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Introduction
Please make your introductory comments below, if any:
< ESMA_COMMENT_PRIIPs_1>
The German Banking Industry Committee is the joint committee operated by the central associations of the German banking industry. These associations are the Bundesverband der Deutschen Volksbanken und Raiffeisenbanken (BVR), for the cooperative banks, the Bundesverband deutscher Banken (BdB), for the private commercial banks, the Bundesverband Öffentlicher Banken Deutschlands (VÖB), for the public banks, the Deutscher Sparkassen- und Giroverband (DSGV), for the savings banks finance group, and the Verband deutscher Pfandbriefbanken (vdp), for the Pfandbrief banks. Collectively, they represent approximately 1,700 banks.

In their Technical Discussion Paper (TDP), the ESAs have discussed the various calculation methods for risks, performance scenarios and costs, in a very detailed and comprehensive manner. Whilst we generally welcome a differentiated presentation within the scope of a discussion paper, we believe that, in the context of protecting retail retail investors and considering practical issues, the theoretical possibilities are not always in line with the potential benefits. In fact, at various points in the TDP, the ESAs themselves point to the disadvantages of certain approaches. In particular, we object to a probability-based presentation of different scenarios; we also generally advocate applying less complexity in the graphical display of the chosen approaches. In fact, we expressly doubt whether retail investors would be able to understand some of the options discussed – regarding the calculation of both risks and scenarios. With regard to the presentation of costs, we would like to reiterate that even though calculations need to consider all costs, being able to reconcile all cost types in detail is not important for retail investors. Additionally, we would strongly recommend ensuring that the cost disclosure requirements of the product manufacturer are aligned with those cost disclosure requirements under MiFID II (Final Report - ESMA’s Technical Advice to the Commission on MiFID II and MiFIR, ESMA /2014/1569, Annex 2.14.1 Table 2). If there would be no alignment, retail investors would be confused and the burden for the industry would be unnecessarily high. 

Furthermore, the TDP clearly shows that the proposed approaches are not suitable (if at all) for OTC derivatives, due to the fact that, to date, the ESAs have not yet taken the specifics of OTC derivatives into account. We have pointed this out as a matter of precaution where relevant. Given the specifics pointed out, we also believe that OTC derivatives transactions should be out of scope for the PRIIPs Regulation. 
In general, we do not believe that OTC derivative transactions entered into for hedging purposes, especially in the context of interest rate and currency management, in line with normal banking practice (especially with corporate clients), fall under the PRIIPs Regulation, given the clear definition in Art. 4 (a) of the PRIIPs Regulation and the fundamental assumptions given under numbers (6), (7), and (9) of the preamble, since such transactions do not constitute “investments” or “retail investors”, nor do they involve “early redemption amounts”. Instead, they constitute rights and obligations under the law of obligations, which imply payment obligations due only in the future, without the issuer requiring an upfront “investment” or the payment of an (investment) amount which then has to be “redeemed”; and in many cases, (corporate) clients would be affected, whose intention is not to conduct any (cash) investments of their equity, but who want to “hedge” the risks involved in their ordinary course of business (such as currency or interest rate risks) – consider examples such as cross-currency swaps, involving the exchange of two currencies in the future in order to hedge a future payment from an underlying commercial transaction; or an interest rate cap, providing 'insurance' against interest rate changes of operating loans, etc. 
Unfortunately, the present TDP does not take into account that numerous small- and mid-sized corporate clients have to be identified as “private clients" according to MiFID, but that they enter into OTC derivatives transactions for hedging (as opposed to investment) purposes. Against this background, many of the requirements now proposed for the information documents in the PRIIPs Regulation are not fit for the purpose, regarding such hedging transactions. 
Thus, OTC derivative transactions carried out for hedging purposes in the context of interest rate and currency management, in line with normal banking practice, feature special characteristics which are not reflected in the TDP at all, resulting in PRIIPs requirements that cannot be implemented in this line of business. For example, regarding the presentation of risk, all of the featured calculations generally require that an actual investment be made, including physical redemption to the customer. However, no indications are made in this context regarding potential requirements for OTC derivatives – this issue remains unacknowledged. 
We therefore request clarification in the Paper that OTC derivative transactions entered into by corporate clients for hedging purposes (in the context of interest rate and currency management, in line with normal banking practice) be exempted from PRIIPs-related requirements. 

But even if OTC derivatives were to be deemed within the scope of application of the PRIIPs Regulation, due to the specifics set out in our comments, the ESAs would still need to work out special rules for OTC derivatives that would then require a separate consultation process. The approaches set out in the present Technical Discussion Paper – which do not take the specifics of OTC derivatives into account – cannot (and should not) be simply applied to OTC derivatives.

