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[bookmark: _Toc280628648]Responding to this paper 
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:
ESA_TDP_PRIIPs_XXXX_REPLYFORM or 
ESA_TDP_PRIIPs_XXXX_ANNEX1
To help you navigate this document more easily, bookmarks are available in “Navigation Pane” for Word 2010 and in “Document Map” for Word 2007.

Deadline
Responses must reach us by 17 August 2015.
All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input/Consultations’. 
[bookmark: _Toc335141334]
Publication of responses
[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. ] 


Data protection
Information on data protection can be found on the different ESAs’ websites under the heading ‘Legal notice’.
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Introduction
Please make your introductory comments below, if any:
< ESMA_COMMENT_PRIIPs_1>
EIOPA´s IRSG welcomes the opportunity to comment on the Joint Committee of the European Supervisory Authorities´ Technical Discussion Paper on Risk, Performance Scenarios and Cost Disclosures in Key Information Documents for Packaged Retail and Insurance-based Investment Products (PRIIPs).

First of all, the IRSG would like to reiterate that it is of utmost importance that the features of insurance-based investment products are taken into account appropriately in the Key Information Document (KID). Any methodology used for the PRIIPs KID needs to be suitable for long term products. Some of the methodologies proposed in the Technical Discussion Paper have been derived from methodologies which are commonly used for structured products which generally are measured only in months or even in days. Life insurance products often span several decades. All methods have to deliver meaningful results for these time spans, in order to be useful for the PRIIPs KID.

The IRSG believes that it is also essential that the information on the risk indicator, on the performance scenarios and on costs is consistent among them. A fully consistent approach and presentation of risk indicator, performance scenarios and costs is essential.

It is important that an appropriate solution for the different objectives the KID is aiming to achieve is found (ie. comparability, legal certainty and helpful for retail investors). Fine-tuning or detailing the assumptions at EU level might prove to be very difficult notably because of:

· The different spectrums of products available in different markets and
· The differences in investment behaviour and capital at expense across the EU. This fine-tuning should be in line with consumer behaviour at national level. 
It is very important for retail investors to be able to compare all the products based on the same assumptions. But also it should be made clear that some products have specific features (for example insurance cover or tax exemption) which will provide additional benefits that should be evaluated.

The fine-tuning or detailing of the assumptions to be used should be developed at a national level by the different PRIIPs manufacturers in co-operation with the local supervisory authorities since:
· This will ensure a certain level of comparability between the different products and within certain product classes.
· This would ensure that the assumptions and methodology used do not impact the product development and ultimately the product design.
< ESMA_COMMENT_PRIIPs_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>
It is important that an appropriate solution for the different objectives the KID is aiming to achieve is found (feasibility, reliability, applicability, comparability, proportionality, etc.). The products under the scope of PRIIPs (structured products, derivatives, funds, life insurance products, etc.) are very different. The objective of achieving a level-playing field (comparability) should be balanced with another very relevant objectives (feasibility, applicability, proportionality) in order to reflect adequately the nature and characteristics of each type of PRIIP.

Therefore, the methods of estimating distribution of returns cannot be the same for all products falling under the scope of PRIIPs. As recognized in the Technical Discussion Paper, certain approaches to estimating returns may be well-suited for one class of products but difficult or not applicable for a different class.

The use of historical data (historical returns and volatility) to construct the distribution of returns might be the best option for certain products (e.g. funds, Unit-Linked life insurance products) but certainly not for other products (e.g. guaranteed products or products with no risk in capital but with a risk in remuneration) where some kind of modelling approach might be necessary.

For those products where modelling approach might be needed, there are some cases where only deterministic modelling should be required (e.g. guaranteed life insurance products) while there could be other cases that require stochastic modelling (e.g. structured products, derivatives).

Notwithstanding the above, for most products practice and consumer testing have shown that probabilistic modelling is often not understood by consumers as opposed to deterministic modelling.

