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Introduction
Please make your introductory comments below, if any:
< ESMA_COMMENT_PRIIPs_1>
AEB members welcomes the Joint European Supervisory Authorities’ Technical Discussion Paper on Key Information Documents for Packaged Retail and Insurance-based Investment Products (PRIIPs) that addresses several concerns that can arise in the establishment of uniform rules on the risk & reward and costs sections of the KID.
It is important to highlight that the Regulation is not giving a list of products that are in its scope. It only includes a broad definition that has provoked lots of comments in the answers to the first Discussion Paper. Entities that are answering the questions in this Technical Discussion Paper in relation to valuation and costs are constrained by this fact. Therefore, entities have made its best efforts to considerate the models, parameters and indicators according to what they have in mind and maybe that is not what the regulators have in theirs. This is not a convenient situation and the scope of the regulation must be clearly defined prior any further consultation. 
Hedging derivatives are a good example of this situation. As per Level 1, PRIIPS is only focused in investment products and consequently hedging purpose derivatives are excluded from its scope. However, we have not found a clear exemption for them and that creates several doubts. We understand that the derivatives products included into the scope of the Regulation are only referred to investment derivatives, but an explicit reference shall be included to avoid any misunderstanding and lack of uniform application across the different Member States.  
Risk and cost analysis and scenarios will be impossible to be made following the terms of the Regulation and the Discussion Paper proposals, as the hedging derivative only makes sense (in terms of risks and costs) linked to the principal product. Even if the KID may finally be adapted to a derivative entered into for hedging purposes, the information contained therein will be misleading for the client.
Additionally, if the ESAs consider that they are covered, it should be confirmed if pure protection life insurances or any other pure insurance are also into the scope of the KID as the purpose of both kind of contracts (insurance and financial instruments) is the same: the hedge of underlying risks.
In summary, stakeholders are finding difficulties providing their comments to this (and previous) consultation/discussion papers as they have doubts regarding the scope of the Regulation and, consequently, they do not know which products will be affected by their considerations.
< ESMA_COMMENT_PRIIPs_1>



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

<ESMA_QUESTION_PRIIPs_1>
. 
AEB members are against any stochastic modeling as it could imply misleading and confusing investors. Also we find it most cumbersome to define, in detail and precisely, any modeling that would be consistent across the industry and across all the different products and possible configurations. 
A model estimating the distribution of potential returns could not be accurate in the sense of being true, exact and precise. Such models only try to estimate future likelihoods, of which we do have very limited knowledge ex-ante, and are used mostly as tools (i) for hedging away market risks (not to take them, i.e. invest) and/or (ii) for controlling risks mainly with very short time spans (e.g. VAR, etc.). The longer you try to estimate a future likelihood, the less accurate you are going to be and actual results, very likely, will greatly differ from your estimations.

Added to this, we have the  difficulty to assess which is the best alternative in order to construct the distribution of returns. 
· The historical data is the best option. It is simpler and facilitates the supervision. Any other alternative will reduce agility and it will complicate the comparability and require complex controls of data by supervisors.
· The forward simulation can be more accurate although this option includes some considerable downsides such as the diversity on the models or the parameters to be input in the model. In case this option is chosen, these drawbacks should be addressed. The best solution in this case would be that the regulator provides these data.

Taking into account these arguments our view is that the historical data would be the best option to offer comparability and certainty. In the case there are insufficient data, benchmark historical data could be used to fulfill the serie.

<ESMA_QUESTION_PRIIPs_1>
1. How should the regulatory technical standards define a model and the method of choosing the model parameters for the purposes of calculating a risk measure and determining performance under a variety of scenarios?

<ESMA_QUESTION_PRIIPs_2>
Any definition of quantitative measure for the Risk indicator should be objective, i.e. non interpretable and not potentially misleading with its assumptions being simple and clearly understood by investors

Technical standards should define the model to be used by type of product for classification and scenarios purposes. These should be applicable to most cases to provide swiftness. However, in order to allow innovation, there should be exceptions accepted for special products with non-standard characteristics that are not covered by the available models.  
Regarding the selection of parameters, in order to ensure comparability, data have to be either:
· Historical data 
· Published by the ESA’s (at least for the most ordinary underlyings)
· Chosen by the manufacturer, justifying the election to the supervisor.
<ESMA_QUESTION_PRIIPs_2>
1. Please state your view on what benchmark should be used and why. Are there specific products or underlying investments for which a specific growth rate would be more or less applicable?

<ESMA_QUESTION_PRIIPs_3>
Our preference would be to measure the performance against the amount invested without any adjustment for a risk-free or inflation rate growth factor. It acts as the “zero” benchmark to the question “How much do I put in and how much do I get out?” 

This approach allows comparison to simpler products like term deposits or fixed rate notes. Using a growth factor could potentially dilute comparability unless the factors were prescribed. 

We aren’t in favour of any probabilistic performance scenarios which depend on assumptions regarding how the average performance of an asset/assets underlying a product changes with time. This creates a big risk, especially when it turns out in the future that the given probability is totally not in line with the prediction that was made in the past. This can lead to a situation, where potential investors will held liable the PRIIPS manufacturers for the given benchmarks, because the investors have assumed that this is an indicator on how the product will evolve, instead of seeing it as only a ‘probability’. Last but not least if we want the probabilistic scenarios to be the benchmark, if will be of utmost important to regularly update them, which will lead to higher complexity and higher costs on the financial sector side, with a rather low added value and operational risks too.  

If the objective is that products can be compared across geographies, EONIA swap should be taken as the benchmark, as it is consistent in all the countries.
This reference has also the advantages of being more similar to the rate that a client would receive through traditional deposits and being more stable in time.

<ESMA_QUESTION_PRIIPs_3>
1. What would be the most reasonable approach to specify the growth rates? Would any of these approaches not work for a specific type of product or underlying investment? 

<ESMA_QUESTION_PRIIPs_4>
See answer to Q3.
Our preferred option is to take the historical risk premium of the underlying net of dividends.
AEB members do not agree on the analysis that most of the premium is the dividend, as it is not the case for many underlyings.
In any case, that would mean that the drift would be the risk-free rate, so even being the case, it would be a drastic change from the neutral risk (which is the risk rate less dividends).

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

<ESMA_QUESTION_PRIIPs_5>
AEB members agree on using the term of the investment for structured products and the recommended holding period for open-end products for the Risk Indicator and for Performance Scenarios.

A qualitative description could be included, stating that the risk indicator could vary during that time frame.

<ESMA_QUESTION_PRIIPs_5>
1. Do you have any views on these considerations on the assessment of credit risk, and in particular regarding the use of credit ratings?

