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EBA, EIOPA and ESMA (the ESAs) welcome comments on this Technical Discussion Paper on Risk, Performance Scenarios and Cost Disclosures in Key Information Documents for Packaged Retail and Insurance-based Investment Products (PRIIPs).

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 so as to allow them to be processed more efficiently. Therefore, the ESAs 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 the ESAs should consider

Naming protocol
In order to facilitate the handling of stakeholders responses please save your document using the following format:
ESA_TDP_PRIIPs_NAMEOFCOMPANY_NAMEOFDOCUMENT.
E.g. if the respondent were XXXX, the name of the reply form would be:
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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 17 August 2015.
All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input/Consultations’. 
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[bookmark: _Toc335141335]All contributions received will be published following the close of the consultation, unless you request otherwise. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with the ESAs’ rules on public access to documents.[footnoteRef:2] We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by the Board of Appeal of the ESAs and the European Ombudsman.  [2:  See https://eiopa.europa.eu/about-eiopa/legal-framework/public-access-to-documents/index.html. ] 
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Introduction
Please make your introductory comments below, if any:
< ESMA_COMMENT_PRIIPs_1>
EFAMA appreciates the efforts jointly deployed by the ESAs in trying to find the most suitable parameters for the PRIIP KID’s prescribed content. Unfortunately, both the timing (summer period) and short deadline of this Technical Discussion Paper make it difficult for EFAMA and its members to provide the ESAs with the in-depth and comprehensive feedback that this subject requires. We fully understand the timing constraints placed on the ESAs by the Level-1 Regulation, but consider it essential that the remaining consultation papers (in particular the one on the PRIIP KID’s content) provide stakeholders with more time to provide useful analysis and comments to the ESAs on this important topic.

When designing the PRIIP KID, the European co-legislators’ intention was focused on creating a document that is meant, first, to enhance retail investors’ understanding of a particular product and, second, to allow investors to compare different products and different types of products.

We highlight this essential underlying motive of the PRIIP KID Regulation, as the very methodologies, presentations and principles discussed here establish its technical foundations. The parameters, methodologies, calculations and presentations should not advantage or disadvantage certain products, and their implementation costs should be reasonable, for the financial industry at large and for the European and national regulators that must monitor and enforce compliance with the rules.

We would also highlight the importance of the consumer testing that is accompanying these discussion papers and consultations. We regret the lack of transparency surrounding this consumer testing and have difficulties understanding why no information whatsoever has been published, not even on what is being tested. Whatever the results of that testing, it is important that any conclusions are carefully drawn. Consumers’ responses will be conditioned by the current economic environment and their current knowledge levels.  However, the PRIIP KID must be future-proofed for different market conditions and is intended, in part, to be a tool to further investors’ understanding and to promote investor education.  The tests (which are not publicly available) might, for example, show that the most simplistic options are preferred, but it is important not to oversimplify the KID.  Investment decisions should not be oversimplified.

When answering the discussion paper, we are also acutely aware that the overall discussions on risks, performance and costs seem to focus solely on equity and bonds, mostly overlooking other asset types such as derivatives, money market instruments, real estate and private equity, let alone ELTIFs, EuSEFs and EuVECAs. We urge the ESAs to undertake additional considerations of the particularities of these asset classes before drawing up the draft RTS.

Lastly, concerning the proposed approaches to cost calculation, we deem it of utmost importance that they are fully consistent with the disclosure requirements under MiFID II. Obviously, firms distributing investment products will need to rely on the disclosure of product costs provided in the PRIIPs KID for the purpose of computing the aggregated cost figure comprising charges of both, product and service. Therefore, it is essential that the basis for calculation of product costs is congruent under those two EU frameworks, especially since both are based on the principle of comprehensive transparency of costs. This aspect is of specific relevance for the treatment of costs resulting from the market impact of transactions which shall be disregarded for the purpose of MiFID II disclosure.
< 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>
Our response to this question hinges somewhat on whether any period of past performance can be shown. Experience with the UCITS KIID shows that investors wish to see the product’s history of returns (where there is one). We believe that both the performance history and possible future performance scenarios can and should be shown in the one graphical presentation. They have the benefit of being based on facts, and give a useful indication of the way in which a fund is run. They also allow for comparison between funds.

We strongly favour option (a) for the estimation of the distribution of future returns. At the time of the development of the UCITS KIID, independent academic research showed that past volatility was as good a guide to future performance as any other more complicated (and costly) methodology, especially as the resulting figure is to be compressed into a seven or five figure scale. Furthermore, this approach is simple and could be applied also to PRIIPs that are not investment funds. We also believe that it is important not to give an impression of spurious accuracy in terms of what returns might be, thus potentially misleading investors as to the possible value of their investment.

Use of distribution of return data would also align with the principles already applicable for the UCITS KIID. Where historical data is not available for the PRIIP, the use of proxy or benchmark data, along the lines of the existing UCITS SRRI methodology, is the most suitable alternative. However, the underlying principles for these simulations will have to be prescribed by supervisory authorities in terms of modelling and choice of parameters, in order to ensure comparability and to guard against cherry-picking by individual product providers.
<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>
As we have made clear our strong preference for option (a), we would caution against a too flexible use of methods allowing the product manufacturer to choose model parameters. If the ESAs still opt for such an approach, we would caution that too much choice for the manufacturer will leave room for manipulation and dampen comparability. Thus, the preconditions for any flexibility must be that the rules to select the input variables in terms of risk variables should be standardised and consistent across all available models. The ESAs or the national regulators should therefore prescribe the relevant input parameters, which also should not be too complex to ease implementation and supervision.
<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 consider option (a) (“the amount invested without any adjustment”) to be the option most likely to create a fair and level playing field, and to aid comparability across different PRIIP types. 

While the time value of money is an important factor when investing into any type of product (and even more important for investment products with long recommended holding periods), we believe the other options - to use either a risk-free rate or a rate of inflation - are unfeasible in the absence of a common understanding of how those rates are best calculated.  However, if such an approach were followed by the ESAs, the calculation of the rates would need to be centralised and prescribed by the supervisory authorities. Allowing manufacturers complete freedom to decide on the growth rates to be used would result in widely varying future performances among not only different PRIIP types, but also between similar PRIIPs of different manufacturers, and would undermine any chance of comparability.

If a longer term holding period is recommended, the benchmark could be supplemented with narrative disclaimers noting the longer term effect of inflation. 
<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>
EFAMA members are against option C.  The majority of our members support option B under the condition that the “asset specific risk premiums” are determined by the regulators and are not left to the discretion of the PRIIP manufacturer. Also, they should be based on historical returns of each asset class and type in order to minimise possible distortion effects among different types of PRIIPs and should assume that investors demand a risk premium to hold risky assets, such as shares or long-term bonds (so-called “real-world” probabilities). As these risk premiums may change over time, regular evaluation by the ESAs would be necessary.
<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>
The considerations for the Risk Indicator and for Performance Scenarios are different and need to be looked at separately.

For the risk indicator, whilst option A is a more rigorous approach from a theoretical viewpoint, we are concerned that, in practice, it is too complicated and will most likely confuse retail investors. Therefore, option C is the most pragmatic approach among the options presented, provided that there is a narrative warning that the risk level may be higher or lower, depending on how long the investor retains the product relative to the recommended holding period.

For performance scenarios, multiple time frames need to be used (in line with our comments below), as early redemption may have an impact on the performance, especially for PRIIPs with relative high exit costs.
<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>
In principle, we share the ESA's considerations on credit risk. When reviewing credit risk it is important to distinguish between the credit risk of the overall PRIIP and the credit risk of its underlying investments, which are typically subsumed into the consideration of market risk.

For investment funds (UCITS or AIFs), there is no credit exposure to the product manufacturer because the invested money is separated from the own funds of the investment management company. In other words, unlike banks or insurance undertakings, investment management companies do not take risks onto their own balance sheet. Therefore, credit risk is of little relevance for investment funds and they should in general be classified as a product with the lowest credit risk category.

Moreover, assessment of the creditworthiness of financial instruments or entities within the fund’s portfolio is part of a regulated risk-management process. Credit risks arise in funds only as part of market risk – the risk of loss for the investment fund results from an issuer’s (lack of) credit worthiness. 