Moreover, we would like to point out that the concept to determine and present risk should include a sensible, non-discriminatory approach for all (investment) product classes. We therefore consider it necessary, in particular, to include products subject to UCITS rules. Therefore we plead for a mechanism, which gives the product manufacturer the opportunity to opt for the risk related rules of the PRIIPS regime instead of the current SRRI disclosure before the end of the transition period. Failure to do so would give rise to the risk of retail investors being induced – due to a lack of such information, and despite identical or even lower risks for retail investors, could lead to disadvantages for retail investors.
< 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>
Risk Indicator:
In our opinion, the ESAs should select approach c. on page 10 (the value-at-risk approach): we believe that this is a suitable approach that allows for a real, transparent comparability of risk calculations concerning individual products, applying internal pricing models based on uniform parameters (such as the risk assessment period, the confidence interval, etc.).

The risk indicator itself should have defined regulatory limits. Furthermore we think the indicator should be presented in the KID with an illustration, which is already being used in the market (refer to the UCITS regulations), and thus familiar to retail investors. Such a display also provides sufficient scope for an appropriate differentiation of risks, without excessive complexity.  

Furthermore, we would like to point out that the concept to determine and present risk should include a sensible, non-discriminatory approach for all (investment) product classes. We therefore consider it necessary, in particular, to include products subject to UCITS rules. Therefore we plead for a mechanism, which gives the product manufacturer the opportunity to opt for the risk related rules of the PRIIPS regime instead of the current SRRI disclosure before the end of the transition period. Failure to do so would give rise to the risk of retail investors being induced – due to a lack of such information, and despite identical or even lower risks for retail investors –could lead to disadvantages for retail investors.

Performance Scenarios:
Looking at the scenario presentations, we do not consider any of the approaches presented on page 10 to be suitable. Scenarios should be shown without probabilities. Specifically:

· approach a.: backtests have little (if any) meaningfulness concerning future developments; furthermore, backtests are not possible for all products.
· approach b.: depending on the chosen period, results may be artificially inflated.
· approach d.: in our view, this is not a suitable approach for the product universe covered by the PRIIPs Regulation – the products are too diverse, and the approach will not lead to realistic results;
· approach e.: the approach is unsuitable to realise the comparability targeted by the PRIIPs Regulation.

Historical data should not be the basis for a decision which is related to unpredictable future developments, since it may be misunderstood by retail investors as a realistic estimate of risk or return. Decisions based on historical data may only work in a deterministic environment, which is not the case in the financial markets. Stochastic data, for a proper understanding, requires that retail investors possess comprehensive knowledge about sophisticated statistical concepts: in general, this cannot be assumed. Therefore, the qualitative approach for performance scenarios, successfully implemented through the German product information sheet (PIB), should be taken, since no assumptions on models / relevant data have to be made, and no special knowledge on the part of the retail investor is required.

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_1>
How should the regulatory technical standards define a model and the method of choosing the model parameters for the purposes of calculating a risk measure and determining performance under a variety of scenarios?

<ESMA_QUESTION_PRIIPs_2>
Risk factor: 
The scope of parameters to be taken into account should be prescribed by regulators to the extent possible, in order to safeguard a sufficient degree of legal certainty, and comparability of product application. In principle, calculations should be based on prevailing market data. Historical data should only be used if no current market data is available. Models must be set up in such a way as to reflect the product's market price as precisely as possible.

Scenarios:
Performance scenarios should NOT include or be based on probabilistic modelling. In our opinion, the presentation of performance – especially for packaged products – should enhance retail investors' understanding of how a product works (the 'product mechanics'), i.e. the development of the assets invested in various scenarios. In this regard, the presentation of performance also serves to illustrate the risks involved in a given product. Taking all this on board, a probabilities-based presentation needs to be seen very critically indeed: such a presentation may primarily induce return expectations with retail investors, which cannot be fulfilled in all cases and are thus misleading. Moreover, this approach would fail to address a negative product performance if such a development was assigned a low probability (or no probability at all) when creating the product. A probabilities-based presentation would also require constant adjustments and consequently higher costs, ultimately borne by retail investors. 

From a retail investor perspective it is essential to clearly describe the various pay-off options of a PRIIP. For this purpose, a typical scenario section should, in our view, include a positive, a neutral as well as a negative scenario. Depending on the individual features of a PRIIP, however, less or even more (than three) scenarios might help retail investors to better understand the PRIIP and its features and to easily get an overview on how different parameters influence the pay-off. 