<ESMA_QUESTION_PRIIPs_6>
Concerning credit risk, we think most appropriate qualitative measures.
AEB members consider that the use of credit ratings should be residual. It is much better an approach based on the default probabilities implied in the debt spreads. In cases where there is no market data available it can make sense to use the ratings on a subsidiary basis.
Credit Risk should be fully explained and detailed stressing its extremely worst outcomes in the risk section
We agree that the existence of deposit guarantee schemes is valuable information for the client so it should be included.
.
<ESMA_QUESTION_PRIIPs_6>
1. Do you agree that liquidity issues should be reflected in the risk section, in addition to clarifications provided in other section of the KID? 

<ESMA_QUESTION_PRIIPs_7>

<ESMA_QUESTION_PRIIPs_7>
1. Do you consider that qualitative measures such as the ones proposed are appropriate or that they need to be supplemented with some quantitative measure to some extent?

<ESMA_QUESTION_PRIIPs_8>
In general terms, PRIIPS tend to offer the same liquidity as their underlyings. A product that allows the exit before its term is liquid, as long as there is a commitment for this liquidity, independently on the secondary market activity. Therefore, it makes more sense to use a qualitative ranking than try to include quantitative indicators. Additionally it would be impossible to include quantitative secondary market indicators in new products, which goes against the pre-contractual information sought in KID.

AEB members agree that cost and exit penalties for early redemptions be considered a component of the liquidity so their existence should be indicated so that the customer is informed before the acquisition, but unless the costs are excessive it does not remove the fact that the product has liquidity.

The best approach is, perhaps, to insert a disclaimer about the (possible) low liquidity and warning the investor that he/she may be unable to exit the investment before the termination date or that he/she may have to support exit penalties/fees and/or be subject to market conditions at the time of divestment.

<ESMA_QUESTION_PRIIPs_8>
1. Please state your views on the most appropriate criteria and risk levels´ definition in case this approach was selected. 

<ESMA_QUESTION_PRIIPs_9>
 AEB members agree with the assessment that this is a very simple approach and easy to implement for both institutions and supervisors. However, being based only on a qualitative methodology, it would be necessary to set a criteria of measurable limits between classes of products, to adapt properly to different market conditions.
The disadvantages of this option are:
- Possible differences in treatment between Funds and Structured Products with similar levels of risk.
- Difficulty on discriminating structures according to the "severity" losses, i.e. the speed with which such losses may occur.
- Penalization of investments in currency other than the local one.
 
In case this option was taken, there are some improvements to be made:
· Number of classes:  
· We find more practical  5, or 6, categories than a numeric scale (0 to 100%) which could be have more inconsistencies or divergences across participants and/or products. It is preferable to have only 5 or 6. That would be enough to differentiate among products. It is advisable to avoid 7 kinds not to be confused with the non-rated UCITS. 
· The separation between classes must be flexible to adapt to market conditions. 
· It should be based on clear and auditable criteria.
· Regarding credit ratings, they are penalizing some banks due to the sovereign cap (i.e. impossibility of having a rating higher that bank’s national sovereign one). For national investors we would argue for assigning minimum credit risk to sovereign rating
· Regarding Alternative ways to define and measure levels of loss, the third option would be prefered.
 
Including term limits would need further discussion, since there is no sense on assessing the term of a product without taking into account its liquidity. Liquidity is a reliever for longer term products. The existence of prepayments may also mitigate the term as a risk factor. In any case liquidity should differ from <5 years and 5 to 10 years and> 10 years. 
We believe that a scoring model that will value different characteristics of products, including credit and liquidity guarantees, term, level of capital at risk, etc. could be helpful. However, the combination of the different types of risk into a single measure containing all shows some methodological difficulties as assumptions about the relationship between risks are introduced.

Undertaking the analysis on separate types of risk seems more reasonable. Indeed, the credit risk can be as or more important than the market risk and therefore deserves a sufficiently rigorous analysis. But this does not mean to integrate under the same analysis credit and market risks (in which both interact). It is better to create two independent sections.

Concerning liquidity risk, it is preferable to show a qualitative explanation or a simple indicator.

After analyzing all the options suggested we are in favor of Option 1.
 
The main benefit of this option is that it provides a quantitative market risk measure complemented by a qualitative description of credit risk. Market risk is the most relevant for a majority of the investment products, whereas credit risk can only be relevant for unit-linked products. Therefore, adding credit risk in the quantitative risk indicator would add unnecessary complexity to the model. 
 
In addition, it is the most feasible option when it comes to implementation by the industry. And the most important points are that it will be also easier to understand by the retail investor and to supervise. This type of indicator would ensure appropriate comparability between all types of PRIIPs and a level playing field with UCITS as well.



<ESMA_QUESTION_PRIIPs_9>
1. Please state your views on the required parameters and possible amendments to this indicator.

<ESMA_QUESTION_PRIIPs_10>

The option does not clarify how to combine indicators of market risk and credit risk. In our opinion, there should be a linear relationship between term and credit risk in the combined ratio. 
Not being qualitative, it would be easier to adapt this method to the actual market conditions at each time, not restricting the categories to predefined limits.
However, this method will require enough supervision or independent assessment of the classification granted.

If this method was selected, some consideration shall be taken into account:
· Concerning credit risk, we do not agree with the use of credit ratings as the primary indicator. We believe it is much better to use an approach based on default probabilities implied in the debt spreads. In cases where there is no market data to take this approach, then it can make sense to use the ratings on a subsidiary basis.
· Calculations based purely in deltas are a too simplistic approach. It needs to be adapted according to correlations, volatilities, probabilities of cancellation, providing differential treatment to “worst of” baskets in relation to “equally- weighted” baskets.
· 

<ESMA_QUESTION_PRIIPs_10>
1. Please state your views on the appropriate details to regulate this approach, should it be selected. 

<ESMA_QUESTION_PRIIPs_11>

As stated in Q2, we are not in favor of any option with simulation models. Having said that, the method used in Germany is the most robust, reliable, and adaptable to different types of products and their features.

However it is the most difficult to implement, and requires work on the part of methodology and can potentially lead to problems of supervision and discussion with regulators, unless it is clearly defined. So if it is finally selected, some of its drawbacks should be addressed. Specially, regulators will have to define the clearest way as possible:

· Clear criteria on the parameters to be used.
· Possibility to replace the internal models, if they give comparable results.
· To clarify how the credit parameters should be applied to the distributions.
· For simplicity, avoid the requirement of stochastic models for correlations and credit spreads since the modelling is extremely complex and expensive to develop.
· Models shouldn’t use VaR. In any case, the Expected Shortfall.
· Instead of volatility, use some other method (for example, bootstrapping). If volatility was to be used, then historical would be more appropriate. Never use implied volatility.
· Analyse credit risk separately. Preferably using implicit market data (bond spreads) rather than ratings. If it is not analysed separately, then employ a normal multivariate model with parameters of historical volatility and correlation.