In conclusion, for performance scenarios´ purposes, a What-if prescribed approach seems the most reasonable alternative.
<ESMA_QUESTION_PRIIPs_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>
High-level general principles for defining a model and the method of choosing the model parameters for the purpose of calculating a risk measure and determining performance under a variety of scenarios should be set in the regulatory technical standards, taking into account the specificities of the different products under the scope of PRIIPs, while the fine-tuning or detailing the parameters to be used should be developed at national level by the different PRIIPs manufacturers in close cooperation with the local supervisory authorities.
<ESMA_QUESTION_PRIIPs_2>
· 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>
With regard to the level against which performance is measured, options 2 (the amount invested grown at the risk-free growth rate) and 3 (the amount invested grown the rate of inflation) should be disregarded.

Only option 1 (the amount invested without any adjustment) should be considered.

Inflation is not a risk that is inherent only for PRIIPs products but affects other investment products that are excluded from the scope of PRIIPs (real estate, simple bank deposits, equities, fixed income) in the same way.

Should PRIIPs products have to apply options 2 or 3 while products excluded from the scope of PRIIPs only apply option 1 could jeopardize the level playing field that should exist between PRIIPs products and other products out of the scope of PRIIPs.
<ESMA_QUESTION_PRIIPs_3>
· 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>
Risk premiums shouldn´t be used neither for performance scenarios nor for risk indicator purposes. As the Technical Discussion Paper recognizes, the inclusion of a risk premium within a model can bias estimate of a product´s risk and performance.

The inclusion of risk premiums for performance scenarios or for the risk indicator purposes in the case of PRIIPs products while these risk premiums are not considered in the case of other products out of the scope of PRIIPs (real estate, simple bank deposits, equities, fixed income) could also mean that the adequate level playing field that should exist between these two kinds of products is not respected.
<ESMA_QUESTION_PRIIPs_4>
· Please state your view on what time frame or frames should the Risk Indicator and Performance Scenarios be based

<ESMA_QUESTION_PRIIPs_5>
It seems appropriate to build the risk indicator adapted to the contractual duration/term of the product or recommended holding period stated by the manufacturer in the KID, including a warning about the limitations of the indicator (e.g. the risk level assigned is only accurate if the product is held to maturity or is kept to the recommended holding period (option c).
<ESMA_QUESTION_PRIIPs_5>
· 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>
Quantitative credit risk measures like credit spreads, CDS spreads or credit value at risk or qualitative credit risk measures like credit ratings cannot be used to assess the credit risk of many PRIIPs products. Many PRIIPs products´ manufacturers (e.g. life insurance undertakings) are not quoted or listed or don´t have a credit rating issued by a credit rating agency. It should also be reminded that there are several EU initiatives in progress to reduce the overreliance on credit ratings issued by credit rating agencies.

Prudential supervision should not only be a mitigating factor but rather should be one of the more relevant measures for many PRIIPs products. A clear distinction should be made between entities subject to prudential supervision (e.g. credit entities, insurance undertakings) and other entities.

Insolvency guarantee schemes should be taken into account when assessing the credit risk.
<ESMA_QUESTION_PRIIPs_6>
· 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>
It can be agreed that the general liquidity profile of a product may be presented in the KID under the section “what is this product”. It seems also reasonable to reflect under the section “How long should I hold it and can I take money out early” the term or recommended holding period of the product and any applicable limitation in relation to the early redemption/surrender/cashing-in of the product.

Notwithstanding the above, for most PRIIPs products the liquidity risk shouldn´t be presented in the KID´s risk section as one of the elements considered to classify the product in the risk scale of the summary indicator, as liquidity risk is not a relevant risk factor for them. Liquidity risk is relevant mostly for the trading client, not for the hold-to-maturity client.