In addition to that, we disagree with footnote 8 with regards to an investment fund that makes use of efficient portfolio management techniques or financial derivative contracts. It is required by law (such as under the UCITS Directive) and common practice (in the area of alternative investment funds) that the use of financial derivative contracts is part of the assessment of the fund’s market risk. Moreover, for those investment funds making use of efficient portfolio management techniques (such as securities lending) or financial derivative contracts, robust and resilient requirements for proper collateralisation already exist[footnoteRef:3]. [3:  In particular, EMIR requires stringent bilateral collateralisation obligations (ESAs Second Consultation Paper on Draft Regulatory Technical Standards on risk-mitigation techniques for OTC-derivative contracts not cleared by a CCP under Article 11(15) of Regulation (EU) No 648/2012). As a supplemental requirement due diligence obligations in the selection and appointment of counterparties apply (cf. ESMA’s guidelines on ETF and other UCITS issues, Ref.: ESMA/2014/937, Article 20 of the Delegated Regulation (EU) No 231/2013).] 


Where the PRIIP is an insurance or bank product (and thus resides on the institution’s balance-sheet and the investor is not the beneficial owner), we agree that consumers need to be made aware of this fact.

In terms of determining credit risk, we recommend using third party credit ratings rather than credit spreads. Such credit ratings, if available, constitute an objective and accessible measure of credit risk that has been both applied by market participants and supervised by regulators. The use of credit rating for the issuer can be considered in the construction of the indicator, as external ratings allow for independent comparability. Of course, the prescribed use of credit ratings could be seen as a challenge regarding the struggle against mechanistic reliance on external credit ratings. However, the objective here is to prevent overreliance, which does not mean of course that any reliance on external credit ratings should be banned altogether. If the use of external ratings is prescribed by regulation, there should be no licence costs related to the retrieval of necessary data from the rating agencies.

In addition, we would underscore the importance of comparability and consistency of credit ratings (and the calculation of credit risk) with reference to the CRR Regulation and the Solvency II Directive. This is of crucial practical importance since it ensures the proper assignments of the various ratings to different credit quality steps[footnoteRef:4]. For manufacturers or obligors for which credit ratings or the other mitigating factors are not available, then credit risk could be assessed on the basis of an analysis of credit ratings of comparable obligors. However, this should apply only to products subject to the issuer’s credit risk. In case of investment funds, it should be clarified that there is no need to assess the credit risk of an investment management company under the rating-based approach of the CRR or Solvency II Directive. [4:  Consequently, the reference to the consultative paper and the proposed revisions to the standardised approach for credit risks by the Basel Committee on Banking Supervision (www.bis.org/bcbs/publ/d307.pdf) is accurate since only a proper reflection of the respective work streams and amendments to the various regulatory frameworks for both, securities and banking markets ensures the necessary regulatory comparability and consistency.] 

<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 agree that it is important to distinguish between liquidity risk of the underlying assets and the liquidity profile of a PRIIP itself. Generally speaking, liquidity risks of the underlying assets are part of market risk. However, it is important that the KID provides a clear description of the liquidity profile of the PRIIP itself, which we agree most naturally sits in the section describing the PRIIP’s features.

Moreover, a large majority of our members are concerned that a mere narrative description might be overlooked by retail investors. Therefore, they strongly recommend that the disclosure take the form of a seven-point scale, indicating the timeframe to receive the proceeds of a PRIIP’s sale (not of its underlying assets). For example, Annex IV of the AIFMD Level-2 Regulation already contains a reporting template for alternative investment funds, including information on the investor liquidity profile. The PRIIP KID scale might be:

	1 day or less
	2-7 days
	8-30 days
	31-90 days
	91-180 days
	181-365 days
	more than 365 days



If a scale is not used, then it is important that there be a common series of narrative options from which the PRIIP manufacturer must choose, along the lines of the time buckets shown in the above scale.
<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>
We agree that liquidity could be assumed (i) if a product is traded or will be traded on a regulated market or MTF, (ii) if a liquidity provider exists (either manufacturer or other parties), (iii) if market rules ensure liquidity under normal conditions and/or (iv) when regular redemption dates are offered throughout the life of the product under normal market conditions.

We further believe that cost and exit penalties for early redemptions, together with the time taken to receive monies from redeemed investments, should be considered as a component of liquidity risk and, hence, be highlighted in the description of a PRIIP’s liquidity risk (see also our answer to Q7).

With regards to the underlying instruments of a PRIIPs, we do not consider it possible to present an adequate quantitative indicator for liquidity and recommend using a qualitative approach instead, especially since the different quantitative measures of liquidity suggested (i.e. bid-offer spreads, average trading volume, and number of market makers excluding the manufacturer) often seem to be unsuitable for the products in scope and a secondary market is usually not existing. Even though the proposed quantitative measures could be applied to the underlying instruments (at least for a portion of the PRIIPS), we think that the (qualitative) redemption conditions are the key driver to determine the liquidity risk and liquidity profile of the instrument.

Furthermore we presume that “exit costs” will be properly analysed in a subsequent section of the KID under Art 8(3) (g) (i.e. “How long should I hold it and can I take money out early?”).
<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>
It is important to break down the risks into market, credit and liquidity risk to ensure comparability between different PRIIPs. Aggregating the measures would be wrong in concept and would not be beneficial or meaningful for investors.  We are sceptical about the supposed added value of such aggregation (if any) to investors. 

We therefore are in favour of Option 2 among the options presented by the ESAs (for further details see our answer to Question 10 below).

If Option 1, as currently presented, were selected, insurance PRIIPs would always end up being classified in the lowest risk category due to their wrapper. Given that the ESAs are also suggesting that these insurance wrappers should not be regarded as a cost element and therefore not disclosed to the retail investor (see Q45), these types of products would be portrayed as less risky and cheaper than comparable products.  Clearly, this is not always the case.  An unlevel playing field between different types of PRIIPs would therefore be created.
<ESMA_QUESTION_PRIIPs_9>
1. Please state your views on the required parameters and possible amendments to this indicator.

<ESMA_QUESTION_PRIIPs_10>
We favour using Option 2 (“Indicator separating assessment of market risk - quantitative measure based on volatility - and credit risk - qualitative measure, external credit ratings”), as this is the only option assessing market and credit risks separately, which is of paramount importance for distinguishing between different types of PRIIPs and to allow investors to understand whether the PRIIP is an “on-balance sheet” or “off-balance sheet” product. To allow this comparison, market risk and credit risk should be displayed as separate risk indicators each along seven-bucket scale (see answer to Q14).

Also, Option 2 is the closest approximation in terms of risk indicators to the existing UCITS SRRI, which has been consumer tested, is fit for purpose and has been successfully implemented in the UCITS KIID. We are concerned, however, that there has not yet been any information made available on what precisely the ongoing consumer testing for the PRIIP KID is testing. 

It is difficult to provide more detailed feedback without further clarification from the ESAs. With regards to the “delta” methodology proposed for structured products/funds, we consider that its main disadvantage is that it is represented through a short term risk measure and thus is not suitable for non-linear products. Instead of using “delta”, EFAMA suggests use of a long-term risk measure over the recommended holding period, such as a 50% expected shortfall. The distribution of returns used for this measure could be simulated past performances (like in the current UCITS method for structured funds) or, for example, Monte Carlo simulations based on a log-normal standard model using the effective volatility (and other parameters) observed over the last 5 years. A key issue is that it is necessary to have a standardised, yet easy to compute (and to supervise), methodology.
<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>
Forward-looking simulation models should be avoided as they are likely to vary significantly from manufacturer to manufacturer, to increase complexity and to decrease comparability. Even if consensus could be reached on a model, the calibrations could still differ because of differing business models between manufacturers and different modelling capacities, leading to different outcomes. 

Such types of modelling, in the several alternatives proposed, will require significant costs of implementation (both in time and money) for manufacturers, which would be very disproportionate for relatively smaller entities and might lead players to adopt different (more sophisticated) models for the Risk Indicator calculation compared to the internal risk model used. This latter consideration leads to the third shortcoming of this approach, which is the creation of a misalignment between the risk management model and the “distribution model”. 