The results to be used should be calculated by combining the average of 20% of the worst results with the expected return of the distribution, since it would be a balanced measure.
Additionally, it is important that the regulators understand properly the methodology, because it may lead to justified cases where products with partial capital at risk with short terms can have worse treatment than than others with 100% capital at risk at the same time or longer terms.

<ESMA_QUESTION_PRIIPs_11>
1. Please state your views on the general principles of this approach, should it be selected. How would you like to see the risk measure and parameters, why? 

<ESMA_QUESTION_PRIIPs_12>
See answer to Q11.

It is a simplification of the previous method, in which regulators set the parameters to use and facilitates supervision.

The result should also be calculated, as in the above method, as a combination of the average 20% of the worst results with the expected return distribution.
It is necessary to establish a procedure for obtaining from a public site data needed for the calculations. ESMA website would be adequate.
<ESMA_QUESTION_PRIIPs_12>
1. Please state your views on the potential use of a two-level indicator. What kind of differentiators should be set both for the first level and the second level of such an indicator? 

<ESMA_QUESTION_PRIIPs_13>
 AEB members do not find any advantage to a two-level indicator. If the methodology for classification is robust enough it is not necessary. At the same time, it leads to increased complexity both for the documentation itself as well as for the client understanding.
<ESMA_QUESTION_PRIIPs_13>
1. Do you have suggestions or concrete proposals on which risk scale to use and where or how the cut-off points should be determined?

<ESMA_QUESTION_PRIIPs_14>


AEB members would like to suggest a continuous numeric scale (say, 0% to 100%) resulting from converting each feature into points and then summing those points could be very complicated to define and could imply inconsistencies. 
 
We propose a classification method:
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<ESMA_QUESTION_PRIIPs_14>
1. Please express your views on the assessment described above and the relative relevance of the different criteria that may be considered.

<ESMA_QUESTION_PRIIPs_15>
 AEB members are in favour of a what-if scenario’s not using the probabilistic approach.

 We would prefer the alternative that includes the combination of these three elements:

· predefined scenarios.
· possible additional scenarios to describe special product features. 
· scenarios shall include the adjustment for the risk neutral to the calculation of the probabilities of the scenarios presented (this approach is already being followed by most of the industry in the UK). Risk premium should be net for dividends and recalibrated for volatility. The regulator should provide the risk premia.

The scenarios can be defined in the following  way:

- Positive scenario (if required 90th percentile of the distribution, but adjusting risk neutral scenario)
- Neutral scenario (if required 50th percentile of the distribution, but adjusting risk neutral scenario)
- Negative scenario (if required 10th percentile of the distribution, but adjusting risk neutral scenario)
- Additional 1 or 2 scenarios selected by the issuer, explaining some specific features of the product performance. This is likely not to be included in most cases.

<ESMA_QUESTION_PRIIPs_15>
1. Do you think that these principles are sufficient to avoid the risks of manufacturers presenting a non-realistic performance picture of the product? Do you think that they should be reinforced?

<ESMA_QUESTION_PRIIPs_16>
There should always be quite a degree of manufacturer discretion for presenting the most illustrative scenarios for the wide variety of products and configurations. We think more practical and effective to supervise this than to try to define it precisely and extensively ex-ante.


<ESMA_QUESTION_PRIIPs_16>
1. Do you think the options presented would represent appropriate performance scenarios? What other standardized scenarios may be fixed?

<ESMA_QUESTION_PRIIPs_17>
 AEB members are in favor of a what-if scenario’s not using the probabilistic approach. We are in favour of hypothetical scenarios that should make dynamics of the product as clear as possible (including payoffs for different market levels). . 

So, we agree, provided that the rates are set with reference to a parameter of the market in which the product is released. (i.e. 4 times to run the product swap rate). Regarding the backtesting, the term should be defined according to the term of the product. The regulator should stablish what to do if there is no history.

We are not in favour of attaching probabilities, nor percentiles, which would lead to discrepancies across participants and across products, providing clients of a false impression that future events are, somehow, predictable in their likelihood, causing potential lawsuits …

<ESMA_QUESTION_PRIIPs_17>
1. Which percentiles do you think should be set? 

<ESMA_QUESTION_PRIIPs_18>

 AEB members do not like the use of probabilities.


<ESMA_QUESTION_PRIIPs_18>
1. Do you have any views on possible combinations?

<ESMA_QUESTION_PRIIPs_19>

AEB members believe this combination could be meaningless and misleading. See question 15-17.
<ESMA_QUESTION_PRIIPs_19>
1. Do you think that credit events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_20>
AEB members believe that unless the credit events are part of the market risk, they should not be considered in the performance scenarios. Issuer-related credit events should be handled in the credit-related sections.

The best option would be a separate treatment to avoid mixing different types of risk that may impair understanding of the product and in order to avoid introducing innecesary methodological complexity (correlation-credit market, for example).
<ESMA_QUESTION_PRIIPs_20>
1. Do you think that such redemption events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_21>
Investor specific events should not be considered in the performance scenarios because they don’t apply to all investors. And they complicate the product comprehension.  They should be relegated to a “frequently asked questions” section. Only “trigger redemption”should be considered...

<ESMA_QUESTION_PRIIPs_21>
1. Do you think that performance in the case of exit before the recommended holding period should be shown? Do you think that fair value should be the figure shown in the case of structured products, other bonds or AIFs? Do you see any other methodological issues in computing performance in several holding periods?

<ESMA_QUESTION_PRIIPs_22>
AEB members do not agree with taking account early redemption within performance scenarios as this is not product related. The product is designed with a recommended holding period in mind. Early exit depends solely on the investor decisions, deeming it even more unpredictable than market parameters. A better approach is to warn investors about possible early exit fees/costs, that the exit price will be subject to the then market conditions, that he may not be able to get his/her money back due to possible liquidity issues and so on.
Such estimative is highly unreliable. It is already problematic to compute the fair value as of today.
We think that this could jeopardize the simplicity and clarity of the KID. We should devote wording and space for explaining possible performance scenarios for several periods only when the product has in its definition possible multiple holding periods.
<ESMA_QUESTION_PRIIPs_22>
1. Are the two types of entry costs listed here clear enough? Should the list be further detailed or completed (notably in the case of acquisition costs)? Should some of these costs included in the on-going charges? 