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_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 regards to the level against which performance is measured, we support the option, where the amount invested is considered without any adjustment (option a). Working with growth rates is too complex and will only lead to variable results, because it is necessary to work with assumptions.
<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>
As growth rates will highly effect the risk and performance scenario calculations, we are in general sceptical about the usage of growth rates. For simplicity reasons our proposal is to rely on the general coherence between risk and reward.
<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>
Risk Indicator:
As far as risk indicators are concerned, we advocate a VaR calculation using confidence intervals and observation periods that are in line with market practice, and which are sensible in terms of the model's theoretical basis.  VaR model parameters, such as holding period and confidence interval, must be defined by the regulator. Market parameters (such as volatility or expected dividends) must be set in a manner that market prices of the relevant products are represented as precisely as possible. 

Performance Scenarios:
Scenario illustrations should be made with reference to the recommended holding period (or final maturity): this means that (potential) returns are stated for the recommended holding period (or final maturity), with returns or losses additionally converted to an annual basis. 

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_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>
Credit Risk is already included in the calculation of the VaR and should NOT be disclosed separately. 
We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_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>
We prefer an approach that is common practice in Germany, through the Product Information Sheets (PIBs) which are handed out as part of the investment advisory process. Under the heading "availability", these sheets outline the respective financial instrument's tradeability as well as the factors influencing market prices. This would roughly correspond to the Liquidity Profile proposed by the ESAs. The "Risk" section of a Product Information Sheet contains a note (under the heading "Price Risk") that retail investors are exposed to the risk of value fluctuations during the product's lifetime. This note contains a cross-reference to the "Availability" section, facilitating retail investors' understanding of the price risks involved. Whilst this is a description of the risks arising from the financial instrument's liquidity profile, using "Liquidity Risk" as a heading would at least be imprecise, if not misleading.

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_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>
We consider the factors mentioned to be unsuitable, since they do not fit all products and their meaningfulness is limited. The objective should be to inform retail investors about early exit options and the related requirements. In our view, there should be no statement as to whether a product is liquid or illiquid.

A narrative description of the liquidity profile (see question 7) is much more transparent than a single figure on liquidity risk that needs to come with an extensive explanation, which nobody will understand.

The existence of exit penalties should be mentioned here; the amount should be included in the section dealing with costs anyway. However, cost and exit penalties for early redemption should not be considered a component of the liquidity risk, as these factors do not really reflect the liquidity of a product. The retail investor knows the recommended holding period and exit fees before investing into the product. If the retail investor decides to sell the product, this decision does not reflect the liquidity risk of the product but the retail investor’s strategy. This is moreover a reflection of the “retail investor’s risk” based on his investment decision - not a product risk.

Quantitative measures depend on the product type and its market situation. The quantitative measures would have to be adapted to single product types, and as such would not support the idea of comparability and transparency for the retail investors. They would have to reflect the typical characteristics of the product for which qualitative measures would be more appropriate.
<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>
We consider a distinction into "structured" and "non-structured" products to be inappropriate; in fact, given the lack of comparability between different product types, such a distinction would not provide adequate results. Whilst structured products are allocated to different risk classes purely on the basis of their product architecture, loss probabilities are additionally applied to non-structured products. This means that a different treatment is applied to structured products, compared to non-structured products. As a result, a non-structured product may have a lower risk indicator, compared to a structured product, even though the non-structured product may be exposed to higher risks.

To be specific, according to the table displayed for Option 1, all structured products without at least 50 % capital protection will be categorized in risk class 5. Thus, no differentiation is made, for instance, between partially protected investment products (e.g. 40 % capital protection) and highly risky leveraged products. This is not reasonable at all. In addition, an retail investor will not be able to understand why an equity fund investing in European equity (with no protection) will have the same risk class as a 70 % protected structured note with an European index as underlying. As a matter of fact, the risk classification system will have no value-added to retail investors, since there is no (or no reasonable) differentiation among PRIIPs. 

The proposed additional quantitative assessment within a risk class would not solve the problem from our point of view, since the retail investor will only have a look on the overall risk class.  
We would like to comment on the various alternatives for analysing the risk exposure of non-structured products (page 35):

· Alternative 1: back-tests do not serve the interests of retail investors, since they have no meaning for the future.
· Alternative 2: the volatility of the underlying instrument is just one of various elements determining the probability of losses on the product; it is thus unsuitable.
· Alternative #3: is just applicable for funds and not for structured products 
<ESMA_QUESTION_PRIIPs_9>
Please state your views on the required parameters and possible amendments to this indicator.