As regards option 3, the first alternative (short-term 10-day VaR) has several major technical disadvantages: 

· it is not appropriate for non-linear structured products (because the non-linearity is mainly over the entire life of the product)
· it is very complicated and work-intensive to implement for structured products (because it needs full repricing of the product for all Monte Carlo scenarios)
· as a result it carries a strong model risk depending on the valuation of the product at a 10-day horizon under various scenarios
· it is unable to take into account the default risk
· it is less applicable to real estate or private equity assets

As a consequence, should option 3 nonetheless be selected, EFAMA strongly recommends using the second alternative, i.e. a long term risk measure over the recommended holding period, using simulated pay-outs at maturity of the product for structured products/funds. 
<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>
With regards to the proposed “extensions” of this approach, proportionality should be applied, as Option 3 would already be very difficult to implement. The proposed “extensions” of this approach would further increase the costs of implementation, in what could be considered an excessive manner, especially as the resulting figure will be presented in a simple and short linear scale.
<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>
A two-level indicator would be too difficult for many consumers to understand. Additional information can be signposted for those few consumers who wish to consider it. Furthermore, this option seems to suggest that the determination of such a risk measure is left completely to the product manufacturer, which would inhibit any comparison between products of different manufacturers, let alone between different types of PRIIPs. This proposal would therefore deliver even less clarity for the end-investor and should be rejected.
<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>
We believe the definition of the scale of the risk indicator should remain consistent with the existing UCITS approach, which, as a result of consumer testing, uses a scale of 1 to 7. Using a narrower scale would not allow sufficient differentiation between various types of PRIIPs. 

Additionally, we believe that the risk scale has to be the same for both market and credit risk. 

Finally, with regards to the correct display of “liabilities in addition to the capital invested in the PRIIP”[footnoteRef:5], we recommend a specific disclaimer under the risk indicator alerting consumers of this additional risk, as it cannot be adequately captured by the summary risk indicator alone. [5:  PRIIPs Regulation, Article 8, para. 3(c)(ii)] 

<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>
Experience shows that investors wish to know the historic performance of a product, where it is available. Therefore, we believe it is very important for a PRIIP to be able to show performance histories, where available, in the same graphical presentation as the future performance scenarios. We appreciate that Article 8 para. 3 (d) (iii) refers specifically to performance scenarios, but Recital 15 contains a general reference to “relevant performance information”, thus clearly allowing past performance to be shown where available.

Moreover, allowing past performance net of costs to be shown will help investors understand that products with higher costs are not necessarily less desirable products than those with lower costs. For example, the costs of securities lending activities are usually outweighed by additional performance yields attributed to the overall product. Hence, if the PRIIP KID requires disclosure of securities lending costs as part of the aggregated cost figure, it should also allow for disclosure of securities lending benefits in terms of relevant performance histories (please also consider our answer to Q33 below).

As regards performance scenarios, the UCITS KIID provides additional information to be shown for structured funds, using “what-if” scenarios. The industry has not experienced particular issues with investors’ lack of understanding of such scenarios. However, it is not clear that “what-if” scenarios are the most useful presentation for non-structured funds or any other types of non-structured PRIIPs. A large majority of EFAMA members therefore proposes that manufacturers should be able to choose the most suitable methodology from two options:

(i) PRIIPs with any form of structuring of returns (e.g. structured funds) would use prescribed “what-if” scenarios.
(ii) All other types of PRIIPs (e.g. plain-vanilla funds) could use a probabilistic approach, but with prescribed input parameters to aid comparability.
<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>
UCITS manufacturers have little experience in this area as the UCITS KIID requires only past performance data to be shown.  

EFAMA recommends that supervisory authorities should supervise performance scenarios closely in the early days of the KID to ensure that those principles are not used to present overly positive scenarios.
<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>
Where a “what-if” approach is used, a historical scenario (option a) over the recommended holding period is the preferred solution, if possible extended over multiple periods in the past. Since validated past performance figures represent the most reliable source of performance-related information, they should be used as a basis for the purpose of simulating possible future performance outcomes. Setting a single growth rate/performance for all types of underlying investments is inappropriate. 
<ESMA_QUESTION_PRIIPs_17>
1. Which percentiles do you think should be set? 

<ESMA_QUESTION_PRIIPs_18>
We support the three scenarios suggested: a pessimistic scenario as the 10th percentile of the distribution, a neutral scenario as the 50th percentile and an optimistic scenario as the 90th percentile.
<ESMA_QUESTION_PRIIPs_18>
1. Do you have any views on possible combinations?

<ESMA_QUESTION_PRIIPs_19>
Combining different scenarios will significantly increase the complexity of the KID and the results would probably be difficult to understand for investors. However, given experience of investors wanting to see how a product has actually performed, we are in favour of offering a scenario that also showcases a historical scenario, as suggested under option a.
<ESMA_QUESTION_PRIIPs_19>
1. Do you think that credit events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_20>
If a separate risk indicator for credit risk is provided in the SRI, as suggested in Option 2 on page 37, this information should sufficiently highlight eventual credit risk and accompanying credit events for the investor. Again, this is important in order to help investors understand the different risk profiles of different PRIIP types (i.e. off- and on-balance sheet PRIIPs).

If Option 2 is not chosen to represent risk, then credit events would clearly need to be considered in the performance scenarios, thus making these already complicated assumptions even more intricate. Furthermore, additional information should be provided under a subsequent section of the KID (i.e. “What if (the manufacturer) is unable to pay out?”).
<ESMA_QUESTION_PRIIPs_20>
1. Do you think that such redemption events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_21>
The performance simulations should include the impact of a trigger redemption (e.g. for auto-callable structures).
<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>
Voluntary redemptions should be part of the performance simulations if they regularly occur in a certain product category and thus should be illustrated to an average investor. However, we deem it equally important to illustrate the impact of these in the cost section by computing the aggregated cost indicator with reference to different investment periods and supplementing it by information on the cumulative impact of costs on performance (e.g. by including a column on “what might you get back” as suggested with respect to the RIY presentation on page 106 of the Technical Discussion Paper).

From a fund perspective, the scenarios envisaged do not appear to be applicable to open-ended funds, such as many retail AIFs that offer regular ongoing redemptions, or closed-ended retail funds (such as listed investment companies e.g. in the UK) where investors dispose of their interests on the secondary market.
<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>
First of all, we recommend that the list of entry and exit costs to be accounted for in the cost disclosure be exhaustive. An exhaustive list would be in line with the general nature of the PRIIP KID as a fully standardised document and would provide the appropriate legal certainty for product manufacturers. More generally, such an all-encompassing approach should be preferred for all disclosures in the PRIIP KID. 

Also, all deductions from the initial investment amount/premium payment that are not invested on investor’s behalf or not reflected in the fair value of a product should be deemed entry costs and thus included in the cost disclosure.

We are uncertain what is supposed to be disclosed as acquisition costs. We understand that this term does not refer to the acquisition costs of the fund’s underlying assets in the case of issuance of new fund units. Otherwise, such costs can be relevant only in funds that pass the costs of portfolio adjustments to new investors. However, even in these cases, acquisition costs (and, for that matter, also disposal costs) may be very difficult to establish, e.g. in the case of swing pricing when partial swinging is applied. 

Also, footnote 17 is unclear since there is no natural link between real estate AIFs and a commercial register. The commercial register is relevant for all funds with a company structure. This may or may not be real estate AIFs depending on their legal structure. With respect to the underlying assets of real estate AIFs, the land register would be relevant. 

Moreover, it is unclear what is meant by “marketing costs” or “constitution costs” to be included in the up-front initial cost calculation. We assume that for most open-ended investment funds, such costs will not flow into the initial charge to investors, but will be treated as administrative expenses and, hence, will be reflected in the ongoing charges figure for the relevant year. This applies also to the fees for supervisory authorisation, which are generally charged after a fund’s launch. 

Therefore, for most open-ended investment funds, the entry costs should be limited to the up-front subscription fee where such fee is charged by the product provider and agreed with investors as part of the investment contract. Otherwise, if the front-load fee is charged directly by the distributor, it should not form part of the product information, but be disclosed by the distributor at the point of sale (as required under MiFID II).

With respect to closed-ended funds, costs like constitution or marketing costs may initially be incurred. A clear distinction between initial costs and ongoing charges is therefore decisive. Based on the experience with costs and charges of closed-ended funds, a clear distinction may be drawn with the issuance of the marketing notification that is required for all AIFs according to the AIFMD, hence also for all closed-ended funds. Costs that are incurred before this notification are upfront initial costs paid directly or deducted from a payment received by the investor, such as costs for the conception and set-up of the fund structure or for the placement guarantees issued by distributors.
<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>
Generally speaking, the list of cost items to be included in the calculation of ongoing charges should be exhaustive, not indicative, in order to ensure full comparability of cost disclosure and sufficient legal certainty for product providers (cf. our response to Q23 above). 