<ESMA_QUESTION_PRIIPs_23>
Entry-exit costs are defined as any amount paid directly by the investor deducted from a payment due to the investor as a consequence of its acquisition or sale of the relevant PRIIPS. The definition seems clear enough.
Notwithstanding the foregoing, the indicative list makes a reference to “acquisition costs” which does not seem very clear. It provides some examples of costs which are normally not born by the investor on an ordinary basis, such as fees to be paid to the commercial register. This part should be further revised and clarified. 
Besides, this list goes much further than the one currently applicable to UCITS KIDs (CESR´s guidelines on the methodology for calculation of the ongoing charges figure in the Key Investor Information Document - CESR/ 10-674). Such methodology has proved to be successful and, therefore, should be taken as a reference. The proposed list goes much further than the one included in such document, even including costs expressly excluded of the amount to be disclosed as ongoing charges in the UCITS KIID.
<ESMA_QUESTION_PRIIPs_23>
1. How should the list be completed? Do you think this list should explicitly mention carried interest in the case of private equity funds?

<ESMA_QUESTION_PRIIPs_24>
It should be clarified that these costs are to be included in the ongoing charges figures as long as they are born by the investors. Fees paid to the custodians or the investment advisers, for example, are sometimes paid by the depositary bank and the management company, respectively, out of their fees. This should not affect the ongoing charges figure.
Carried interest is not an ongoing charge as defined in the regulations; it is actually more similar to a performance fee – which is actually paid in a much longer period of time- so its treatment should be similar to such fee. This is not a cost that the investor is going to bear on an ongoing basis through the time of its investments, it depends on actual performance and its inclusion on the ongoing charges figure can be misleading. If necessary, there should be a different mention. There is no doubt that it is relevant information.
<ESMA_QUESTION_PRIIPs_24>
1. Should these fees be further specified? 

<ESMA_QUESTION_PRIIPs_25>
As mentioned above, this should be taken into account only as far as their costs are assumed by the investor. 
Considering that an exhaustive list is difficult to achieve, the indicative list seems fine.
<ESMA_QUESTION_PRIIPs_25>
1. Should these fees be further specified? The “recovering fees” cover the following situation: when an investor receives income from foreign investments, the third-country government may heavily tax it. Investors may be entitled to reclaim the difference but they will still lose money in the recovering process (fee to be paid).

<ESMA_QUESTION_PRIIPs_26>
The list should be completed with translation costs related to pass porting or registration third countries or any other legally imposed or indicated by the authorities in relation with registration, as far as they are ongoing. 
<ESMA_QUESTION_PRIIPs_26>
1. Should these fees be further specified? The “recovering fees” cover the following situation: when an investor receives income from foreign investments, the third-country government may heavily tax it. Investors may be entitled to reclaim the difference but they will still lose money in the recovering process (fee to be paid).

<ESMA_QUESTION_PRIIPs_27>
The list seems fine. These expenses and fees should be specified as long as they are really “ongoing”. 
<ESMA_QUESTION_PRIIPs_27>
1. This list is taken from the CESR guidelines on cost disclosure for UCITS. What is missing in the case of retail AIFs (real estate funds, private equity funds)? 

<ESMA_QUESTION_PRIIPs_28>
The general list could be also completed with any costs related to the exercise of voting rights by the relevant PRIIPS: proxy voting advisers, special costs to be paid to the central securities depositories to receive all relevant information in order to be able to exercise such rights.
In the case of private equity funds, it may be relevant to make specific references to the amount which determines the ongoing charges. Net assets of the private equity fund are different from the total commitment of the investor and sometimes fees are calculated on that amount. This should be further reviewed to provide clear information.
In relation with real estate funds, important charges may be born by the funds and, hence, their unit holders, linked to the renting of the properties, their maintenance, recovery of rentals and other legal processes related with such activity. Please, check if all of them are included in the concept of “property management services”.

<ESMA_QUESTION_PRIIPs_28>
1. Which are the specific issues in relation to this type of costs? 

<ESMA_QUESTION_PRIIPs_29>
Please, see our comments below in relation to the performance fees.
Regarding financing costs, we don’t see any specific issues in relation to them as long as they are ongoing.
<ESMA_QUESTION_PRIIPs_29>
1. Is it relevant to include this type of costs in the costs to be disclosed in the on-going charges? Which are the specific issues in relation to this type of costs? Which definition of Costs for capital guarantee or capital protection would you suggest? (Contribution for deposit insurance or cost of external guarantor?)

<ESMA_QUESTION_PRIIPs_30>
All costs are relevant as long as they are born by the investor on an ongoing basis and, therefore, affects its revenue. However, this should only be included if really born by the investor since sometimes there is no specific charge for such purpose. The list should include both proposals, as long as they are really ongoing, and again, not be exhaustive.
<ESMA_QUESTION_PRIIPs_30>
1. Which are the specific issues in relation to this type of costs? Should the scope of these costs be narrowed to administrative costs in connection with investments in derivative instruments? In that respect, it could be argued that margin calls itself should not be considered as costs. The possible rationale behind this reasoning would be that margin calls may result in missed revenues, since no return is realized on the cash amount that is deposited, and that: 

<ESMA_QUESTION_PRIIPs_31>
Costs related to the acquisition or disposal of assets for the portfolio are explicitly excluded from the ongoing charges figures for UCITS; it should be the same for other PRIIPS. The reason for the exclusion therefrom is valid for all kind of PRIIPS. Otherwise, information will not be balanced and for an investor of different PRIIPs could be misleading. Additionally, when PRIIPS Regulation came into effect for UCITS, it would imply a huge impact with a more than likely increase of the figures without a real increase of the costs. 
Even if a part of these costs is finally included in the ongoing charges figure, margin calls should never be included since they cannot be considered a cost at all, but rather a guarantee for the transactions in financial derivative instruments. 
<ESMA_QUESTION_PRIIPs_31>
1. Which are the specific issues in relation to this type of costs? Should this type of costs be further detailed/ defined? 

<ESMA_QUESTION_PRIIPs_32>
Goods or services received by the management company are not a cost to be included in the ongoing charges and that is how they are treated under the current UCITS’ regulation. They are, however, inducements that should be treated and, if applicable, informed under the relevant legislation. Considering them as costs and including them as ongoing charges would definitely confuse the investor and provide a wrong vision of the possible performance
<ESMA_QUESTION_PRIIPs_32>
1. How to deal with the uncertainty if, how and when the dividend will be paid out to the investors? Do you agree that dividends can be measured ex-post and estimated ex-ante and that estimation of future dividends for main indices are normally available?