At most it could be discussed whether the liquidity risk of the product might be presented in the KID´s risk section as a narrative or warning below or next to the indicator (e.g. a lock symbol).
<ESMA_QUESTION_PRIIPs_7>
· 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>
The preferred method for identifying the liquidity risk of a PRIIP should be qualitative. For most PRIIPs products there is no need for qualitative measures to be supplemented with some quantitative measure. Quantitative measures like the bid-offer spread or the average volume traded are meaningless for many PRIIPs products (e.g. life insurance products).
<ESMA_QUESTION_PRIIPs_8>
· Please state your views on the most appropriate criteria and risk levels´ definition in case this approach was selected. 

<ESMA_QUESTION_PRIIPs_9>
Option 1 (Qualitatively based indicator combining credit and market risk, complemented by a quantitative market risk measure) may be considered one of the most reasonable alternatives from the four options provided for the risk indicator.

Notwithstanding the above, several amendments should be included in this approach.

· Risk classes 1 and 2 should be merged [PRIIPs with explicit or implicit guarantee (100% of capital) at maturity by a very creditworthy counterparty (investment grade)]
· There shouldn´t be any difference between counterparties rated investment grade (from AAA+ to BBB-), especially in the case of entities subject to prudential supervision. Investment grade is always accepted as a creditworthy solvency level.
· It does not allow to sufficiently differentiate among products which have the same guarantee. There can be differences among products with different guarantee mechanisms in terms of risk and reward.
· One of the few  limitations of this approach is that the indicator could not be able to discriminate sufficiently  between products for which it is very unlikely that the retail consumer, who holds the product until maturity/recommended holding period, will suffer principal loss. There are many different guarantee mechanisms with different risk/reward profiles. Some refinement of the model regarding this aspect would improve the approach.
· Classification and examples of products should be redefined and clarified with regard to life insurance products:

· Typical products in Risk class 1: it should include not only with profits but also without profits life insurance products that guarantee a fixed interest rate at maturity and Unit Linked investing in other underlying assets included in Risk class 1 or in Government bonds or in domestic short-medium term corporate bonds.
<ESMA_QUESTION_PRIIPs_9>
· Please state your views on the required parameters and possible amendments to this indicator.

<ESMA_QUESTION_PRIIPs_10>
Option 2 (Indicator separating assessment of market risk – quantitative measure based on volatility – and credit risk – qualitative measure, external credit ratings) should be disregarded as its disadvantages clearly outweigh its advantages. It does not deliver meaningful results for long term products. It is based on a linear approximation.

As the Technical Discussion Paper recognizes, short term risk measure based on market values cannot be applicable to many products in scope (notably insurance products and those for which no reliable daily valuations are available). While this option can deliver useful results for some short term (less than 1 year) products, it is completely useless for life insurance and other long term products. Not only does a linear approximation become wildly inaccurate for longer terms, but also the methodology does not take into account any product mechanism which changes the asset allocation over time.

Additionally, this option would not be complying with legal terms since it shows market and credit risk separately and the level one text refers to a summary risk indicator, that combines both in a summary format.

Finally, feasibility should not be considered a major advantage. On the contrary, the implementation of this option for many PRIIPs products (e.g. life insurance products) should be very complex and expensive.
<ESMA_QUESTION_PRIIPs_10>
· Please state your views on the appropriate details to regulate this approach, should it be selected. 

<ESMA_QUESTION_PRIIPs_11>
Option 3 (Indicator based on quantitative market and credit risk measure calculated using forward looking simulation models) might also be explored for some types of PRIIPs but implementation costs both for manufacturers and supervisors would be very high. Many supervisors could lack resources for setting the models, establishing adequate parameters and updating them.

Moreover, measures like VaR or expected shortfall could be appropriate for some types of PRIIPs but clearly not for other types of PRIIPs.

