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POSITION PAPER 

Position Dutch Banking Association (NVB)
 on European Supervisory Authorities’ Technical Discussion Paper Risk, Performance Scenarios and Cost Disclosures in Key Information Documents for Packaged Retail and Insurance-based Investment Products (PRIIPs)

	The NVB welcomes the Joint European Supervisory Authorities’ technical discussion paper on risk, performance scenarios and cost disclosures in Key Information Documents for Packaged Retail and Insurance-based Investment Products (PRIIPs). 

First of all, the NVB stresses again the relevance of some general concerns that should be considered by the European Supervisory Authorities in the preparation of the Regulatory Technical Standards with regard to PRIIPs. When these concerns are not addressed appropriately and in a timely fashion this will be a serious hurdle for a timely implementation of PRIIPs by all market parties. These concerns are set forth below: 
Scope of the Regulation – What is a PRIIP?
The NVB understands the importance and inherent difficulty in defining the cross-sectorial scope for the wide range of financial products and other (insurance-based) investment products. However, the scope of the Regulation does not yet contain a clear enough definition as to what should be considered as an PRIIP. Obtaining clarity on this definition is vital for market parties with due respect to the rigorous sanctions that may be imposed to product manufacturers. Therefore we strongly encourage the European Supervisory Authorities to ensure that Level 2 will create the necessary clarity on the definition of PRIIP. The explanation of ‘packaging’ in recital 6 of the preamble of the Regulation should serve as a basis for the interpretation of the scope.
Some examples illustrate our serious concerns on the determination of the scope of the Regulation:

· In recital 7 of the preamble of the Regulation it is clearly stated that corporate shares should be excluded from the scope of the Regulation. The same should apply to certificates of corporate shares. From an investor perspectives, corporate shares and certificates of corporate shares will be compared with each other and both can be considered as non-complex financial instruments with due regard to the appropriateness assessment to be made pursuant to MiFID.  

· In recital 7 of the preamble of the Regulation it is clearly stated that bonds that are not packaged should be excluded from the scope of the Regulation. The same should apply to bonds that are not packaged with an interest rate linked to some form of benchmark. From an investor perspective these floating rate bonds will and may be compared to fixed rate bonds and both can be considered as non-complex financial instruments with due regard to the appropriateness assessment to be made pursuant to MiFID.

· Recital 6 of the preamble of the Regulation seems to aim at packaged investment products, but it could be stated that (OTC-)derivatives fall out of scope because these are not packaged investment products. The same argument could be made as to subordinated and perpetual notes to the extent that these are not packaged investment products. 

· Does a mortgage whereof the repayment be will made through an insurance-based investment product fall within the scope of the Regulation?

Revision of the KID

The NVB supports the Regulation’s approach to request a periodic review of the KID and a revision of the KID where the review indicates that changes need to be made. This periodic review ensures that all information presented is still current and up-to-date. With regard to this obligation, article 10 paragraph 2 sub d states that the European Supervisory Authorities will develop draft regulatory technical standards to specify the circumstances in which retail investors are to be informed about a revised KID for a PRIIP purchased by them, as well as the means whereby the retail investors are to be informed. 

The NVB notes that the intention of the Regulation and the KID is to give the consumer ample relevant information to make an informed decision before purchasing an investment product that falls within the scope of the Regulation. With this in mind it is important to avoid a continuous flow of information towards a client who already purchased the PRIIP. Instead, we suggest that the manufacturer publishes, on its website, the up-to-date version of the KID. This regularly reviewed and revised KID would have to be made available by the product manufacturer on its website as long as the investment product is being offered to retail investors.

Transitional provision
As a transitional provision, it should be determined that a KID shall only be required for investment products that are issued after the Regulation becomes effective. Application of the requirement of a KID for investment products that have been issued in the past, would result in a burdensome legacy that could potentially affect the secondary market of existing investment products.

Territorial scope of the Regulation
The Regulation is silent on this point. Consequently, market parties are at present unable to understand fully when the Regulation will apply to them. We assume that the Regulation has the purpose to protect retail investors who are resident in the EEA. This would imply that the Regulation does not apply to a PRIIP that is offered to a retail investor that is resident in a non-EEA country. Given the administrative, operational and financial burden of complying with the Regulation, further clarity in this area would be welcome. 