<ESMA_QUESTION_PRIIPs_33>
It is reasonable to consider indirect costs from the investments in other PRIIPS within the ongoing charges figure.
In relation to other costs, the following should be taken into account:
“Costs” arising from fee-sharing agreements. AEB members don’t see which kind of costs they might imply to the investor and, therefore, we consider they should not be included within the ongoing charges. If what is being thought of is revenue which should be earned by the PRIIPS but it is paid to another entity, it should be treated, if applicable, as an inducement and not as a cost with the relevant impact on the ongoing charges. Otherwise, the datum itself would be altered.
Same reasoning and conclusions for earnings from efficient portfolio management techniques, implicit costs and dividends.

The ongoing charges figure intents to reflect the real costs and not any possible lack of income which should be furthered analysed. We cannot conclude that any such situations imply an implicit cost and, in any case, they should probably be treated otherwise (as an inducement as above mentioned). As anticipated in the ESMA question, there is also a huge uncertainty about how and when some of these “costs” may happen.
These said “costs” have not been considered for their inclusion in the ongoing charges figure in UCITS regulation (except from the ones arising from fee sharing agreements, but only, as we understand it, when they affect the real costs).
In relation to performance fee costs, we agree that including that in the ongoing charge figure would definitely alter its definition and the figure itself, which would no longer be accurate. However, we also agree that it is an important factor to be considered for the investment decision and, therefore, should be disclosed, but not within the ongoing charges figure in order to avoid any possible confusion. 
<ESMA_QUESTION_PRIIPs_33>
1. Is this description comprehensive? 

<ESMA_QUESTION_PRIIPs_34>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_34>
1. Can you identify any difficulties with calculating and presenting explicit broker commissions? How can explicit broker commissions best be calculated ex-ante?

<ESMA_QUESTION_PRIIPs_35>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_35>
1. How can the total of costs related to transaction taxes best be calculated? How should this be done to give the best estimate ex-ante? Are there other explicit costs relating to transactions that should be identified? Do you think that ticket fees (booking fees paid to custody banks that are billed separately from the annual custodian fee paid for depositing the securities) should be added to this list?

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


<ESMA_QUESTION_PRIIPs_37>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_37>
1. Can you identify any other difficulties with calculating and presenting the bid-ask spread? Do you believe broker commissions included in the spread should be disclosed? If so, which of the above mentioned approaches do you think would be more suitable for ex-ante calculations or are there alternative methods not explored above? 

<ESMA_QUESTION_PRIIPs_38>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_38>
1. Do you believe that market impact costs should be part of the costs presented under the PRIIPs regulation? If so, how can the market impact costs best be calculated? How should this be done to give the best estimate ex-ante?

<ESMA_QUESTION_PRIIPs_39>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_39>
1. How should entry- and exit charges be calculated considering the different ways of charging these charges? How should this be done to give the best estimate ex-ante? Can you identify any other problems related to calculating and presenting entry- and exit fees?

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

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

<ESMA_QUESTION_PRIIPs_42>
The own term “performance fee” is self-descriptive and there is probably no need to provide any further definition. If we do, IOSCO’s definition, although accurate, seems to be too long to meet the KIID’s requirements of simplicity. 
<ESMA_QUESTION_PRIIPs_42>
1. What would be the appropriate assumption for the rate of returns, in general and in the specific case of the calculation of performance fees?

<ESMA_QUESTION_PRIIPs_43>
Premiums for mortality/disability risks should not be included for the sake of comparability with other types of PRIIP, mainly in the case of unit-linked and hybrid life insurance products.
<ESMA_QUESTION_PRIIPs_43>
1. Which option do you favor? Do you identify another possible approach to the disclosure and calculation of performance fees in the context of the KID?

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

<ESMA_QUESTION_PRIIPs_45>
AEB members prefer option 1, the biometric risk premiums and/or the cost part of theses be shown separately. A correct definition of the cost term of an insurance-based PRIIP is essential for a useful KID. 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. Pre-miums for protection against biometric risks are not costs, since the retail investor receives insur-ance benefits for these payments. 

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

<ESMA_QUESTION_PRIIPs_46>
AEB members agree with the disclosure of all the cost in a simple manner so it is easy to understand. 
Initial costs, on going costs, risk premium and other costs and variable penalties ... should be considered.
<ESMA_QUESTION_PRIIPs_46>
1. Do you agree that guaranteed interest rate and surrender options should be handled in the above mentioned way? Do you know other contractual options, which have to be considered? If yes how?

<ESMA_QUESTION_PRIIPs_47>
Premiums for mortality/disability risks should not be included for the sake of comparability with other types of PRIIP, mainly in the case of unit-linked and hybrid life insurance products.
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>
1. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_48>
Yes regarding risk guarantee costs, capital protection, acquisition of options, and specially, clarify the methodology.

All the costs passed on the premium and with effect in the client’s policy.
<ESMA_QUESTION_PRIIPs_48>
1. Do you think this list and breakdown is comprehensive? 

<ESMA_QUESTION_PRIIPs_49>
Probably is not exhaustive as costs could be allied in different ways. However we agree they should be aggregated for the client easy understating in fix costs, divided in initial and ongoing, and variable. All of them indicating if they applied to the premium, balance, monthly.
<ESMA_QUESTION_PRIIPs_49>
1. Should the methodology for the calculation of these costs be further specified? How?

<ESMA_QUESTION_PRIIPs_50>
Our recommendation is to choose the easiest for the client to understand. All the costs should be explained but never predefined the total amount as it is variable through the policy life and depends on premiums, balance evolution….
<ESMA_QUESTION_PRIIPs_50>
1. 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>
1. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_52>
Easy to understand costs so no more detailed methodology is necessary.
<ESMA_QUESTION_PRIIPs_52>
1. Should the methodology for the calculation of these costs be further specified? How? Do fund related costs also exist for with profit life insurance products?

<ESMA_QUESTION_PRIIPs_53>
Early redemption costs should be covered under the section "How long should I hold it and can I take money out early?" . There may be a substantial difference in terms of investment policy between a 15 years product and a 30 years-surrendered at 15.

Early redemption costs will probably be the policy market value and not the guaranteed value. This case should be described in the section mentioned above. This market value should be available for the cliente, for example in the company web page.
 
<ESMA_QUESTION_PRIIPs_53>
1. How to ensure that the look-through approach is consistent with what is applied in the case of funds of funds?

<ESMA_QUESTION_PRIIPs_54>
Insurance cost and underlying fund costs should be sown separately. The client should find in the KID all the insurance costs and in the different document for funds possible additional costs. 
<ESMA_QUESTION_PRIIPs_54>
1. Should the methodology for the calculation of these costs be further specified? 

