realistic.
<ESMA_QUESTION_PRIIPs_82>
1. For some life-insurance products, the costs will differ on the age of the customer and other parameters. How to take into account this specific type of PRIIPs for the purpose of aggregating the costs? Should several KIDs for several ages be considered?

<ESMA_QUESTION_PRIIPs_83>
KIDs for several ages could make it more difficult for investors to compare the products. It might be sensible to agree on a standard, (average 20 years until maturity), any costs which might be lower the insurance is free to disclose it separately.
<ESMA_QUESTION_PRIIPs_83>
1. Do you agree with the abovementioned considerations? Which difficulties do you identify in the annualisation of costs?

<ESMA_QUESTION_PRIIPs_84>
Yes – although an annualisation of costs has its difficulties especially for products expiring within 1 year, annualized values are well-known by investors due to the similarities to interest rates.  
<ESMA_QUESTION_PRIIPs_84>
1. Which other assumptions would be needed there? In the case of life-insurance products, to what extent should the amortization methodology related to the amortization methodology of the premium calculation? To what extent should the chosen holding period be related to the recommended holding period?

<ESMA_QUESTION_PRIIPs_85>
Variations of the invested amount should not be part of the TCR calculation since additional assumptions would have to be imposed by the regulator and explained to the retail investor while the explanation of the TCR concept is complicated enough for the average retail investor.

The basis of the calculation should be, for the whole period considered by the calculation, the nominal amount without any variations of its value.

The chosen holding period should be the same as reflected in the target market definition (please compare with MiFID II and the recommended holding period laid down in the prospectus and other official product documentation.
<ESMA_QUESTION_PRIIPs_85>
1. This definition of the ratio is taken from the CESR guidelines on cost disclosure for UCITS. Is it appropriate also in the case of retail AIFs? Should it be amended? Another approach to calculate these costs is to calculate the ratio of the total of these amortized costs to the invested amount in the fund. However in that case the question remains as to how to aggregate this ratio with the on-going charges ratio. Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate?

<ESMA_QUESTION_PRIIPs_86>
We believe that the second approach (calculating the ratio of the total of these amortized costs to he invested amount in the fund) is more meaningful when investment funds are compared with other PRIIPs-products.
<ESMA_QUESTION_PRIIPs_86>
1. What would be other options to define the TCR ratio in the case of life-insurance products? What about the case of regular payments or regular increasing? Which definition would you favour? How to ensure a level playing field and a common definition with the other types of PRIIPs in this regard? Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate? To what extent do these possible calculation methodologies fit the case of insurance products with regular payments? 

<ESMA_QUESTION_PRIIPs_87>
We believe that the second approach (calculating the ratio of the total of these amortized costs to he invested amount in the fund) is more meaningful when investment funds are compared with other PRIIPs-products.
<ESMA_QUESTION_PRIIPs_87>
1. What would be other options to define the TCR ratio in the case of structured products? Do you identify other specific issues in relation to the TCR if applied to structured products? Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate? For derivatives, it might be the case that it is necessary to further define the concept of investment to be used as denominator of the ratio. Possibilities include the use of the actual sums paid and received (i.e. initial margins, variation margins, collateral postings, various payoffs, etc.) or the use of the exposure (i.e. market value of the derivative underlying). Do you think these approaches would be appropriate?

<ESMA_QUESTION_PRIIPs_88>
We prefer the RIY for certificates.

This approach of including the actual sums paid and received (i.e. initial margins, variation margins, collateral postings, various payoffs, etc.) is too complex for OTC derivatives. Basically, the OTC derivatives are always concluded in connection with an underlying transaction (i.e. variable interest loan or foreign exchange position). In the majority of cases (>75%), calculation of interest is amortised together with the loan or held until maturity. Additional data, as shown in question 88, only lead to complex processes regarding controlling, but not to any measurable benefit. We already expressed an opinion in the consultation by clarifying the negative market value for the costs.

Variations of the invested amount should not be part of the TCR calculation since additional assumptions would have to be imposed by the regulator and explained to the retail investor while the explanation of the TCR concept is complicated enough for the average retail investor.
<ESMA_QUESTION_PRIIPs_88>
1. This definition of the ratio is taken from the CESR guidelines on cost disclosure for UCITS. Is it appropriate also in the case of retail AIFs? Should it be amended? Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate?

<ESMA_QUESTION_PRIIPs_89>
We would recommend the second approach.
<ESMA_QUESTION_PRIIPs_89>
1. These different aforementioned principles are taken from the CESR guidelines on cost disclosure for UCITS. Is it also appropriate in the PRIIPs context?