Nevertheless, it must also be mentioned that stochastic modelling is already being used in the German life insurance for risk/reward classification.
<ESMA_QUESTION_PRIIPs_11>
· 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>
See answer to question 11.
<ESMA_QUESTION_PRIIPs_12>
· 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>
Although there could be some advantages in this option 4 (Two-level indicator), it must be said that the description of the option (just two paragraphs) is so vague that it does not allow to form a sound opinion on it. From the description of it in the Technical Discussion Paper it seems that the ESAs have disregarded from the beginning this option. However, this option shouldn´t be disregarded. On the contrary, it could be further developed if the results of the Consumer Testing show that consumers understand it.
<ESMA_QUESTION_PRIIPs_13>
· 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>
A risk indicator which has between 5 and 7 buckets scale seems a very reasonable approach. Option 1 (Qualitatively based indicator combining credit and market risk, complemented by a quantitative market risk measure) is perfectly suited for such a numeric scale. Nevertheless, a higher number of buckets or a “Two-level” indicator might be needed to differentiate between insurance products with different guarantee mechanism.

Risk classification by colours should be avoided (the use of numbers or gray scales could have the same effect for consumer but the adaptation costs for manufacturers could be much lower).
<ESMA_QUESTION_PRIIPs_14>
· 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>
Probabilistic approach or the combination of approaches should be disregarded. Consumer testing have shown that probabilistic modelling is often not understood by consumers as opposed to deterministic modelling.

Deterministic modelling is more suitable for the performance scenarios. It is very important that the retail investors understand the performance scenarios.

The most reasonable approach is What-if scenarios, because they are far easier for customers to understand.

The preferred option is What-if prescribed approach, although it could also be acceptable a What-if manufacturers choice approach in order to achieve the adequate level playing field with UCITS.

The scenarios might depend on the risk class of the product. The higher the risk class (more risky) the broader the range of scenarios. There is a clear correlation between risk and reward.
<ESMA_QUESTION_PRIIPs_15>
· 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>
These principles (similar to the ones defined in UCITS guidelines), adapted to the specificities of every type of PRIIP, could be sufficient to avoid the risks of manufacturers presenting a non-realistic performance picture of the product. Therefore, they shouldn´t be reinforced.
<ESMA_QUESTION_PRIIPs_16>
· Do you think the options presented would represent appropriate performance scenarios? What other standardized scenarios may be fixed?

<ESMA_QUESTION_PRIIPs_17>
The options presented are not well-suited for guaranteed products. An historical scenario or a predefined growth rate/performance makes no sense for guaranteed products (e.g. life insurance products that guarantee a fixed interest rate at maturity).
<ESMA_QUESTION_PRIIPs_17>
· Which percentiles do you think should be set? 

<ESMA_QUESTION_PRIIPs_18>
Probability approach should be disregarded. See response to question 15.
<ESMA_QUESTION_PRIIPs_18>
· Do you have any views on possible combinations?

<ESMA_QUESTION_PRIIPs_19>
Combined approach should be disregarded. See response to question 15.
<ESMA_QUESTION_PRIIPs_19>
· Do you think that credit events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_20>
Credit events should not be considered in the performance scenarios. The performance scenarios should not reflect an event whose probability is very low, especially where an insolvency guarantee scheme exists.
<ESMA_QUESTION_PRIIPs_20>
· Do you think that such redemption events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_21>
Specific redemption events shouldn´t be included in the scenarios, especially in the case of voluntary redemption events. It could only make sense for certain triggered redemption events.
<ESMA_QUESTION_PRIIPs_21>
· 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>
For insurance products, performance scenarios should only reflect the guaranteed or potential return at the contractual duration/term of the product or at the recommended holding period stated by the manufacturer in the KID. Performance in the case of exit before the contractual term or the recommended holding period shouldn´t be shown.
<ESMA_QUESTION_PRIIPs_22>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_23>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_24>
· Should these fees be further specified? 

<ESMA_QUESTION_PRIIPs_25>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_25>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_26>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_27>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_28>
· Which are the specific issues in relation to this type of costs? 

<ESMA_QUESTION_PRIIPs_29>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_29>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_30>
· Which are the specific issues in relation to this type of costs? Should the scope of these costs be narrowed to administrative costs in connection with investments in derivative instruments? In that respect, it could be argued that margin calls itself should not be considered as costs. The possible rationale behind this reasoning would be that margin calls may result in missed revenues, since no return is realized on the cash amount that is deposited, and that: 

<ESMA_QUESTION_PRIIPs_31>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_31>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_32>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_33>
· Is this description comprehensive? 