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

<ESMA_QUESTION_PRIIPs_56>
These costs are considered in the category of variable costs for which the total amount should not be disclosed as it would be misleading for the cliente. They all should be included in a descriptive way, how they are calculated, how and under what circumstances they apply… Example: Profit Participation of 90% over additional profitability than guaranteed. This should be explained, annually when it is given, if is given, the client will be informed the amount of the profit participation with the disclose of benefits and costs anticipated in the KID.
<ESMA_QUESTION_PRIIPs_56>
1. Is this type of costs really specific to with-profit life-insurance products? Do you agree that these costs should be accounted for as on-going costs?

<ESMA_QUESTION_PRIIPs_57>
In Spain this type of costs are specific for other business, nor for guaranteed savings o withprofits.
<ESMA_QUESTION_PRIIPs_57>
1. Do you think the list of costs of life-insurance products presented above is comprehensive? Which types of costs should be added? 

<ESMA_QUESTION_PRIIPs_58>
Yes, the list of costs of life-insurance products is comprehensive.
 More importantly we would like to stress the importance of simplify, insist on ongoing costs and percentage and the nature in the sense that it could be irrelevant for the cliente (for example administration costs disaggregation is not important and it is easy to understand in a global perspective.
<ESMA_QUESTION_PRIIPs_58>
1. To what extent are those two approaches similar and should lead to the same results?

<ESMA_QUESTION_PRIIPs_59>

As answered in the previous working document there are differences between both approaches and could be relevant depending on the notional of the structure. When a fixed cost is included, it is relevant to show it separately in order to allow for the correct comparison of structures with different notionals.

AEB members are in the opinion that both methods pose serious  limitations on the  desired  rigour and transparency, and  consequently both approaches will not lead to the same results.

We do not agree that market operators will tend to converge, quite the opposite, in fact. There could be incentives to use valuation methods, mechanisms and different hypotheses that will lead to a not transparent fair value.

In both approaches there is a lack of definition with regard to the costs that should be included and how identified costs ( indirect and variable specially) should be treated.

Although it  may imply a loss of accuracy, and therefore transparency, we are in the opinion that a model establishing a range in respect of Fair Value Disclosure is more appropriate, with more detail on the costs to be considered and their treatment.


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

<ESMA_QUESTION_PRIIPs_60>
· Structured Deposits have slight differences in the cost structure. Structured deposits are guaranteed by the National Guarantee Scheme (i.e. National Structured Deposit Guarantee Fund). This cost is difficult to obtain and in any case, negligible for Fair Value estimations. 

· Fair value calculation should be slightly different as it is more difficult to stablish a fair credit value on structured deposits as in structured notes, as internal transfer rates depend on funding costs and cannot be necessarily related to the CDS level of the entity in the market. 


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

<ESMA_QUESTION_PRIIPs_61>


All of them, if possible, are to be included, depending on the products (i.e  not too clear on sales fees for CFD’s). Legal costs are usually known after transactions are completed, and may be indirect (i.e. Legal opinions) or difficult to allocate to each transaction.



<ESMA_QUESTION_PRIIPs_61>
1. To what extent do you think these types of costs should be further defined and detailed? 

<ESMA_QUESTION_PRIIPs_62>
 
Costs of the underlying must be further defined to ensure transparency and equality, as some costs could be included as hedging or structuring costs if not further specified. 

Any definition and detail on the costs to be included and how they should be considered will be a step in the right direction. To the extent that costs to be included are not clearly defined and standardised, there will be uncertainty and distortions of competition. Only by means of common and shared rules will be possible to go deeper into the customer protection policy and improve transparency.




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

<ESMA_QUESTION_PRIIPs_63>
The spread is the result of  market conditions, and by definition, cannot be estimated ex ante without risk. We believe that considering a maximum spread is not possible, nor advisable.

For listed products subjects to public offers bid-mid spread paid by the buyer for selling the product is included in the liquidity contract signed by the manufacturer with a liquidity entity, as requested by the regulator. These contracts are included in the final Terms of the bond, so are public for any investor. However those prices do not imply a repayment guarantee if maximum volume compromised by the liquidity supplier has been exceeded.

For the rest of products, it must be taken into account most of them the early exit is not possible. If client and issuer decided this early exit, cost should be obtained as a difference between intrinsic value and final price.

For proporcional fees we understand a commision defined as a % nominal value, purchased or sold in a secondary market. It should be the minimum to charge in case of early redemption to compensate the structuring and legal costs.




<ESMA_QUESTION_PRIIPs_63>
1. Do you agree with the list of costs outlined above? Which types of costs would require more precise definitions? To what extent should the methodology be prescriptive in the definition and calculation methodologies of the different types of costs?

<ESMA_QUESTION_PRIIPs_64>
Yes. More precise definition is needed for ‘proportional fees’.
AEB members do not think is necessary the methodology to be prescriptive as different costs should be calculated as difference between final price of the product and  intrinsic value as issued by a SPV. Methodology should focus on calculating intrinsic value and no costs.
.<ESMA_QUESTION_PRIIPs_64>
1. Would you include other cost components? 

<ESMA_QUESTION_PRIIPs_65>
See answer 62.
<ESMA_QUESTION_PRIIPs_65>
1. Under which hypothesis should the costs of the underlying be included?

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

<ESMA_QUESTION_PRIIPs_67>
For derivatives we have two different options for invested capital calculation:

1. Use of the derivatives notionals for delta 1 products.
2. For options, notional value for the option or notional delta equivalent could be used, so if the option is out of the money or in the money is taken into account.

Percentages based on premiums paid or market values are not considered as a good measure. As an example, for a market Interest Rate Swap, percentage should tend to infinite as market value be close or near zero 
<ESMA_QUESTION_PRIIPs_67>
1. Do you think that there are products with ongoing hedging costs (to ensure that the manufacturer is able to replicate the performance of the derivative component of the structured product)? 

<ESMA_QUESTION_PRIIPs_68>
AEB members agree. Any time an index is rebalanced there is an ongoing hedging cost, that could be estimated upfront.
<ESMA_QUESTION_PRIIPs_68>
1. Do you agree with the general framework outlined above? 

<ESMA_QUESTION_PRIIPs_69>
As a general framework AEB members agree except for the analysis done for ‘subscription products’  as it is not been considered the possibility of signing in the market implicit derivatives with initial forward that do not depend on the linked through the subscription period. 
<ESMA_QUESTION_PRIIPs_69>
1. Which criteria should be chosen to update the values in the KID when input data change significantly?