Specifically, we agree with the list of payments provided in subsection (a) since these payments are already taken into account in the CESR Guidelines in the calculation of the ongoing charges figure in the UCITS KIID.

In view of remuneration structures prevailing in the private equity sector, we deem it reasonable that carried interest be explicitly mentioned in the list of relevant payments, but should not be included in the on-going charges. The reason is that carried interest is charged only when the fund is closed, and on the condition that there is a capital gain and that this capital gain has reached a predefined level.
<ESMA_QUESTION_PRIIPs_24>
1. Should these fees be further specified? 

<ESMA_QUESTION_PRIIPs_25>
We do not see a need further to specify these fees, but suggest that payments to securities lending agents be included in the list of relevant payments. Securities lending agents can act as “in-sourcers” of portfolio management functions in the case of funds engaging in effective portfolio management techniques. 
<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>
Our response covers (c) “registration fees, regulatory fees and similar charges, including passporting fees”.

The charges listed hereunder would typically be included in the on-going charges figure in the UCITS KIID. They do not need to be separately disclosed and care must be taken to avoid double counting. In this regard, we would deem fees for listing on stock exchanges incurred, e.g. by ETFs, to be covered by the term “similar charges”.
<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>
It is neither feasible nor appropriate to account for “recovering fees for specific treatment of gains and losses” in the calculation of the ongoing charges figure. Recovering fees as described by the ESAs would be incurred in the tax recovery process initiated by the individual investor. Hence, such fees do not apply at the level of the fund and thus cannot be ascertained by the product manufacturer. Moreover, the amount of fees might considerably vary depending on the fund investor’s domicile, the foreign tax rules and the specificities of the recovery procedure applicable in the relevant third country. In the end, such fees might even not be applicable at all if the investor fails to initiate the recovery process. 

For these reasons, subparagraph (d) should be deleted from the list of ongoing charges. 
<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 are somewhat puzzled by subparagraph (g), which refers to costs of distribution “to the extent that these payments are known to the PRIIP manufacturer”. Clearly, any distribution costs agreed directly between the distributor and the investor should not be reflected in the ongoing charges of a product, even if such payments are known to the product provider. Hence, the list should comprise only costs of distribution paid by the PRIIP’s manufacturer. Such costs can encompass e.g. retrocession payments to third party distributors where such payments are legitimate under applicable regulation.

In this regard, however, it is important to note that retrocessions are generally not debited to the fund on a separate basis, but are paid out of the management fee charged by the product manufacturer. In this case, it should be clear that such payments should not be accounted for twice and that inclusion of the management fee in the ongoing charges is sufficient. 

The issue of double counting is pertinent also in relation to other cost items. Thus, we urge the ESAs to clarify in the general provisions concerning the cost section that, as a matter of principle, cost items should be included in the calculation only if they are effectively charged to the fund and are not covered by other cost positions.
<ESMA_QUESTION_PRIIPs_28>
1. Which are the specific issues in relation to this type of costs? 

<ESMA_QUESTION_PRIIPs_29>
As regards performance-related fees, the application and amount of such fees is dependent on the future return of the fund.  Therefore, ex-ante disclosure of the amount of performance fees is most likely to be misleading. We thus believe that such incidental costs should be excluded from the on-going charges figures and rather be disclosed separately due to their incidental nature. Please also consider our answer to Q44 below.

Furthermore, we are of the view that financing costs should be limited to direct costs such as lending commissions, but should not include interest on borrowing. Borrowing and the related interest payments are part of the fund’s investment strategy and are used as means of maximizing returns. For this reason, interest on borrowing has been explicitly excluded from the payments accounted for in the UCITS cost calculations according to the CESR’s guidelines[footnoteRef:6].  [6:  Cf. para. 5(c) of the CESR’s guidelines on the methodology for calculation of the ongoing charges figure in the Key Investor Information Document from 1 July 2010 (CESR/10-674). ] 


At the very least, the additional performance gains generated by investing the borrowed amount should be offset against the amount of the interest payment. The same logic should also be applicable to efficient portfolio management techniques (for further explanation, please see our answer to Q33).
<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>
This type of cost should encompass only explicit costs of guarantees/capital protection such as the purchase of third-party guarantees.  With regards to the example in footnote 19, the cost of the guarantee should thus be the total amount of premium paid.
<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>
We fully agree that margin calls in relation to derivative transactions should not be considered costs. The amount deposited with a clearing member/counterparty following a margin call represents collateral and will be returned to the fund if and when the value of the derivative position recovers accordingly. Treating margin calls as costs would mean that the fund manager would need to estimate the actual missed revenue, which is a nearly impossible exercise for an actively managed fund. Therefore, it is appropriate to limit the consideration of payments incurred in the context of holding of derivative instruments to administrative costs.

For our detailed comments on the treatment of “implicit costs”, please refer to our answers in the section on transaction costs.
<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>
With regards to the value of goods or services received in exchange for placing of dealing orders, we would like to point out that in the current market environment, such goods or services, above all research, are generally remunerated by means of broker commissions or by implicit transaction costs in the case of fixed-income transactions. MiFID II will prompt modifications of the current market practices, but its implications for the execution of orders for investment funds cannot yet be fully assessed. First, management of investment funds is formally not a MiFID activity and, hence, will not be directly impacted by the new unbundling standards to be introduced under MiFID II. Second, the issue of bundled payments will remain relevant in relation to transactions executed by third country brokers, which cannot be expected voluntarily to submit to the new MiFID II requirements given that diverging approaches exist in their home countries. Finally, those assumptions are misleading and lead to double counting when following the ESAs’ suggested approach to use a centrally designed bonds’ “spread table” as suggested on page 62.

Thus, we ask the ESAs to clarify that research costs and the value of other goods and services should not be accounted for on separate terms, if they are already included in the relevant transaction costs.
<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>
Before commenting on the issue of dividends, we bring to the ESA’s attention a number of issues in relation to the cost items listed in the preceding subparagraphs:

“Costs of acquiring or disposing” of certain investments – subparagraphs (n) to (p)
The wording of subparagraphs (n) to (p) seems erroneous, since it refers to “costs of acquiring or disposing” of certain investments, whereas the explanatory text implies that the costs of holding those investments shall be taken into account. Specifically, in the case of target fund investments (subparagraph (n)), the total expense ratio or RIY figure of the underlying fund shall be included in the ongoing cost calculation. The costs of acquiring or disposing of assets on the other hand are attributable to transaction costs and are specifically discussed below. Hence, we believe that the wording of subparagraphs (n) to (p) should be amended in order to avoid confusion.

Investment of substantial portion of assets – subparagraph (n)
We welcome the general approach to use as a starting point the existing CESR Guidelines for calculation of the ongoing charges figure for UCITS. However, the lack of a common understanding under the CESR Guidelines as to when a UCITS invests a “substantial proportion” in other funds has led to diverging interpretations by the national authorities, which in turn has hampered the comparability of the ongoing charges figures displayed in the UCITS KIID. In order to avoid similar problems for the PRIIP KID, we suggest that “substantial proportion” of fund investments be further defined. In our view, only funds investing more than 20% of their assets in units or shares of other funds should be deemed to have invested a “substantial proportion” that merits the inclusion of target funds’ costs in the ongoing cost calculation. 

Efficient portfolio techniques – subparagraph (r)
While we understand that securities lending costs incurred in a product will need to be accounted for as part of the aggregated cost figure under MiFID II[footnoteRef:7], we have some difficulties in treating such earnings retained by the fund manager/lending agent solely as costs. We consider that such disclosure to investors highlights only the potential costs, but does not highlight additional revenues accrued to the fund (and therefore the investor) as a result of efficient portfolio techniques[footnoteRef:8]. [7:  Cf. Article 57 para. 2 in connection with Annex II, table 2 of the MiFID II Level 2 draft dated 13 May 2015.]  [8:  Efficient portfolio management is an add-on activity by an UCITS or AIF, and its impact should thus be considered on a holistic level. For example: If the lending revenue of EUR 100 is split 60/40 in favour of the fund, efforts to reduce the disclosed “cost” from EUR 40 to say EUR 30 can be achieved only by lending less – so the funds revenue would reduce by EUR 15 – in other words the fund would be EUR 5 worse off. So higher costs are directly linked to higher returns.] 