<ESMA_QUESTION_PRIIPs_34>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_34>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_35>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_36>
· As regards the abovementioned estimate, can the fair value approach be used?[footnoteRef:3]  [3:  One could also argue that all fund managers either have their own dealing desk or sub-contract this to other dealing desks. Since the principle of Best Execution is paramount, the dealers should know the typical spread in the securities with which they deal.] 


<ESMA_QUESTION_PRIIPs_37>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_37>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_38>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_39>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_40>
· Which other technical specifications would you suggest adding to the abovementioned methodology? Which other technical issues do you identify as regards the implementation of the methodology?

<ESMA_QUESTION_PRIIPs_41>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_41>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_42>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_43>
· Which option do you favor? Do you identify another possible approach to the disclosure and calculation of performance fees in the context of the KID?

<ESMA_QUESTION_PRIIPs_44>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_44>
· 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>
Option 1 (the full biometric risk premium is not included within the aggregate cost indicator) is the preferred option. Option 2 should be disregarded (consider the full biometric risk premium as cost).

· A correct definition of the costs of an insurance-based PRIIP is essential for a useful KID. Insurance-based investment products have, per se, an insurance cover. Unlike other PRIIPs, insurance based investment products provide for:

· Additional benefits and protection, in addition to the investment opportunity, such as guarantee of a given investment performance or a given level of benefits (ensured through solvency requirements). 
· Additional benefits and protection, which are not related to the investment opportunity, such as protection against biometric risks (death benefits, occupational disability income, surviving dependants’ provisions etc.).

· A sharp and clear distinction must be made between costs and premiums. Premiums – which are, payments that directly finance the benefits of a PRIIP – should never be considered as costs. Premiums for protection against biometric risks are not costs, since the retail investor receives insurance benefits for these payments. 

· Costs are the charges, for which the customer does not get additional benefit and which cover the expenses and the profit margin of the product designer or of other members of the value chain, such as distributors. The risk premium provides retail investors with additional benefits, namely the insurance cover. 

· In order to compare investment-opportunities, retail investors should be provided with information to be in a position to compare what is comparable. Insurance-based investment products and pure investment products are, however, not substitutes. In addition to the investment element, insurance-based investments products must have an insurance element; pure investments products only have an investment element. If premiums are included in costs (and at the same time the corresponding benefit is not taken into account), it would lead to the appearance of higher costs of insurance-based investment products when compared to other products and would create an unlevel playing field.

· If the premium for insurance cover of insurance-based investment products is considered as a cost, the information in the KID would be distorted and a proper comparison of PRIIPs would not be possible.

· The biometric risk premium could be disclosed in the KID under the section “what is this product” but not integrated into the cost indicator that only refers to the “investment costs”. It should be noted that Article 8(f) of the PRIIPs Regulation reads that the KID should include “the costs associated with an investment in the PRIIP”.

· Risk-type riders: it is essential that riders which themselves are not PRIIPs are disregarded in the aggregated cost indicator. These optional components have their own calculation and their own benefits. Showing their premiums as costs is not appropriate and would confuse consumers. Their premiums are equivalent to the value of the insurance cover and insurance benefits the policyholder receives and not costs of the investment.
<ESMA_QUESTION_PRIIPs_45>
· Do you think this list is comprehensive? Should these different types of costs be further defined? 

<ESMA_QUESTION_PRIIPs_46>
As mentioned in answer to question 45, cost for biometrical risk - letter (e) - should not be considered as a cost.

As the Technical Discussion Paper recognizes, and with regard to costs of embedded options (early surrender, guaranteed interest rate for future premiums, etc.) - letter (f) - in many cases the price of embedded options is not explicitly charged by the insurer. Therefore, embedded options that are not explicitly charged by the insurer should not be considered as a cost.