<ESMA_QUESTION_PRIIPs_70>
Those criteria affecting significantly the credit worthiness of the issuer, the liquidity of the underlying asset /s and thus the ability for the investor to redeem early the PRIIP should be chosen. A percentage could be established as significant change. This should be fixed internally. 
<ESMA_QUESTION_PRIIPs_70>
1. As the evolution of underlying asset/s should be taken into account, are there specific issues to be tackled with in relation to specific types of underlying? To what extent should the RTS be prescriptive on the risk premium?

<ESMA_QUESTION_PRIIPs_71>
Risk premium should be net for dividends and recalibrated for volatility. The regulator should provide the risk premium.
<ESMA_QUESTION_PRIIPs_71>
1. Are you aware of any other assumptions to be set?

<ESMA_QUESTION_PRIIPs_72>
Asset correlation data and model must also be taken into account
<ESMA_QUESTION_PRIIPs_72>
1. Having in mind that most of the applied models in banking are forward looking (e.g. using implied volatility instead of historical volatility) which are the pros and cons of backward looking approach and forward looking approach? 

<ESMA_QUESTION_PRIIPs_73>
.
Pros and cons for both models are showm below:

	
	backward looking
	forward looking

	Pros
	Most simple to implement. Same data for all market participants, so comparison is facilitated.
	Reflects each moment reality  as it takes present  market data, but this does not mean is a better “predictive” 

	Cons
	Information could not be the most reliable as history may not necessary be repeated.

	More sophisticated model so more difficult to implement. Inputs could change from one entity to another, with different results for the same product.


As a result of this, we can conclude backward looking is positive when future estimation needs a big number of assumptions and creates a big calculation cost and thus a big entry cost. So it is more applicable to the PRIIPs objective


<ESMA_QUESTION_PRIIPs_73>
1. Do you think that there are other risk free curves that could be considered?

<ESMA_QUESTION_PRIIPs_74>
EONIA swap should be considered, as it is consistent in all the countries.
This reference has also the advantages of being more similar to the rate that a client would receive through traditional deposits and being more stable in time. 
<ESMA_QUESTION_PRIIPs_74>
1. Do you think that there are other market data that could be used to determine the credit risk? Do you think that implied credit spreads from other issuer bonds (other than structured products) could be used?

<ESMA_QUESTION_PRIIPs_75>
No, market data described in the document seem the right ones. Credit spreads from other issuer bonds can be used, when possible, as far as they have the same seniority, maturity and bonds used as a refrence have enough liquidity.
<ESMA_QUESTION_PRIIPs_75>
1. How would you determine the credit risk in the absence of market data and which are the criteria to identify the comparable?

<ESMA_QUESTION_PRIIPs_76>
AEB members suggest to use an approach based on the default probabilities implied in the debt spreads. In cases where there is no market data to take this approach it can make sense to use the ratings on a subsidiary basis.
<ESMA_QUESTION_PRIIPs_76>
1. How would you include the counterparty risk in the valuation? Would you include specific models to include counterparty risk in valuation (CVA models)? How would you consider the counterparty risk for pure derivatives?

<ESMA_QUESTION_PRIIPs_77>
Counterparty risk is not a relevant factor for structured deposits.
<ESMA_QUESTION_PRIIPs_77>
1. In which circumstances do you think parameters cannot be computed/estimated using market data? What would you suggest to deal with this issue? 

<ESMA_QUESTION_PRIIPs_78>
A circumstance could be the lack of history on recently issued assets, lack of liquidity or in stressed situations of the market. We recommend to have similar procedures as for market disruptions as defined by industry practise (i.e., ISDA). Our suggestion is to use peers and adjust for a spread, with full disclosure.
<ESMA_QUESTION_PRIIPs_78>
1. Would it be meaningful to prescribe specific pricing models for structured products, derivatives and CFDs? If yes which are the pros and cons of parametric and non-parametric models?

<ESMA_QUESTION_PRIIPs_79>
AEB members do not consider this a good option because the prescribed models will coexist with the models that each entity develops internally to manage their risks. Moreover, this does not ensure comparability, as the inputs for the model can also differ. We believe each entity should be able to use its own pricing models. That will lead to different valuations but will let the client have a clearer idea of which price can expect if trading the product.
Market solutions, as ISDA contracts for disputes resolutions could be considered.
<ESMA_QUESTION_PRIIPs_79>
1. What should be the value of x? (in the case of UCITS, x=5, but the extent to which this is appropriate for other types of PRIIPs, notably life-insurance products, is unclear). 

<ESMA_QUESTION_PRIIPs_80>
Five years seems appropriate to be aligned with other related regulations.

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

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

<ESMA_QUESTION_PRIIPs_82>
The initial invested amount taken into account for the calculation of cost figures should be consistent with the type of product (f.e  SPVs have a completely different price structure compared to a traditional saving product). 

Not only initial invested amount should be considered but also on going payments. National defences /differences among products should be considered. As several assumptions are to be made, the best option will be to present as an example, so clients can be informed in a generic way for consultation.
<ESMA_QUESTION_PRIIPs_82>
1. For some life-insurance products, the costs will differ on the age of the customer and other parameters. How to take into account this specific type of PRIIPs for the purpose of aggregating the costs? Should several KIDs for several ages be considered?

<ESMA_QUESTION_PRIIPs_83>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_83>
1. Do you agree with the abovementioned considerations? Which difficulties do you identify in the annualisation of costs?

<ESMA_QUESTION_PRIIPs_84>
AEB members believe this could be a valuable tool because it helps comparability among different products. The autocallable stuctures with changing fees could be difficult to annualise.
<ESMA_QUESTION_PRIIPs_84>
1. Which other assumptions would be needed there? In the case of life-insurance products, to what extent should the amortization methodology related to the amortization methodology of the premium calculation? To what extent should the chosen holding period be related to the recommended holding period?

<ESMA_QUESTION_PRIIPs_85>
No other assumptions should be made but the basic cases, decease, should be included. 

Other relevant question to be made is if worthy to mention in a percentage, due the new hypothesis of amortization to consider.  

If AEB members have to restrict to this TCR it would be more appropriate to refer the holding period recommended for which the product is designed, the most common contributions and partial withdrawlas model.
<ESMA_QUESTION_PRIIPs_85>
1. This definition of the ratio is taken from the CESR guidelines on cost disclosure for UCITS. Is it appropriate also in the case of retail AIFs? Should it be amended? Another approach to calculate these costs is to calculate the ratio of the total of these amortized costs to the invested amount in the fund. However in that case the question remains as to how to aggregate this ratio with the on-going charges ratio. Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate?