In any event, the ESAs should acknowledge that the proposed treatment of efficient portfolio techniques alongside the recommended inclusion of transaction costs will lead to a situation where actively managed funds will potentially have to disclose significantly higher costs as compared to passive products. In our view, this competitive disadvantage should be able to be compensated by a more realistic presentation of performance in the respective KID section. In particular, funds using efficient portfolio techniques should be able to account for their effects by displaying past performance where available (for more details, cf. our response to Q29 above).

Proposed exclusion of dividends in the cost calculation of structured products – subparagraph (t)
Coming to the specific question on dividends, we see no issue in ascertaining dividends to be paid out to investors, for any type of structured PRIIPs. For funds, all dividend payments are credited to the fund and thus the investor.

We note that the ESAs also comment on the treatment of dividend payments within structured products in this context. We therefore strongly disagree with the proposed exclusion of dividend payment (not forwarded to the investor) in the cost calculation of structured products. Please also consider our comments to Q94 below.

The purpose of the PRIIP KID is to achieve comparability between different product wrappers for similar investments. Investors wishing to invest e.g. in an equity index via a fund or via a structured note would be entirely misled and deprived of a sound comparison basis if missing dividends are not accounted for in the cost calculation of the latter.

Moreover, the discussed formal consideration of products on the basis of beneficial ownership disregards the realities at the point of sale. It is clear that retail investors will generally not be able to assess whether or not they will be legal or beneficial owners of the underlying assets when purchasing an investment product. The PRIIP KID must accommodate these information asymmetries by ensuring a meaningful and comparable disclosure of product costs. In our view, accounting for the missing dividends in the RIY calculation as suggested on pages 107-108 of the Technical Discussion Paper would represent an appropriate solution (cf. our answer to Q94 below). 
<ESMA_QUESTION_PRIIPs_33>
1. Is this description comprehensive? 

<ESMA_QUESTION_PRIIPs_34>
Introductory comments on proper costs presentation
Before providing an answer on the description of transaction costs, we would like to make some important comments on the accurate presentation of risk and the essential differentiation between costs that are known or not known ex-ante.

We recognise that this Technical Discussion Paper deals only with specific technical issues and that the first Discussion Paper gathered views on the presentation of costs. We remind the ESAs of our recommendations in response to the first DP, and in particular our response to Question 26. We recommended that sufficient granularity is maintained within the summary indicators of costs to ensure the financially-aware are not deprived of the information they need in the quest to make the KID too simple. In practice, even advisers need more information than a single figure. This means there would be more summary indicators than currently exist in the UCITS KIID (i.e. transaction costs and performance fees). We strongly believe that this figure should be developed separately and alongside the existing UCITS definition of ongoing charges. Supporting our argumentation, we note that the ESAs acknowledge on page 58 the need to accommodate costs that cannot be accurately forecast.

In particular, as regards transaction costs, we are concerned that failing to disclose ongoing charges and transaction costs as separate indicators will mislead investors. It is essential to recognise that higher transaction costs do not make a fund more expensive, they simply reflect a different investment strategy. Without transactions, an investment strategy cannot be executed, but an undue focus on transaction costs might contaminate the strategy and create undesirable incentives not to trade. If the investment decisions are good, higher transaction costs will deliver better net returns to the investor. However, ongoing charges will always erode those returns[footnoteRef:9].  [9:  This can be illustrated with an example of an active fund and a passive fund: (a) an active fund with an ongoing charges of 0.75% and transaction costs of 0.25% or (b) a passive fund with an ongoing charges of 0.5% and negligible transaction costs.
The active strategy outperforms the passive strategy by 0.4%. Which fund did better? If ongoing charges are combined into a single figure it would appear that the active strategy would have to deliver more than 0.5% outperformance in order to overcome the cost differential. In the example this would imply that Passive Fund did better by 0.1%. However, this misrepresents the reality. In both cases the performance is determined by the investments held. If different transactions had occurred the investments and the transaction costs would be different; therefore the outperformance would have been different. The transaction costs are an integral part of the strategy and cannot be separated. Therefore the true cost differential is 0.25% and Active Fund did better by 0.15%.
This explanation is probably too complex for many retail investors to understand or to engage with. However, it is essential advisers using the KID can understand and are able to explain to their clients the reality of how costs behave. For this sufficient granularity is required.
] 


Description of transaction costs
Coming back to the description of transaction costs, we do not think the list is comprehensive of transaction costs. The detailed definition used in international accounting standards is more comprehensive:

“Transaction costs include fees and commission paid to agents (including employees acting as selling agents), advisers, brokers and dealers, levies by regulatory agencies and security exchanges, and transfer taxes and duties. Transaction costs do not include debt premiums or discounts, financing costs or internal administrative or holding costs.” (IFRS 9 B5.4.8).


In our answer to Q39 below we explain why market impact is caused by the behaviour of the market.
<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>
We do not foresee difficulties calculating explicit broker commissions. There are a number of options for calculating broker commissions on an ex-ante basis. It could be based on an appropriately blended average of the commission rates most recently agreed with brokers or based on the actual rates apparent from commissions paid. We do not think it will be appropriate to present explicit broker commissions separately to other transaction costs, and we discuss presentation issues in detail in our answer to Q41.
<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>
We think the best approach to calculating transaction taxes (such as stamp duty and financial transaction tax) on an ex-ante basis is a weighted average of the transaction tax rates applicable in each country in which the portfolio is invested at the end of the financial year. An alternative approach might be to use the actual rates apparent from transaction taxes paid, but geographical shifts in the portfolio over the year make this approach less likely to represent the future shape of the portfolio.

Unlike other transaction costs, transaction taxes may be asymmetrical. For example, in the UK, stamp duty is applied to purchases but not to sales. Therefore shifting a portfolio from US to UK equities would incur very different costs to shifting from UK to US equities.

It is perverse to include transaction taxes in costs disclosure as the only way of managing such costs is to trade less, because fund managers cannot negotiate lower transaction tax rates with governments. Therefore there is a risk that this disclosure will create a fiscal incentive not to trade when trading might be in clients’ best interests. In the absence of a clear link between transaction costs and performance, it also creates an inequality by making active management appear to be more expensive than passive management simply because the active manager seeks to add value by trading in countries with transaction taxes.

We think non-recoverable withholding taxes on dividends should be identified. Some Member States have identified such taxes as transaction costs. Transaction costs and withholding taxes on dividends are both costs of investing and it would be unfair to include one type of cost of investing but exclude another.

Some types of PRIIP are less tax-efficient and incur tax charges within the PRIIP that cannot be recovered by, or on behalf of, the investor. Where the PRIIP itself incurs a tax charge, this should be included in the disclosure of costs (although perhaps not as a transaction cost).

We do not think that ticket fees should be added to the list because they are already included in paragraph (a) on page 54. This requires all payments made to custodians to be included in the amount disclosed as ongoing charges, regardless of the basis on which they are calculated.
<ESMA_QUESTION_PRIIPs_36>
1. As regards the abovementioned estimate, can the fair value approach be used?[footnoteRef:10]  [10:  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>
It is not clear how the fair value approach could be used to estimate the commission-equivalent element in the spread. We understand fair value in the accounting context to be the price that would be received when selling an asset (i.e. the bid price) and the transaction price is the price paid to buy an asset (i.e. the ask price). An estimate of spread for a particular asset could be made by deducting the fair value from the transaction price, provided that the fair value is determined on a bid basis at a time reasonably close to the time of the trade (for example, at the next market close or at the next calculation of a fund’s net asset value). However, this approach does not facilitate an estimation of the commission-equivalent element of the spread.