The same occurs in the case of costs of holding required capital - letter (g) - that in most of cases are not explicitly charged by the insurer. Therefore, they shouldn´t also be considered as a cost.
<ESMA_QUESTION_PRIIPs_46>
· 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>
No. As mentioned in answer to question 46, guaranteed interest rate and surrender options should only be taken into account if the price of these options is explicitly charged by the insurer.
<ESMA_QUESTION_PRIIPs_47>
· Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_48>
High-level general principles should be set in the regulatory technical standards, while the fine-tuning or detailing the methodology for the calculation of the entry costs should be developed at national level by the local supervisory authorities.
<ESMA_QUESTION_PRIIPs_48>
· Do you think this list and breakdown is comprehensive? 

<ESMA_QUESTION_PRIIPs_49>
Costs of holding required capital shouldn´t be considered as a cost.
<ESMA_QUESTION_PRIIPs_49>
· Should the methodology for the calculation of these costs be further specified? How?

<ESMA_QUESTION_PRIIPs_50>
High-level general principles should be set in the regulatory technical standards, while the fine-tuning or detailing the methodology for the calculation of the ongoing costs should be developed at national level by the local supervisory authorities.
<ESMA_QUESTION_PRIIPs_50>
· Should the methodology for the calculation of these costs be further specified? How?

<ESMA_QUESTION_PRIIPs_51>
See response to question 45.
<ESMA_QUESTION_PRIIPs_51>
· Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_52>
High-level general principles should be set in the regulatory technical standards, while the fine-tuning or detailing the methodology for the calculation of the exit costs should be developed at national level by the local supervisory authorities.
<ESMA_QUESTION_PRIIPs_52>
· 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>
Early redemption fees shouldn´t be shown in the cost section of the KID for PRIIPs. The PRIIPs regulation requires a product manufacturer to set out the consequences of early redemption in a separate section of the KID. This issue would be better addressed in the section of the KID on surrender value (“How long should I hold it and can I take money out early”).
<ESMA_QUESTION_PRIIPs_53>
· How to ensure that the look-through approach is consistent with what is applied in the case of funds of funds?

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

<ESMA_QUESTION_PRIIPs_55>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_55>
· 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>
High-level general principles should be set in the regulatory technical standards, while the fine-tuning or detailing the methodology for measuring costs that are passed to policyholders via profit participation mechanisms should be developed at national level by the local supervisory authorities.
<ESMA_QUESTION_PRIIPs_56>
· 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>
· 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>
Yes, the list of costs of life-insurance products is comprehensive.
<ESMA_QUESTION_PRIIPs_58>
· To what extent are those two approaches similar and should lead to the same results?

<ESMA_QUESTION_PRIIPs_59>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_59>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_60>
· 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>
· 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>
· 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>
· 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>
· Would you include other cost components? 

<ESMA_QUESTION_PRIIPs_65>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_65>
· Under which hypothesis should the costs of the underlying be included?

<ESMA_QUESTION_PRIIPs_66>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_66>
· 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>
· 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>
· Do you agree with the general framework outlined above? 

<ESMA_QUESTION_PRIIPs_69>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_69>
· Which criteria should be chosen to update the values in the KID when input data change significantly?

<ESMA_QUESTION_PRIIPs_70>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_70>
· 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>
· Are you aware of any other assumptions to be set?

<ESMA_QUESTION_PRIIPs_72>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_72>
· 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>
· 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>
· 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>
· 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>
· 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>
· 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>
· 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>
· 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>
<ESMA_QUESTION_PRIIPs_80>
· 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 terms “rank pari passu” are meaningless for many PRIIPs products (e.g. life insurance products). They should be adapted, in case it is necessary, to fit the different types of PRIIPs.
<ESMA_QUESTION_PRIIPs_81>
· 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>
Given that the amount to be invested by the retail investor is not known at the time of developing the KID, it will be necessary to work with assumptions. Here, however, several difficulties arise:

· To make the information provided relevant to the maximum number of retail investors, there would need to be a wide range of assumptions based both on the amount invested and on the duration of the investment. Multiplying assumptions might, however, make any table provided in the KID less readable and, therefore, less understandable to retail investors.