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

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

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

<ESMA_QUESTION_PRIIPs_11>
We have a preference for the Value at Risk approach. From the beginning, the aim of using this approach was to achieve comparability and comprehensibility among different issuers and structures. Thus, the aim is equal to the regulatory objectives. 
Regarding the details, we also prefer short holding periods for calculating the risk figures, such as those implemented for our products in various structured products markets across Europe. According to our answer to question 5, we rank the advantages of more reliable results in the risk indicator over a more realistic / suitable holding period. We are convinced that the risk indicator also produces reliable forecasts for longer holding periods, so long as a full valuation of the products - with their characteristics - is performed.  
Option 3 is much more discriminatory then option 2 - especially for guaranteed products, since it properly accounts for leverage and all types of non-linear risk. 
Concerning the deficits:  most banks, insurance companies, and investment managers have already very similar risk management arrangements, and employ these already on a single product basis. 

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_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>
We see no advantages to using anything but VaR in its basic form. Due to the experience with the VaR approach (99 % confidence level, 10 trading days holding period), we would welcome regulatory specifications, which consider these parameters. As previously indicated, the short holding period is often criticized, but longer holding periods will cause some forecasting problems. 
Aside from the risk measure (VaR, CVaR etc), it would be necessary to have regulatory guidelines about the calculation details. In line with our answer to question 2, we propose a general prescription of technical guidelines, such as the usage of a forward looking approach on the basis of Monte Carlo simulations, together with a full valuation of the corresponding products.  

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_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>
In our view, the explanations provided by the ESAs regarding this approach are far too unspecific in order to make any concrete statement: the parameters for determining risks are still missing. Besides, we have the same concerns as voiced in response to question #10; we do not see any benefits for retail investors.
Furthermore, we are convinced that an appropriate quantitative risk indicator reflects all risk factors for individual PRIIP. Thus, there is no need for a two-level indicator from our point of view which would be too complex for retail investors to understand.

Two levels may result in quite a complicated approach. It is preferable to have 
1. a quantitative approach on market risk
2. a qualitative approach on credit risk
3. a narrative approach on liquidity risk
In this case retail investors have a clear picture from the beginning about the risk profile, and focus on the risk dimension which is relevant for them. For example, buy and hold retail investors may not consider liquidity risk and focus instead on market risk.
<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>
Due to our positive experience with the approach used in the German market, we would support the classification system used in various structured products markets across Europe and mentioned as an example in the TDP. If other classification schemes are considered, we prefer at least a five-class scale since this is in line with the majority of distribution units classifying retail investors.
<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>
We prefer a scenario-based presentation (as is common practice with Product Information Sheets in Germany), where the product's development in the event of market fluctuations is shown as at the product's final maturity – without using probabilities. Our experience with this type of presentation in providing investment advice has been very positive indeed. Issuers should be able to choose the specification and number of scenarios themselves, within the framework prescribed (positive/neutral/negative), given the respective product architecture. We also refer to ESMA's Working Paper No 1/2015, where ESMA itself concedes that, whilst the risk-free probability model may be acceptable for pricing purposes, it is inadequate for forecasting a product's future value since it is impossible to calculate 'real-world' probabilities. 

The concern, voiced in the discussion paper, that retail investors might perceive all scenarios as equally probable (or assign the highest probability to the middle scenario) could be addressed by a corresponding clarification in the KID.

Since the main purpose of these scenarios is to allow retail investors to understand the products, issuers must be permitted to correctly present their products. The required flexibility cannot be achieved through rigid requirements. Therefore, what-if scenarios should clearly be selected by manufacturers.
<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>
Please refer to our response to question #15. We do not think that a probability-based scenario analysis – which itself is based on certain assumptions – can be made transparent to retail investors. 

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

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

Furthermore we would like to state:

Re item a. on page 49: back-tests cannot be conducted for all products, which is why they should not be used as a basis.

Re item b. on page 49: this approach is not appropriate, due to the limited meaningfulness in some cases. If, for example, an equity-linked bond (reverse convertible) with an exercise price at 80% of the reference value, rises by 10%, remains unchanged or falls by 10%, no negative scenario would be presented. Since all three scenarios lead to the same return, retail investors may in fact be misled to assume that repayment will always be made at the same amount, regardless of the underlying instrument performance.
<ESMA_QUESTION_PRIIPs_17>
Which percentiles do you think should be set? 

<ESMA_QUESTION_PRIIPs_18>
These should be set in absolute terms, otherwise the average retail investor will not understand it.
<ESMA_QUESTION_PRIIPs_18>
Do you have any views on possible combinations?