In relation to this question we also do not agree with the assertion made in footnote 23, which suggests that dealers should know the spread of a security in order to fulfil their best execution obligations. According to MiFID II, best execution is about ensuring dealers secure “the best possible result for their clients taking into account price, costs, speed, likelihood of execution and settlement, size, nature or any other consideration relevant to the execution of the order.” If the objective is to purchase a bond, best execution is about ensuring it is done at the lowest possible ask price within a reasonable timeframe. The lowest ask price could be associated with a wider spread than the spread on a higher ask price. The bid price at the time, and hence the spread, is entirely irrelevant in relation to the discussion on costs and should thus not be simply equated with the latter.
<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>
We discuss the issues to do with the bid-ask spread in our answer to Q41, but note here that the two considerations in the analysis of bid-ask spreads on pages 60 to 62 are confusing. The first consideration is about calculating the precise spread cost at any point in time and the second is about how to disclose the different elements of the spread. If the intention is to require that the entire bid-ask spread is regarded as a transaction cost, then there is no purpose in further dissecting it to identify a part of the spread that is equivalent to a broker’s commission. Conversely, if the intention is to identify and disclose the element equivalent to a broker’s commission, there is no need to discover the entire spread, only a formulation of the commission-equivalent element is required. Indeed, both approaches are suggested as potential solutions on page 61.

We believe that the amount equivalent to a broker’s commission should be disclosed. It follows that disclosing such an amount as a transaction cost means that the bid-ask spread will not be disclosed as a transaction cost. We think this approach is appropriate because the spread is a function of the liquidity of a stock and, as such, is caused by the occurrence of underlying market risk. The market price of a stock fluctuates according to the abundance or otherwise of willing buyers or sellers in the market – in other words, the market price is influenced by the stock’s liquidity. In the extreme, if there is no one willing to buy an asset, it is worthless. In order to be consistent with the requirements of MiFID II, the liquidity spread should be excluded from the costs disclosed in the KID because it is caused by the occurrence of underlying market risk.

This approach is also consistent with international accounting standards (IAS), in which the definition of transaction costs does not include the bid-ask spread (IFRS 9 B5.4.8). Moreover, IAS requires that, when an asset is purchased, the difference between the transaction price (which is the actual ask price for the transaction) and the fair value (which is the bid price of the asset purchased) is recognised as a gain or loss (IFRS 9 B5.1.2A). In other words, the difference between the ask price and the bid price will be recorded in the profit and loss account as a loss on the investment.

However, if the ESAs decide to require the entire bid-ask spread to be disclosed as a transaction cost, there would be no purpose in calculating the amount equivalent to a broker’s commission.

For the reasons discussed in our answer to Q41, we prefer a standardised approach where indicative figures are provided in a centralised table. This is similar to option (iii) on page 61, but we do not agree with the use of the criteria used, such as a proportion (for example, 50%) of the spread being designated as equivalent to a broker’s commission.  The spread should, rather, be defined as basis points per transaction.[footnoteRef:11]  [11:  Suppose, for example, the spread on an equity is 25 basis points and a fund has agreed a commission rate of 15 basis points with a broker. If liquidity in the stock becomes scarce the spread widens, say it doubles to 50 basis points. The broker’s commission remains constant at 15 basis points. If the stock was a bond with a spread of 50 basis points and 50% was estimated to be equivalent to the broker’s commission, a doubling of the spread to 100 basis points would suggest that the commission-equivalent portion had increased from 25 to 50 basis points. This is inconsistent with the equity commission that the approach is attempting to replicate. We suggest that the ESAs develop a central table of commission-equivalent rates. One way to do this might be to observe typical spreads for trading highly liquid bonds in normal market conditions and assuming these carry only a negligible liquidity premium.
] 


If such an approach is chosen, it will be pivotal to calibrate this table and its data correctly, as a wrong (i.e. too high) calibration of this table would make fund products seem more expensive than they effectively are and put them at a competitive disadvantage in comparison to other types of PRIIPs. This table should therefore be provided by the ESAs (with ESMA being in the lead) and should be regularly updated (presumably once a year to reflect the manufacturer’s revision of their KIDs). The ESAs could, for example, draw on the transaction reporting required through MiFID II.

Of the other options on page 61, we consider option (i) to be inappropriate because the KID is intended to require disclosures, not to restructure the way the market operates. It is also likely to be impractical, especially in respect of third country markets, which might simply refuse to provide gross pricing on top of possible incorporation local taxes. We also think that option (ii) will require considerable cost for competent authorities to build the supervision mechanisms that would be necessary to ensure realistic estimates are used. Such costs might be difficult to justify because, as observed on page 66, the approach would create disclosure information with dubious levels of accuracy.
<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, market impact should not be presented as a cost of a PRIIP because it is caused by the occurrence of underlying market risk. MiFID II clearly exempts market impact from the costs and charges of a financial product. Thus, the MiFID II-compliant PRIIP KID should be in line with its calculation methodology in order to arrive at the same overall cost levels.

Academically speaking, market impact can be described a measure of the market movement due to information leakage. It is the impact on the market price of presenting information to the market about trading interest. Knowledge of unfilled trading interest is a valuable commodity and information revealing increased demand allows other market participants to infer a trader’s market intelligence. Therefore, when a trader presents a large order to the market, the market responds by moving against the trader. This movement is market impact and, as it is a change in market price in response to a shift in the balance of market-wide supply and demand, it is a result of underlying market risk.

Part of the analysis on page 66 notes that costs such as market impact might, by chance, sometimes be negative, such as when a small seller trades while there is a large buyer in the market. The fact that market impact arises as a feature of the condition of the market rather than the trade demonstrates that market impact is a result of underlying market risk.

Market impact can be mitigated by carefully working an order in the market. Breaking up an order into smaller tranches and placing them with a number of brokers makes the order fragmented and less informative. However, this delays the completion of the order and may result in failure to fill the entire order. Delay costs (the market moves against the unfilled position) and missed trade opportunity costs (the intended transaction is only partially completed) are the price of reducing market impact. A trader’s skill in balancing the interactions between market impact, delay costs and missed trade opportunity costs will contribute significantly to the value of their clients’ investments.

Contrary to the conclusion expressed on page 63, it is the disclosure of market impact as a transaction cost that would incentivise traders to break up orders and to accept disproportionate delay costs and missed trade opportunity costs in order to minimise market impact. In reality, traders should be free to balance the costs of transacting against the costs of not transacting in the best interests of their clients and should not be constrained by the disproportionate emphasis caused by disclosing only half the equation.
<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>
These charges are impossible to predict. One approach would be to assume there will be no inflows or outflows in the underlying funds held by the fund of funds. Although this probably will not be the case, it is impossible to know whether the fund will experience net inflows or net outflows, let alone quantify those flows. Therefore, it is not an unreasonable assumption and, if accepted, it means there will be no entry or exit charges in the ex-ante disclosure.

The purpose of these entry and exit charges is to protect the underlying funds’ existing investors from the dilutive effects of other investors entering or exiting the fund. If the ex-ante disclosure were to include the entry and exit charges built into the pricing mechanism then, in principle, there should be an offset for the positive effect of other investors in the underlying funds paying entry and exit charges.

Moreover, if the methodology for calculating transaction costs suggested on page 67 is used, the effect of the lack of predictability of the portfolio turnover rate (we discuss this further in our answer to Q41) is likely to be far more significant than the spurious accuracy achieved by attempting to take account of entry and exit charges within the underlying funds pricing mechanisms.
<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>
We are in favour of the hybrid approach as put forward on page 66, using a mixture of known costs (i.e. explicit brokerage costs) and unknown costs (along the lines of the proposed standardised table for bonds on page 62) as a calculation base for the transaction costs.

Regarding the actual calculation methodology, we generally agree with the approach to estimate transaction costs by multiplying a portfolio turnover rate by average transaction costs. We strongly believe that the detailed definition and computation of “portfolio turnover rate” and “average transaction costs” is too technical to be included in the Level-2 RTS and should, thus, be further discussed and elaborated in the necessary Level-3 Guidelines.
<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>
Since other cost items are also not explicitly defined, we see no need to include an explicit definition of performance fees for the purpose of the KID disclosure. It should be sufficient to describe performance fees in a general manner, e.g. by referring to the first sentence of the cited IOSCO definition:

“A performance fee is a variable fee linked to the performance of a fund.”

In any case, it should be considered out of scope of the PRIIP Regulation to introduce a definition of performance fees that potentially impacts certain calculation models or favours one model above others as currently envisaged in the IOSCO Consultation Report. The regulatory aim of the PRIIP KID implementing measures is the achievement of comprehensive cost disclosure, not limitation of legitimate fee structures in investment funds. 
<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>
We do not believe that the rate of returns can be reasonably assumed in general terms. Given the diversity of PRIIPs and their underlying investment strategies, an assumed rate of return would at least need to reflect the assumed growth in the underlying assets and potentially be adjusted to the relevant market conditions, which makes the assumption and its updates a very complex exercise (cf. our reply to Q4 above). 