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.
2: How should the regulatory technical standards define a model and method of choosing the model parameters for the purpose of calculating a risk measure and determining performance under a variety of scenarios?
What should be the criteria used to specify the model? Should the model be prescribed or left to the discretion of the manufacturer?
What should be the criteria to specify the parameters? Should the parameters be left to the discretion of the manufacturer, specified to be in accordance with historical or current market values or set by the supervisory authority? 

We would prefer a standardised approach with predefined parameters above parameters chosen by the manufacturer. In addition, we favour the use of parameters based on historic data over forward looking parameters. 
Main arguments in favour of a standardised approach based on historical data are that:  

· it is easier to implement (less complex and costly), 
· the historical data are easier to obtain and verify;
· it is transparent; 

· it is difficult to manipulate; 
· it is easier to explain and understand; and 
· it contributes to the comparability of different PRIIPs. 
Main disadvantages of parameters chosen by the manufacturer are that it does not contribute to the comparability of different PRIIPs and may be subject to arbitration. 
3: 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?
With regard to the level against which performance is measured, we prefer to use the amount invested without any adjustment. Any other approach would be too complex, difficult to explain to retail investors, and  – in some cases – even misleading. Furthermore,  any other approach does not allow for a comparison with term deposits.
The NVB does not agree with the use of growth rates because these growth rates will differ per type of PRIIP and therefore the comparability of the PRIIPs will not be achieved.
5  : Please state your view on what time frame or time frames should the Risk Indicator and Performance Scenarios be based.

The time frame should be preferably equal to the maturity date of the PRIIP. For open ended PRIIPS the time frame should be based on the recommended holding period of the PRIIP.

An appropriate warning or narrative could be included to alert investors to the impact of an exit prior to the maturity date/ recommended holding period.

6: Do you have any views on these considerations on the assessment of credit risk, and in particular regarding the use of credit ratings?
The NVB believes that credit ratings give the best view on credit risk. On their own these credit ratings may not be gauged by retail investors, so the main benefit of those ratings is in the ranking they create between different PRIIPs. 

It may be considered converting the credit rating system into a scale that is more easily understood by retail investors. 
7– 13: Several questions with regard to the merging the main risks into a Summary Risk Indicator (SRI)

With regard to the options 1-4 for a Summary Risk Indicator (SRI) we have the following feedback.
The risk determinants (market, credit and liquidity risk) described in the technical discussion paper are essential risks that need to be addressed, however for specific products other risks should also be taken into account. Think for example of legal and tax risks (in particular, changes in tax laws) and other non-economic risks, such as: operational risks and political risk. Naturally, these non quantitative risks should be addressed by means of a narrative text.   

We recommend to indicate risks with existing parameters, such as credit ratings for credit risks (credit rating agencies do have recovery tables). Market risk could be indicated via volatility and/or duration. 
The NVB believes that the (combination of) proposed measures will be too complicated. Some criteria, such as credit rating, volatility and duration, may give a better view on risks. The other proposed quantitative measures (mostly based on real forecasts or probability distributions) are probably not that easy to explain to retail investors. 
Methodologies like Value-at-Risk (VaR), Expected Loss for a given Value-at-Risk (ELVaR), Expected Shortfall for a given Value-at-Risk (ESVaR), are: 
· short-term measures (typically 1 day, 1 week); 
· too complicated to compute and, 
· unknown for retail investors.

The NVB believes that it will be hard to integrate market, credit and liquidity risk and still keep the risks clear to understand. The NVB believes that market, credit and liquidity risk should be shown separately. 

Based upon the foregoing, we are not in favour of a combined approach (Option 1), forward looking simulation models (Option 3) or a two level indicator (Option 4). We prefer an indicator separating assessment of market risk – quantitative measure based on volatility – and credit risk – qualitative measure based on external credit rating – (Option 2).   
In addition, we prefer liquidity risk to be flagged separately to investors either by a warning to the indicator stating what the expected level of liquidity of the product is, or by explaining the liquidity risk in the narrative next to the indicator. 

15-19: Performance scenarios.