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

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

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

An exception would be, if the product itself is based on a credit event occurring with respect to the underlying instrument (Credit Linked Note). Scenario analyses should serve the purpose of enhancing understanding of the product architecture. Including issuer risk into the scenario analysis does not further that purpose, but will in fact make the presentation more complex.
<ESMA_QUESTION_PRIIPs_20>
Do you think that such redemption events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_21>
Yes. To present the special characteristics of the products involved, redemption events (such as early repayment triggered by the issuer's termination rights) should be pointed out in a general manner. However, performance scenarios should always refer to the final maturity, as opposed to various holding periods.
<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>
Presenting scenarios for different holding periods is not appropriate, since this is too complex; besides, there are only three pages in the KID. Scenarios should refer to the final maturity.

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

<ESMA_QUESTION_PRIIPs_23>
The list is detailed enough. 

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

Additionally, we would strongly recommend ensuring that the cost disclosure requirements of the product manufacturer are aligned with those cost disclosure requirements under MiFID II (Final Report - ESMA’s Technical Advice to the Commission on MiFID II and MiFIR, ESMA /2014/1569, Annex 2.14.1 Table 2). If there would be no alignment, retail investors would be confused and the burden for the industry would be unnecessarily high.
<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>
The list is clear enough, but there must be a differentiation between the costs of the purchase of the product and the regular costs of the product itself. Only the regular costs of the product can be part of the ongoing charges. Initial upfront fees, such as constitution costs, should not form part of entry fees as they are caused by the product itself and not the investment into the product. As these appear only at launch, these costs should not be part of the ongoing charges.

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

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

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

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

<ESMA_QUESTION_PRIIPs_27>
This situation seems to be too specific for being part of PRIIPs cost disclosure. In addition, we would not recommend inclusion of recovering fees, as these might differ between the retail investors because of different tax statuses.
<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>
We do not think that anything is missing, since this list is not exhaustive and further costs can be added.

In this context, it is essential that the cost definitions under MiFID II and the PRIIPs Regulation are identical, to the extent possible, in order to prevent retail investor misconceptions and additional implementation costs. Meaningful information concerning the key costs incurred in the processing chain during the product's lifetime (issuance – distribution – custody) are only possible if all service providers in that chain have the same understanding of costs, and are able to build their information on one another’s contribution (a 'building-block' system). The product manufacturer, should be allowed to disclose in the KID distribution costs. In this case it would be avoided, to depict these distribution costs in the KID and then in an additional document under MiFID II.
<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>
A guarantee comes at a price (balance sheet costs) which should be taken into account, i.e. this type of cost should be included if such costs are charged separately to the fund and deducted from the fund NAV based on a fee. In this case it should be part of the ongoing charges.
<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>
We do not support that margin costs should be considered as costs. Margin calls are an essential and necessary requirement when investing in derivatives so as to mitigate counterparty risk. From a theoretical point of view, it could indeed be seen as an opportunity cost because of the retention of a resource that could be invested somewhere else. However, this analysis will erroneously lead to the inclusion of all opportunity costs in the KID which is practically impossible.  All investments involve an opportunity cost of not investing in other assets.
<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>
It should only be ensured that there will be no difference to MiFID 2.
<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>
The estimation of future dividends is only available for a short time period. For longer time periods there are no reliable estimates.
Nevertheless, the non-accrual of dividends can only be regarded as costs if the investment management company has an influence on the accrual of the dividends. In case of tax (no repayment, governmental action) or any other conditions which cannot be influenced by the investment management company, the non-accrual cannot be regarded as costs.
<ESMA_QUESTION_PRIIPs_33>
Is this description comprehensive? 

<ESMA_QUESTION_PRIIPs_34>
Yes, we believe that this description is comprehensive.
<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>
Any ex-ante calculation will depend on assumptions, e.g. on turnover ratios and commission schedules. As the commissions might change over time, and turnover ratios might also change, it can be questioned how reliable such an estimate is.
<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>
To estimate transaction taxes ex-ante, an assumption regarding the respective turnover ratios has to be made.
<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>
What is the fair value approach in this context? Forcing the entire market to switch to gross pricing might not be feasible.
Capturing all bid-ask spreads and possibly independent "fair value" mid price on all transactions for this reporting purpose might cause significant implementation efforts. Furthermore in the bid-ask spread there might be a component for providing liquidity, which is not really a type of cost but a payment for the risk taken by the broker.
<ESMA_QUESTION_PRIIPs_37>
Can you identify any other difficulties with calculating and presenting the bid-ask spread? Do you believe broker commissions included in the spread should be disclosed? If so, which of the above mentioned approaches do you think would be more suitable for ex-ante calculations or are there alternative methods not explored above? 