In our view, calculation of performance fees should be linked to the section on performance scenarios in order to provide investors with meaningful and consistent information. Specifically, it should be appropriate to base the calculation on performance generated in a historic scenario or on a positive/optimistic scenario, depending on the concept chosen in the risk and reward section. Under this approach, investors could be provided with ex-ante estimates on performance fees while at the same time being able to relate the disclosure to a specific scenario and to evaluate the circumstances in which a performance fee would apply (for further details, see our answer to Q44 below).
<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>
We have a clear preference for option 3, since this option is best suited to reflect the conditional nature of performance fees and, thus, can provide more accurate information on the fee structures applicable in investment funds. Option 2 treats performance fees only as a calculation item for the summary cost indicator and is not able to transmit any relevant information to investors. As regards option 1, we fear that the exclusion of performance fees from the cost section will not provide MiFID firms distributing PRIIPs with the necessary numbers to facilitate the aggregated disclosure of costs and charges. According to the draft implementing measures under MiFID II, distributors shall be required to include performance fees in the aggregated figure of product and service costs to be disclosed to investors.[footnoteRef:12] [12:  Cf. Article 56 para. 2 in connection with Annex II table 2 of MiFID II Level 2 draft dated 13. May 2015.] 


In terms of the proposal for concrete computation of performance fees presented on pages 70-71, we would support computation on the basis of historical data provided that a performance scenario based on such historical data is shown in the risk and reward section. The reference period for such historical calculation should be not less than the last three years. 

Concerning new funds or funds lacking a sufficient performance history, we have significant reservations about using a “comparable fund” or a “peer group” for estimating performance fees. Without further specification, this approach is prone to manipulation and might severely hamper the comparability of the performance fee figures presented in the KID. Instead, we would suggest computing the ex-ante estimates on the basis of the positive or optimistic scenario which would most probably trigger the application of a performance fee. In any case, a proper link to performance scenarios is necessary in order to provide for an adequate illustration of situations in which a performance fee might become relevant. 

Lastly, as in case of transaction costs, the specifics of the methodology for computing the performance fee should be stipulated by supervisory guidelines at Level 3 and not form part of the RTS in order to allow for smooth and prompt adaptations in detail if deemed necessary.
<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>
While we do not comment on any specificities of the calculation of life insurance products, we would highlight that one of the PRIIP KID Regulation’s underlying principles is comparability of similar products. It is important that the final rules should not inadvertently advantage or disadvantage particular types of products. The principle should be that any deductions from the initial investment amount/premium payment which are not invested on investor’s behalf should be deemed as costs and included in the cost disclosure. For this reason we believe that the biometric risk premium of an insurance PRIIP is a cost that needs to be disclosed to the investor.

We agree that the insurance feature of a PRIIP provides additional benefits to its investors (which is also reflected in the generally lower risk indicators, as hinted by the ESAs). We recognise that biometric risk calculation is based on the individual retail investor, but it is an additional cost that needs to be made transparent to investors using some form of common methodology. In particular, given that the additional insurance benefits financed by the biometric risk premium will be highlighted in the PRIIPs KID in the section featuring product description[footnoteRef:13], it is only consequent to treat the corresponding premium payments as part of the overall product costs. [13:  Cf. Article 8 para. 3(c)(iv) of the PRIIPs Regulation.] 


However, as described in the Technical Discussion Paper, “risk-type riders” could be disregarded in the calculation of the aggregated product costs if the additional insurance cover is based on separate contractual terms, is financed by separate premiums and does not constitute a compulsory element of the product. In this case, the additional insurance benefits purchased on separate terms should also not be reflected in the “What is this product” section in the KID.
<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>
TYPE YOUR TEXT HERE
<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>
We consider that the costs of guaranteed interest rate and surrender options should be included in the PRIIP’s aggregate costs, as well as being shown as a benefit in the product feature’s section. This follows the principle that any deductions from the initial investment amount/premium payment not invested on investor’s behalf should be deemed as a cost and included in the cost disclosure.
Moreover, consistency needs to be ensured as regards treatment of guarantees offered by other PRIIPs such as investment funds and structured products. For these two product types, costs of capital guarantee or capital protection are proposed to be accounted for in the aggregated cost disclosure.
<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>
With regards to ongoing costs, we would restate that any type of cost has to be treated similarly with regards to its calculation methodology and disclosure, as the PRIIP KID must allow investors to compare costs and benefits of similar products. In line with this we do believe that potential shared profits should not be allowed to be deducted from the overall costs, if they cannot be reasonably ascertained ex-ante by the product manufacturer. This would, for instance, be the case if the extent to which a policyholders shall be allowed to participate in additional profits is left to a discretionary decision of an insurance company, as is generally the case. 

In this context, it must also be noted that allowing for deduction of voluntary cost reductions in case of life insurance contract would create an unlevelled playing field with other products. In case of investment funds, for instance, the full amount of a front-load fee would have to be included in the cost calculations even if such fee is regularly reduced or even not charged at the point of sale.
<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>
It is extremely important, for any relevant PRIIP, to emphasise early or high redemption costs to the investor in order to sensitise them to the costs of a redemption. If the RIY method is chosen (see answer to questions below), it will be possible to show the effects of early redemptions by using different holding periods (other than just the recommended holding period).

With regards to calculating the costs of these eventualities, fund managers already use cost calculations for closed-ended funds with long maturities that might be used as a basis for the calculation of insurance PRIIPs’ early redemption costs.
<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>
Full consistency with the approach applied in the case of funds of funds is neither necessary nor appropriate. Funds of funds are actively managed vehicles that hold diversified investments in target funds and make new investments or dispose of their holdings depending on relevant market developments. In the case of unit-linked life insurance products, on the other hand, investors generally decide to invest in one specific fund, or in a limited number of funds, and hold these investments for as long as they wish. Therefore, it should be reasonably expected that a unit-linked life insurance product accounts for all costs of the underlying fund investment, possibly on an illustrative basis, in the aggregated cost disclosure to be provided in the PRIIP KID.
<ESMA_QUESTION_PRIIPs_54>
1. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_55>
We do not understand the statement that “investments in shares of real estate funds may be remunerated as dividends that indirectly include all or part of the cost of the management of these funds” and ask for clarification. Real estate funds are no different to funds invested in any other asset classes. They have ongoing charges and may have entry or exit charges. The costs of maintaining the underlying assets can be regarded in the same light as the costs of holding financial instruments in custody and handling related dividend and tax payments.
<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>
Please regard our answer to Q49 above that provides comments on how profit participation mechanism should be presented to the investors.
<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>
We do not comment on the specificities of the cost calculation of structure products, but we do want to highlight that one of the PRIIP KID Regulation’s underlying principles is comparability of similar products. It is important that the final rules should not inadvertently advantage or disadvantage particular types of products. Therefore, it is important that a method is prescribed for the disclosure of costs contained within the purchase price of a structured product.
<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>
The difference between deposits and notes is not significant in our opinion. The cost of funding is the key underlying variable to determine the level of the “embedded” cost. 

While the existence of a deposit guarantee scheme is a supplementary advantage for depositors, it should not be regarded as the essential feature, as the guarantee applies to the investor’s total deposits and is capped. Thus, it should instead feature in the KID’s credit risk analysis. Also, the level of additional protection will vary among individual investors, as the scheme is capped at EUR 100.000 per bank, thus making the individual’s protection dependent on the total amount of money deposited at a single bank institution or banking group.

Just as a deposit guarantee scheme is important to a structured deposit, for funds the regulated depositary, which provides oversight and safeguarding of the fund’s assets, is a significant positive feature for funds and should be highlighted in the KID (see our answer to Q6).
<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>
TYPE YOUR TEXT 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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_64>
1. Would you include other cost components? 

<ESMA_QUESTION_PRIIPs_65>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
[bookmark: _GoBack]We suggest use of the existing UCITS KIID methodology as a basis. Currently, the (at least) annual update is supplemented by a constant monitoring of the UCITS SRRI.
<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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_71>
1. Are you aware of any other assumptions to be set?