· It would also be difficult to set assumptions that would work for all products all over the European Union. First of all, some products are not destined for short-term investment or there might be a threshold or a ceiling to the money invested. Artificially setting assumptions (e.g. 1000 euros) and obliging manufacturers to use assumptions which do not fit their products would not, therefore, help retail investors get a good overview of costs. It could be investigated the possibility of having a minimum investment set at, for example, 1000 euros and offer the possibility to the product manufacturer to use a higher figure depending on the type of client and on the level of risk.

· The investor´s profiles are very different from one market to the other and the average amount invested could be dramatically different from one Member State to another Member State.

· Regular premiums should be taken into account, since pricing for products with regular premiums can differ significantly from products with single premiums.

National differences / differences among products should, therefore, be duly taken into consideration.
<ESMA_QUESTION_PRIIPs_82>
· 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>
See response to question 45.
<ESMA_QUESTION_PRIIPs_83>
· Do you agree with the abovementioned considerations? Which difficulties do you identify in the annualisation of costs?

<ESMA_QUESTION_PRIIPs_84>
Since most of insurance-based investment products are long-term products, only average annualised costs make sense. This becomes particularly obvious if products that have a term of 1 year are compared with products that have duration of 30 years. Therefore, the representation of annualised costs together with a reduction in yield (RIY) approach could be the most appropriate method for the cost representation, which is also very useful and understandable for the consumers.
<ESMA_QUESTION_PRIIPs_84>
· 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>
As the Technical Discussion Paper recognizes, the main drawback of the Total Cost Ratio (TCR) methodology is that it does not take into account the timing of cost deductions. 

The TCR approach puts the sum of cost deductions in relation to the average value of the underlying assets and does not take into account the interest rate effects resulting from the exact timing of cost deductions. Another major drawback of the TCR approach is that the reference value “average value of the underlying assets” is not transparent for retail customers for products with regular payments.
 
The basic idea of the RIY approach is to assess how much the internal rate of return for the customer is reduced due to costs. In contrast to the TCR approach it therefore takes the timing of cost deductions implicitly into account. Therefore the impact of costs on the benefit at maturity is shown more transparently by the RIY approach.

RIY approach fits well the specifics of life insurance contracts:
 
· Costs charged to premiums are usually fixed at the inception of the contract and often cannot be changed during the term of the contract;
· costs in premiums are often calculated in relation to different kinds of parameters even in one product (fixed amounts, percent of premiums, per thousand of insured sum, ...);
· costs may be very heterogeneous across different contracts and even across different years in one contract

The main advantages of the RIY-approach are the followings:

· Individual costs charged to the single contract are transformed to one number;
· It takes the timing of the cost deductions into account. The RIY indicator takes appropriately these timing effects into account.
<ESMA_QUESTION_PRIIPs_85>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_86>
· 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>
See response to question 85.
<ESMA_QUESTION_PRIIPs_87>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_88>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_89>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_90>
· 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>
See response to question 85.
<ESMA_QUESTION_PRIIPs_91>
· 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>
See response to question 46. The methodology is neither appropriate nor feasible.
<ESMA_QUESTION_PRIIPs_92>
· Do you identify any specific issue in relation to the implementation of the RIY approach to funds?

<ESMA_QUESTION_PRIIPs_93>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_93>
· 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_94>
· 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>
[bookmark: _GoBack]It is of utmost importance that the performance scenarios are consistent with the information on costs included in the cost section of the KID so that none of the features of the PRIIP is accounted for twice. A fully consistent approach and presentation of performance scenarios and costs is essential.
<ESMA_QUESTION_PRIIPs_95>
· 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>
· What costs impact the return paid on the products?

<ESMA_QUESTION_PRIIPs_97>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_97>
· 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>
· 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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