<ESMA_QUESTION_PRIIPs_90>
We think that the principles are appropriate.
<ESMA_QUESTION_PRIIPs_90>
1. To what extent do the principles and methodologies presented for funds in the case of on-going charges apply to life-insurance products?

<ESMA_QUESTION_PRIIPs_91>
In case that the on-going costs are based on the NAV or redemption price, they should be considered.
<ESMA_QUESTION_PRIIPs_91>
1. Do you think this methodology should be further detailed? To what extent do you think this methodology is appropriate and feasible (notably in terms of calibration of the model)? It might indeed be considered that valuation models for Solvency II usually are not likely to be designed for per contract calculations. Life insurers may restrict the calculation of technical provisions in the Solvency II-Balance-Sheet to homogenous risk groups. Furthermore they are allowed to use simplified calculation methods if the error is immaterial at the portfolio level. As profit sharing mechanisms in many countries are applied on the company level and not on a per contract level, projected cash flows from future discretionary benefits will not easily be broken down on a per product or even a per contract basis with the existing Solvency II-Valuation-Models. 

<ESMA_QUESTION_PRIIPs_92>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_92>
1. Do you identify any specific issue in relation to the implementation of the RIY approach to funds?

<ESMA_QUESTION_PRIIPs_93>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_93>
1. In addition to the abovementioned issues and the issues raised in relation to TCR when applied to structured products, do you identify any other specific issue in relation to the implementation of the RIY approach to structured products?

<ESMA_QUESTION_PRIIPs_94>
No.
<ESMA_QUESTION_PRIIPs_94>
1. Do you agree with the above-mentioned assessment? Should the calculation basis for returns be the net investment amount (i.e. costs deducted)? Do you identify specific issues in relation to the calculation per se of the cumulative effect of costs?

<ESMA_QUESTION_PRIIPs_95>
Yes, it is certainly a critical issue to come up with reasonable grow rates for the product.

The calculation basis for return should be without deducting costs. As already mentioned the cumulative effect on costs is a function of the assumed growth rates.

It is important to bear in mind that through MiFID II retail investors will get an ex-ante cost disclosure which will consider at least the cost components reflected in the PRIIPs KID. Having different approaches among PRIIPs and MiFID2 would be difficult to understand from a retail investor perspective. Starting point of all considerations should be how retail investors look at the issue. In case of the impact of costs on the potential return they would not assume a hypothetical growth rate (they know very well that such estimate is not helpful) but would try to understand how much of every 1% of performance will be used to cover costs. Having this information it is easy to calculate different scenarios or understanding the current development of the product (the product did 15% during the last 8 month: how much costs did I pay for?)
<ESMA_QUESTION_PRIIPs_95>
1. Is this the structure of a typical transaction? What costs impact the return available to purchasers of the product?

<ESMA_QUESTION_PRIIPs_96>
Yes - this represents typical SPV structures. Costs involved include (i) those related to establishment of the SPV (or compartment itself) such as annual audit fees, legal costs, directors annual fees, determination/paying/adminstration agency) (ii) those related to the specifics of each issued note such as asset custodian fees, swap or Inv.Management fees, collateral or principal costs.  All costs are normally relatively straight forward to identify - given that the exposure/return to the investor is equal to the return generated by the investments less all costs and retained margins.  As no specific value is actually retained in the SPV itself and most service providers are treated at arms-length, the overall cost and margin profiles of SPV structures are normally very well understood by the arrangers.  As a result, they should be fairly straightforward to list and disclose.
<ESMA_QUESTION_PRIIPs_96>
1. What costs impact the return paid on the products?

<ESMA_QUESTION_PRIIPs_97>
Costs involved include (i) those related to establishment of the SPV (or compartment itself) such as annual audit fees, legal costs, directors annual fees, determination/paying/adminstration agency) (ii) those related to the specifics of each issued note such as asset custodian fees, swap or Inv.Management fees, collateral or principal costs.  All costs are normally relatively straight forward to identify - given that the exposure/return to the investor is equal to the return generated by the investments less all costs and retained margins.  As no specific value is actually retained in the SPV itself and most service providers are treated at arms-length, the overall cost and margin profiles of SPV structures are normally very well understood by the arrangers.  As a result, they should be fairly straightforward to list and disclose.
<ESMA_QUESTION_PRIIPs_97>
1. What are the potential difficulties in calculating costs of an SPV investment using a TCR approach?

<ESMA_QUESTION_PRIIPs_98>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_98>
1. What are the potential difficulties in calculating costs of an SPV investment using a RIY approach?

<ESMA_QUESTION_PRIIPs_99>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_99>
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