The NVB believes that performance scenario’s should not include or be based upon probabilistic modelling. Performance scenario’s should show a range of results, from a pessimistic to optimistic scenario’s (but not too optimistic). We would prefer a What-if: prescribed approach, provided that the prescribed range will be meaningful for all PRIIPs. Main disadvantage of a What-if: manufacturer choice, is that this does not contribute to the comparability of different PRIIPs and may be subject to arbitration.
The NVB is of the opinion that it depends on what is most appropriate for the PRIIP in question i.e. 
according to the PRIIPs characteristics. The range of scenarios should capture the possible features 
feasible for the PRIIP (for instance, appropriately capture barrier features included in structured products). In addition, there should be a balance between positive and negative scenarios. It could be reasonable to present at least three scenarios, favourable, medium or slightly unfavourable and a negative one (similar to the “crash scenario” in the UK). With these options, the client can have a clear picture about risks and benefits to compare with others.

NVB is not in favor of taking credit risk events, redemption events or an potential exit before the maturity date/ recommended holding period, into account in the performance scenarios.
23-95: Costs
The presentation of the costs in the PRIIPs KID should be aligned with MiFID 2 and IMD 2 for insurance based investment products. To compare the costs an agreed break down of relevant direct- and indirect costs is needed. NVB suggests including only costs that affect the investor’s decision (e.g. entry and exit costs, and ongoing charges such as management fees, performance fees, etc.) and redirect the investor to a more comprehensive/ specific documents. 
Furthermore, it will be important to ensure that all manufacturers disclose the same types of costs using the same methodology (for example, currently methodologies used in relation to funds vary considerably to those used for structured products and methodologies also vary as between manufacturers). 

Also, it is critical to ensure that manufacturers are not required to disclose costs information in the KID which relate to third party costs or other costs to which they do not have access (e.g. broker commissions, stamp duties, transaction taxes, foreign exchange costs, advice fees  among others). 

As previously indicated, as the KID is a manufacturer document it is key that manufacturers are only required to disclose costs within their knowledge and under their control (as the manufacturer is responsible for the accuracy of the KID).  Costs not known by the manufacturer cannot be disclosed in the KID including, for example, advice fees and certain brokerage/distribution costs.

Licence fees and brokerage costs paid by the manufacturer should not be disclosed as it is difficult to assess the cost per product and these are usually part of an overall pricing package. The same is often true for listing fees. Moreover, these fees will be paid by the manufacturer out of the structuring fee and will not be directly charged to the investor, for that reason there is no reason to disclose these fees separately. 
For structured products where costs are embedded in the purchase price, NVB favors the first approach: “Introduce a distinction between the investment’s price and the margin/fees that have been incorporated in the price”. 
For example, if a manufacturer sells a structured EMTN at 1,000€, he should disclose in the KID that 3% (30€) of the purchase price is a sales commission and 2% (20€) of the acquisition price will be absorbed upfront to recompense the manufacturer for the costs the manufacturer incurs when structuring the note. The result is that 95% (950€) of the acquisition price will be invested in the note: there are 5% costs (however, of this 95%, part may serve to invest in a bond and part may serve to invest in a derivative; in both cases there may be a commission included in the acquisition price of the bond or the derivative).
Generally, the NVB notes that implicit costs embedded within the price of structured products are difficult to estimate beforehand. The hedge is typically done once the subscription proceeds are known and implicit costs also vary as market conditions change. Moreover, the costs vary depending on the manufacturer’s business model, ability to handle risk, competence, efficiency and other factors.
In view of the above, the embedded cost can only be estimated on a best efforts basis and one should not attempt to calculate the costs on the basis of a theoretic ‘fair value’ cost. Any further break-down of embedded costs beyond manufacturing costs should not be required, nor does it seem of much benefit to retail investors. The NVB doubts as to whether it is appropriate to disclose this level of detail in relation to costs in a 3 page document KID. Another disadvantage will be that this will trigger a highly frequent review, revision and republication of the KID.  
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� The Nederlandse Vereniging van Banken (NVB) is the representative voice of the Dutch banking community with over 90 member firms, large and small, domestic and international, carrying out business in the Dutch market and overseas. The NVB strives towards a strong, healthy and internationally competitive banking industry in the Netherlands, whilst working towards wider single market aims in Europe.
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