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

<ESMA_QUESTION_PRIIPs_39>
No, it should not be a part. It can hardly be determined ex-ante, as it might increase with increasing size of the product. In addition, this is not part of the costs that have to be disclosed under MiFID 2. Disclosure might, therefore, even be misleading.
<ESMA_QUESTION_PRIIPs_39>
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>
Different calculation methodologies can lead to fundamental different cost levels. Even distributing entry and exit fees over the recommended holding period could be difficult as it might incentivise manufacturers to extend the recommended holding period.
<ESMA_QUESTION_PRIIPs_40>
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>
The definition should be fine, but we would not recommend reporting it in an aggregated cost figure.
For instance, if the fund has a performance fee for outperformance over a benchmark, the fund still yields at least the benchmark performance. If one compares this with a benchmark replicating fund, one should not add performance fees to the costs, but deduct the performance fee from the assumed outperformance above benchmark. 
Performance Fee should therefore be mentioned explicitly, and not reported in one aggregated cost figure, e.g. total cost 3% thereof 0.5% performance fee.
<ESMA_QUESTION_PRIIPs_42>
What would be the appropriate assumption for the rate of returns, in general and in the specific case of the calculation of performance fees?

<ESMA_QUESTION_PRIIPs_43>
Please refer to questions 16 and 17.
<ESMA_QUESTION_PRIIPs_43>
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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_45>
Do you think this list is comprehensive? Should these different types of costs be further defined? 

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

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

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

Some insurers demand additional fees in special events/ cases. This could be a direct debit return, issuing a substitute policy, several cases of contract amendments, divorce, termination, written information/ disclosures, etc. These fees can be a fixed amount, a (capped) percentage of the investment amount, a percentage of the premium, etc. As these events are not predictable, the retail investor cannot calculate the relevant costs of the product. In Germany, the regulator defined a small number of “special event fees” for Riester products (a German private retirement provision).
<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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_47>
Should the methodology for the calculation of these costs be further specified? 

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

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

<ESMA_QUESTION_PRIIPs_52>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_58>
To what extent are those two approaches similar and should lead to the same results?

<ESMA_QUESTION_PRIIPs_59>
The two approaches should lead to the same results as long as costs are consistently considered.  
Nevertheless it has to be noted, that the "fair value" is a theoretical value. It is a model price and should not be confused with an actual tradable price.
<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>
Yes.
<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>
As already pointed out in our comments dated 16 Feb 2015, we believe that the KID should only present product-related costs in their entirety, without a breakdown into individual cost elements (at least not beyond the requirements under MiFID II). For retail investors, the information that they will incur product-related costs (and in what amount) is important, whereas the specific cost breakdown is of secondary importance to retail investors.
 
As far as certificates are concerned, for example, this means that all of the costs charged by the issuer are reflected in a fair value concept, and that the product does not contain any other issuer costs. Fair value is the certificate's value, as estimated by the issuer. The difference between the certificate's issue amount and the fair value covers the issuer's expected margin as well as a sales commission (if applicable). The issuer's expected margin covers items such as the costs for structuring the certificate, market-making (the continuous quoting of bid and ask prices) and settlement, as well as the issuer's expected profit.

Only disclosure of product-related costs can be required in the KID, but not distribution costs: these are usually unknown to issuers and require use of approximate values (cf. today's Product Information Sheets). By its very nature, the KID is an issuer document, not a sales document, which is why the parallel to MiFID II can only relate to product costs.
It is essential that the cost definitions under MiFID II and the PRIIPs Regulation be identical, to the extent possible, in order to prevent retail investor misconceptions and additional implementation costs. Meaningful information concerning the key costs incurred in the processing chain during the product's lifetime (issuance – distribution – custody) are only possible if all service providers in that chain have the same understanding of costs, and are able to build their information on one another’s contribution (a 'building-block' system).

Ad a)
Sales commission may be split between
· issuance surcharge (on top of nominal)
· placement fee (embedded in nominal)
Ad e) The funding aspect may be included here

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.
<ESMA_QUESTION_PRIIPs_61>
To what extent do you think these types of costs should be further defined and detailed? 

<ESMA_QUESTION_PRIIPs_62>
The classification of single cost positions varies from product to product. In general please refer to our response to question #61.
<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>
Pricing is a matter of liquidity – not of costs.
In case MiFID II requires ex-ante cost disclosure regarding spreads, this very component should be part of the PRIIPs KID as well.
<ESMA_QUESTION_PRIIPs_63>
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>
Please refer to our response to question #61.