<ESMA_QUESTION_PRIIPs_72>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_73>
1. Do you think that there are other risk free curves that could be considered?

<ESMA_QUESTION_PRIIPs_74>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
The record-keeping period of five years is appropriate not only for UCITS, but for all open-ended investment funds and for perpetual closed-ended AIFs. In the case of PRIIPs issued for a fixed term, records should be kept for the entire lifetime of a product, since the reasonability of cost calculations and the underlying assumptions can be properly assessed only after its expiry.
<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>
The “pari passu” principle is already used in the CESR Guidelines on the methodology for calculation of the ongoing charges figure for UCITS. If its meaning in terms of “the same family” remains unchanged, then we do not see the need for further explanation or adaptation of this principle as regards its application to retail AIFs. 
<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>
While we can appreciate the benefits of a fixed investment amount in Euros, we believe that it should not be prescribed in the Level-2 RTS, for the following reasons:

· Other currencies beside the Euro exist in the EU and an investment amount “hard-wired” into the legal framework would lead to conversion to local currencies that would leave non-Euro investors with (numerically speaking) arbitrary investment amounts.
· As investment amount of EUR 1,000 might not always represent the true nature of a PRIIP, which might be designed with higher or lower investment amounts in mind.
· Some of the charges levied are determined by the distributor and are, thus, outside the scope of the PRIIP’s manufacturer. Overall distribution costs can therefore be highly dependent on the total amount to be invested and might vary significantly.
· Not all investment products are designed with solely one-off investments in mind. Some products are designed around regular payments that create different performance and cost assumptions (i.e. time value of money).

If the ESAs persist with standardised initial investment amounts, we urge they be dealt with through Level-3 guidelines or Level-4 Q&A’s and that they allow for different amounts for different types of PRIIPs. 
<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>
TYPE YOUR TEXT HERE
<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>
We agree that the rate of return should be consistent with the scenarios presented in the performance section. The performance scenarios should also help investors understand the effect of costs if they are presented net of costs, as we recommend. 

Even though one aggregated figure might seem the easiest solution, this is not sufficient to illustrate the full story of costs as for certain types of products these vary greatly depending on the time of redemption. Therefore, we favour the inclusion of cost figures for different holding periods as this will enable investors better to assess the liquidity profile of a product. A reduction-in-yield (RIY) approach is more appropriate than a total cost ratio approach to disclose costs to investors.
<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>
The assumed holding period for amortisation of entry or exit costs should obviously match the assumed holding period for the overall cost disclosure. We believe that disclosure of costs in the PRIIP KID should be based on a number of standardised time horizons in order to provide comparable information on product costs relating to short-, medium- and long-term investments. In this regard, investment periods of 1 year, 3 years, 5 years, 10 years and the PRIIP’s lifetime or recommended holding period (if longer) should be covered. If such differentiated information is deemed too complex, cost disclosure could focus on the timespans of 1 year, 5 years and 10 years (or the product lifetime/recommended holding period). Please also see our answer to Q93 for further comments.

Concerning the amortisation methodology, a linear methodology would be most appropriate for investment funds.
<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>
The entry and exit costs are currently usually expressed in the UCITS KIID as maximum percentages, as prescribed in the CESR guidelines for the KIID template. 

It is impossible to reflect the individual investor’s actual entry/exit costs, as those costs are independent from the product manufacturer and will vary from distributor to distributor and client to client and can thus not be reflected in the KID, which is produced by the manufacturer. The exact charges levied by the distributor (as well as cumulative costs and charges) will have to be provided through the MiFID II and IDD disclosure requirements at the point of sale.

Should the ESAs nonetheless decide to include entry/exit costs in the summary cost indicator in the TCR, we would agree to use the definition of the ratio as taken in the CESR guidelines on cost disclosures for UCITS. We also suggest to clarify that the same method should consistently be applied for entry/exit cost, also expressed in monetary terms.

For the reasons given in our answer to Q82, it is not appropriate 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 future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments) into account).
<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 an actuarial approach (possibly RIY) is an appropriate manner to deal with timely payments.
<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 believe that the RIY approach is better suited to structured products and would ensure some consistency and therefore comparability between types of PRIIPs.
<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>
First of all, while the disclosed amounts should be sufficient to comply with all the MiFID II (and IDD) disclosures, the aggregation of contingent costs such as transaction costs or performance fees with costs that are known in advance, such as management fee or audit fees, will lead to the disclosure of misleading information. Therefore, we urge the presentation of two total cost figures: on the one hand, all costs fully know ex-ante; and, on the other hand, all contingent costs that need to be estimated. The latter could then be accompanied by appropriate disclaimers so that clients are informed that this figure is only an estimate.

After those two amounts of costs are calculated, they can indeed be divided by the average net assets of the costs to produce the TCR (or the RIY), as currently prescribed by the CESR guidelines.

In any case, it is unreasonable to reflect some kind of individual investment patterns (e.g. by accounting for hypothetic additional investments or withdrawals in the general information) on the overall product costs to be provided by the PRIIP’s manufacturer. 
<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 consider it appropriate to use principles from the CESR guidelines on cost disclosure for UCITS in the PRIIPs context.
<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>
Generally speaking, all costs should be reflected in the same manner for all types of PRIIPs. We therefore believe that the same principles used for the on-going charges should also apply to life insurance products.
<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>
EFAMA prefers the RIY over the TCR approach and does not see any specific issue in relation to the implementation of the RIY approach to funds. We even consider this approach suited for all types of PRIIPs, as it better reflects the compound effect of costs. Additionally, the RIY approach also clearly distinguishes the cost impact for different time holding periods, thus allowing investors better to grasp the effects of all types of costs (and in particular those of early voluntary redemption for fixed-term PRIIPs). In order to create a natural link with the performance scenarios in the other KID section, the neutral (or most probable scenario) should form the basis for the RIY calculation. A link with the existing performance scenario will also ensure that no unreasonable or unrealistic growth rates are used and will provide for the essential consistency between the different sections of the KID. 

While tentatively agreeing with the graphical example on page 106, this table must be preceded by the detailed cost disclosure allowing the investor to appreciate that the estimated nature of the overall cost figures is made up of different types of costs, some being ascertainable ex-ante and some not[footnoteRef:14]. In any case, this section should carry appropriate warnings that this is only an estimation. [14:  For funds, the different types of costs are (i) upfront costs, (ii) ongoing costs, (iii) exit costs and (iv) incidental costs (e.g. performance fees, transaction costs).] 

<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>
We fully support the notion of adding “missing” dividends to the original investment value in order to account for the corresponding yield reduction in the RIY calculations. As emphasized in our reply to Q33 above, investors should always be able to evaluate and compare yield prospects for different PRIIPs pursuing similar investment strategies. Otherwise, investors wishing to invest e.g. in an equity index via a fund or a structured note would be entirely misled and deprived of a sound comparison basis for their investment decision, if missing dividends are not accounted for in the cost calculation of the latter.

Moreover, the discussed formal consideration of products on the basis of beneficial ownership disregards the realities at the point of sale. It is clear that retail investors will generally not be able to assess whether or not he will be a legal or beneficial owner of the underlying assets when purchasing an investment product. Given that the very purpose of the PRIIP KID is to achieve comparability between different investment wrappers, it is compelling that these information asymmetries are accommodated by a meaningful and comparable disclosure of product costs. 
<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>
EFAMA does not favour an assumption of a 0% growth rate as this is not a realistic illustration of how financial products function. Such an assumption would confuse the investor since this might lead them to thinking that they will incur a loss in all cases. Therefore we reiterate that we favour a growth rate originating from the performance scenario section. 

This approach should also solve a problem that is particularly acute for asset management in this whole discussion: it appears to us that a great emphasis is put on the costs and their diminishing effect on the return on the investments. However, when costs are incurred, one also has to look at the benefits received in exchange for those costs. 

A de-facto bias against active asset management would appear if the final rules do not allow actively managed products to display the benefits via their past performance record. Otherwise, the comparison of KIDs would falsely educate investors that products compete only on costs, to the disadvantage of those products that make use of more expensive strategies to achieve higher returns.
<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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_96>
1. What costs impact the return paid on the products?

<ESMA_QUESTION_PRIIPs_97>
TYPE YOUR TEXT HERE
<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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