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

<ESMA_QUESTION_PRIIPs_87>
As mentioned in Q85 not only survival guaranteed capital should be considered but also decease ones, and their respective costs.
Any cost ratio should be using actuarial techniques, in other case we will only get a mere approximation with several hypothesis included..
<ESMA_QUESTION_PRIIPs_87>
1. What would be other options to define the TCR ratio in the case of structured products? Do you identify other specific issues in relation to the TCR if applied to structured products? Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate? For derivatives, it might be the case that it is necessary to further define the concept of investment to be used as denominator of the ratio. Possibilities include the use of the actual sums paid and received (i.e. initial margins, variation margins, collateral postings, various payoffs, etc.) or the use of the exposure (i.e. market value of the derivative underlying). Do you think these approaches would be appropriate?

<ESMA_QUESTION_PRIIPs_88>
In the case of structured products, most of the cases include only upfront fees, so this is not applicable to them. It could be possible in other kind of products.

For structured products with partial amortization of principal” weighed medium nominal should be considered in order to avoid TCR misrepresentation.
For “self cancelling products” two different TCR should be considered, one with the self cancelling date and another oe with the expiration date. 

<ESMA_QUESTION_PRIIPs_88>
1. This definition of the ratio is taken from the CESR guidelines on cost disclosure for UCITS. Is it appropriate also in the case of retail AIFs? Should it be amended? Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate?

<ESMA_QUESTION_PRIIPs_89>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_89>
1. These different aforementioned principles are taken from the CESR guidelines on cost disclosure for UCITS. Is it also appropriate in the PRIIPs context?

<ESMA_QUESTION_PRIIPs_90>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_90>
1. To what extent do the principles and methodologies presented for funds in the case of on-going charges apply to life-insurance products?

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

<ESMA_QUESTION_PRIIPs_92>
Only costs with direct impact on premium or client´s funds should be disclosed.
These costs already include required entity´s margins for capital, options...
Is should be necessary to ensure an illustrative example is available to understand how they should be calculated and disclosed in a way consistency between entities is granted.
<ESMA_QUESTION_PRIIPs_92>
1. Do you identify any specific issue in relation to the implementation of the RIY approach to funds?

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

<ESMA_QUESTION_PRIIPs_94>
In relation to the calculation of RIY in the case of structured products, there might be an issue regarding embedded costs and costs that are in fact a loss of opportunity for the investors (for instance dividends or lending fees that should accrue to the investment product but are taken by the manufacturer, or the value of goods or services that are given or rendered to the manufacturer).

TCR should be considered, as RYI will be difficult to implement due the different scenarios that could appear in a structured product.  It must be taken into account derivatives prices could be considered as expected value for future scenarios, so a RIY should be calculated for each scenario 
<ESMA_QUESTION_PRIIPs_94>
1. Do you agree with the above-mentioned assessment? Should the calculation basis for returns be the net investment amount (i.e. costs deducted)? Do you identify specific issues in relation to the calculation per se of the cumulative effect of costs?

<ESMA_QUESTION_PRIIPs_95>

Early surrender behaviour should not be included in the cumulative effects of costs because it may have no impact at the individual level. All the performances should be calculating on the gross investment amount. Otherwise that would mislead clients when comparing among products.


<ESMA_QUESTION_PRIIPs_95>
1. Is this the structure of a typical transaction? What costs impact the return available to purchasers of the product?

<ESMA_QUESTION_PRIIPs_96>
Yes, this is the structure of a typical transaction. The costs with a possible impact on the return available to purchasers can be divided in general costs and costs per issuance. General costs include a.o. the costs necessary for the set-up of the SPV, its issuance programme and the annual update of the programme. These costs are payable to the SPV administrator, law firms, rating agencies, stock exchanges etc…. Costs per issuance depend highly on the type of structure issued, the amount issued, the term etc… and are payable to the SPV administrator, trustee, and in some issuances law firms, stock exchanges and rating agencies… Some of these costs are paid up front and others are running. 

<ESMA_QUESTION_PRIIPs_96>
1. What costs impact the return paid on the products?

<ESMA_QUESTION_PRIIPs_97>
Please see our previous response. They impact the return paid on the products depending on the type of costs, structure of the issuance, return demanded by the investor and to the extent that they can be estimated at forehand..
<ESMA_QUESTION_PRIIPs_97>
1. What are the potential difficulties in calculating costs of an SPV investment using a TCR approach?

<ESMA_QUESTION_PRIIPs_98>
As mentioned under question 96 and 97, costs and their predictability depend on amount and term of the issuance and type of issuance/structure. A TCR approach is generally difficult for structured issuances. For example certain structures redeem early if a predefined trigger condition is met (for example when index closes above certain threshold as defined in the issue terms). The final total costs of this issuance will then be different from the initially estimated costs, because the notes redeem prior to their scheduled maturity date. The costs per year will then be different as well.

In case of amortizing issuances it will be difficult to calculate the cost in relation to the nominal amount. Another point is related to the general costs mentioned under question 96. Their impact on individual issuances from multi-issuance SPV´s depends on the final number of issuances of this SPV and the number of times a programme will be updated, all of this difficult to estimate at forehand.   
<ESMA_QUESTION_PRIIPs_98>
1. What are the potential difficulties in calculating costs of an SPV investment using a RIY approach?

<ESMA_QUESTION_PRIIPs_99>
Please see our answers to questions 94 and  98. Additionally, the difficulty to calculate the impact of these costs on the yield depends very much on the type of structure. For instance for a structure that pays a fixed or a floating rate it is easier to calculate this than for a structure that has a pay-off linked to an underlying index and is callable. In general, it is already difficult to calculate the right amount of costs of a specific issuance. Applying this amount to a percentage of the nominal amount per year or the yield of a security will be more difficult for issuances with structured pay-offs. 

<ESMA_QUESTION_PRIIPs_99>
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Capital coverage: one more level
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and, for non guaranteed funds, level asigned according risk profile in CNMV (Spanish case)

Risk Profile CNMV / capital | 100% guacantesd. 80%-90% | 65%-
coverage capital 80%

High
Medium - High
Medium - High
Medium - Law

Law

Forminimum retum related to guaranteed capital, we propose to use s aproach lending value asigned to funds

Guaranteed for 80% - | Guaranteed for less
100% capital and >25% |  80% capital and
swap same average >25% swap same
maturity ‘average maturity

Not guaranteed or
<25% swap same
average maturity

Guaranteed for 100%
capital and >25% swap
same average maturity

Type of product / Minimum
retum

Guaranteed - Monetary.
Fixed lngome - Mixed
Funds.

Equite fund, fund of funds,
Convertible, Hedge funds
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