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

Regarding early redemption costs: although early redemption may happen when retail investors no longer require (or need to liquidate) this undesired outcome is not to be counted as a cost (opportunity costs is too broad a concept to be included here) unless there is a real fee part of this transaction.

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

<ESMA_QUESTION_PRIIPs_65>
Please refer to our response to question #61.
It depends whether this is consistent with MiFID II. If so, this should be sufficient.
<ESMA_QUESTION_PRIIPs_65>
Under which hypothesis should the costs of the underlying be included?

<ESMA_QUESTION_PRIIPs_66>
The classification of single cost positions varies from product to product. In general please refer to our response to question #61.
<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>
With certificates, costs are usually levied in the form of a one-off charge upon purchase, with all costs applied to a fair value this means that costs are included in the issue price.
<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>
For certificates hedging costs are not ongoing costs. They are a component of the purchase price itself.
<ESMA_QUESTION_PRIIPs_68>
Do you agree with the general framework outlined above? 

<ESMA_QUESTION_PRIIPs_69>
Re page 92 (i): the risk premium is irrelevant to fair value calculation (parameters decisive for the risk are, of course, considered, however without additional pricing)

Re page 92 (iii): a reference to the issuer's funding curve should be permitted.
Re page 93: Hedging costs are not always related to a specific issue. It is thus impossible to disclose issue-specific hedging costs.
<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>
In our opinion the discussion about update cycles has to consider two aspects. On the one hand KID values such as the risk indicator should be as up-to-date as possible in order to account for current market developments. On the other hand the values should be as stable as possible since it will generally be a huge challenge for advisers to operate on a near-time updateable KID in daily business.  From our point of view, a regular update is a reasonable trade-off between being up-to-date and stability. 

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

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

<ESMA_QUESTION_PRIIPs_71>
The risk premium is irrelevant to the fair value of certificates.

They should not be prescriptive.

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

<ESMA_QUESTION_PRIIPs_72>
The issuer's internal funding curve.
<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>
Back-tests do not yield prices in line with prevailing market conditions; they contradict the statements on page 90 (items b. and e.).

Therefore we have a strong preference to use forward-looking models, due to their widespread usage in banking and our own experience with a forward-looking approach for a risk indicator. We do not see any advantage of a plain backward-looking approach, besides simplicity. It is important, in our opinion, to be aware that forward-looking models also use historical data.

Backward-looking
Con
· capital markets and parameters are not linear; they do not allow evolution of the past as an indicator for the future
· the information may be interpreted by retail investors as true data, which would be misleading  
Forward looking
Pro
· data is in line with models used by the bank to calculate prices of PRIIPs
<ESMA_QUESTION_PRIIPs_73>
Do you think that there are other risk free curves that could be considered?

<ESMA_QUESTION_PRIIPs_74>
No.
<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>
Ratings and Credit spreads - while not perfect - are the only available measures.
Deriving credit spreads from other issuer bonds is a valid alternative for getting up-to-date spread information, especially for issuers with illiquid CDS contracts. Besides, we even have the internal funding curves of the manufacturer.
<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>
In the absence of market data, appropriate peers have to be defined in order to determine the credit risk. In case peers are not available, fixed values (worst-case) for credit risk can be determined (for instance the internal funding curves of the manufacturer).
<ESMA_QUESTION_PRIIPs_76>
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>
With regard to certificates, the counterparty risk presented in the TDP is not relevant to retail investors, since it is the issuer (not retail investors) who bears this risk.

Ratings and Credit spreads - while not perfect - are the only available measures. A credit analysis, along the lines if a bank is granting a loan or a rating agency is giving a rating, would be required.
<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>
In many circumstances, if insufficient data is available for counterparties (ie no rated entities) or even for standard parameters in times of extreme uncertainty, such as political or extreme economic events.
(Partially) unobservable market data is not a rarity in financial modelling, e.g. for exotic underlyings or options, observable market data is often missing. In these cases, valid assumptions or approximations in line with industry as well as theoretical standards have to be applied. As these approximations will be reflected in the purchase price of a PRIIP, and therefore in the corresponding cost disclosures in the KID, it will be transparent to retail investors that potentially higher costs will occur in such a PRIIP. 
<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>
No – as a sole requirement, models must reflect the products' market prices as accurately as possible. It is not possible to prescribe a model that would give reliable prices for a decent proportion of structured products. Instead it is much more effective to rely on internal models, which are audited by prudential regulators.
<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>
We recommend to put x in-line with the general archiving requirements for the whole KID.
<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>
We assume that this question relates to investment funds only.
<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>
In principle, the average amount invested depends upon the PRIIP concerned. 

As far as certificates are concerned, the amount invested is 'cost-insensitive' with regard to issuer costs. Determining a specific investment amount is therefore irrelevant here – it will only become relevant once transaction costs need to be taken into account as well.

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.Here, we would like to point out that, in accordance with Article 5 (1) of the PRIIPs Regulation, PRIIP manufacturers must prepare a KID prior to offering the PRIIP to retail investors. With an OTC derivative contract, however, terms are agreed upon between the parties on an individual basis. This means that the KID for a specific PRIIP can only be prepared following discussions with the client. Prior to such discussions, it is only possible to prepare a sheet with placeholders, or some sort of draft KID containing fictitious or assumed values (including the nominal amount).

An invested amount of EUR 10,000 would be more realistic.
<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>
KIDs for several ages could make it more difficult for retail investors to compare the products. It might be sensible to agree on a standard (for example, average 20 years until maturity). For any costs that might be lower, the insurance company is free to disclose it separately.
<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>
Yes, although an annualisation of costs has its difficulties especially for products expiring within 1 year. Annualised values are well-known to retail investors, due to the similarities to interest rates.
<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>
The Association of German Banks (BdB), for the private commercial banks, considers, that variations of the invested amount should not be part of the TCR calculation, since additional assumptions would have to be imposed by the regulator and explained to the retail investor - while the explanation of the TCR concept is complicated enough for the average retail investor.

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

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

<ESMA_QUESTION_PRIIPs_86>
We believe that the second approach (calculating the ratio of the total of these amortised costs to the invested amount in the fund) is more meaningful when investment funds are compared with other PRIIPs-products.
<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>
We believe that the second approach (calculating the ratio of the total of these amortised costs to the invested amount in the fund) is more meaningful when investment funds are compared with other PRIIPs-products.
<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>
The National Association of German Cooperative Banks (BVR), the Association of German Public Banks  (VÖB) and the German Savings Banks Association (DSGV) are preferring to use RIY for certificates. Whereas the Association of German Banks (BdB) has a preference for the TCR approach.

We clearly see OTC derivatives out of the PRIIPs-scope (please refer to our general comments). The current regulation of the TDP does not reflect the specifics of the OTC market practice. Hence we call for a separate consultation on OTC derivatives.

In principle, OTC derivatives are always entered into in connection with an underlying transaction (i.e. a variable-rate loan or foreign exchange exposure). In the vast majority of cases (>75%), interest rate hedges are unwound when the loan is redeemed, or held to final maturity. Additional information such as outlined in question #88 will only trigger complex control processes, yet offer benefits that cannot even be measured. We already discuss costs during the advisory process, through the disclosure of negative market value.

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

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

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

<ESMA_QUESTION_PRIIPs_91>
In a case where the ongoing costs are based on the NAV or redemption price, they should be considered.
<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>
TYPE YOUR TEXT HERE
<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>
No.
<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>
Yes, it is certainly a critical issue to come up with reasonable performance for the product.

The calculation basis for return should be without deductions for costs. As already mentioned, the cumulative effect on costs is a function of the assumed performance.

It is important to bear in mind that through MiFID II, retail investors will get an ex-ante cost disclosure which will consider at least the cost components reflected in the PRIIPs KID. Having different approaches among PRIIPs and MiFID2 would be difficult to understand from a retail investor perspective. The starting point for all considerations should be how retail investors look at the issue. In case of the impact of costs on the potential return, they would not assume a hypothetical growth rate (they know very well that such estimates are not helpful) but would try to understand how much of every 1% of performance will be used to cover costs. Having this information, it is easy to calculate different scenarios or understanding the current development of the product (the product did 15% during the last 8 month: how much in costs did I pay?)
<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>
Yes - this represents typical SPV structures. Costs involved include (i) those related to establishment of the SPV (or compartment itself) such as annual audit fees, legal costs, directors’ annual fees, determination/paying/administration agency) (ii) those related to the specifics of each issued note, such as asset custodian fees, swap or Inv.Management fees, collateral or principal costs.  All costs are normally relatively straightforward to identify - given that the exposure/return to the retail investor is equal to the return generated by the investments less all costs and retained margins.  As no specific value is actually retained in the SPV itself, and most service providers are treated at arms’ length, the overall cost and margin profiles of SPV structures are normally very well understood by the arrangers.  As a result, they should be fairly straightforward to list and disclose.
<ESMA_QUESTION_PRIIPs_96>
What costs impact the return paid on the products?

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