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I. Executive summary 

The Regulation on key information documents for packaged retail and insurance-based investment 

products (PRIIPS) empowers the European Supervisory Authorities (ESAs) to draft regulatory technical 

standards on different aspects of the Key Information Document (KID).  A joint Discussion Paper was 

published by the ESAs on 17 November 2014. 

Taking into account the importance of this matter for enhancing consumer protection, the SMSG wants 

to comment on this Discussion Paper, with particular focus on content and presentation of the KID.  

As a general remark, the SMSG confirms the need for the KID to be easy to use and easy to understand.  

Partly related to this, the SMSG also points at the need for the different parts of the KID to be coherent.  

This holds in particular for the description of the investment objectives, the cost structure, the perfor-

mance scenarios, the recommended holding period and the type of investor for whom the product is 

designed.  Also, the SMSG points at the need to align, to the maximum possible degree, the KID with 

other pieces of legislation. 

With regard to the presentation of risk and reward, the SMSG suggests that ways are explored to inte-

grate historic performance, where applicable with benchmark, with forward-looking performance 

scenarios.  The SMSG would also prefer that an indication of likelihood be presented with the forward-

looking scenarios.  However, there should be guidance of the ESAs how to derive these probabilities.  The 

SMSG also believes that the risk indicator should not only point one-dimensionally at risk as a negative 

attribute, but should also visualize the trade-off risk-potential return (as was conceptualized in the SRRI, 

‘synthetic risk and return indicator’).  On the other hand, it should be equally clear that high risk does not 

by definition mean high return.  The SMSG suggests that this be indicated clearly to the investor by 

adding a phrase, which indicates that no investment is riskless and that, hence, the potential return 

cannot be taken for granted.  As a final remark related to the concept of risk, the SMSG expresses its 

doubts about integrating different kinds of risks into a single indicator. 

The SMSG points at the relevance of the cost section to enable the investor to assess the impact of costs on 

performance.  This implies clarity of definitions and also the inclusion of costs and commission on the 

underlying products.  A key concern is that the investor is not lost in the details. The key is to come up 

with a total number in percentage and also in a euro example.  While the SMSG believes that the perfor-

mance scenarios should be presented net of costs (i.e. after reduction of costs), there were different views 

on whether and how one-off costs should be taken into account as well to achieve this goal.  Finally, the 
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SMSG points at the importance of PRIIPS Regulation, art 8 (3f), to bring clarity on whether or not 

additional costs may be asked at the level of distribution. 

With regard to the heading “how long should I hold it and can I take out my money early”, the SMSG 

believes that this actually consists of two separate questions that should be considered separately.  On 

the one hand, there is the set of contractual obligations that determine whether or not money can be 

taken out early.  On the other hand, there is the concept of recommended holding period, which should be 

aligned with the investment horizon of the investor for whom the product is intended, the risk profile of 

the product and the performance scenarios.  The SMSG suggests visualising the impact of holding period 

over predefined time ranges.  These would typically include 1, 3, 5, 10 years horizon and/or where rele-

vant product lifetime. 

Finally, the SMSG points at the need for consumer-testing to assess the impact of different alternatives.  

In this respect, it would be useful that different alternatives are also tested among bank personnel, in 

particular with regard to the ability to convey to retail investors the information contained in the KID. 

 ] 

II. Introduction 

1. The Regulation on key information documents for packaged retail and insurance-based in-

vestment products (PRIIPS) (No 1286/2014) was approved on 26 November 2014 and pub-

lished in the Official Journal of the European Union of 9 December 2014.   

 

2. The Regulation empowers the three European Supervisory Authorities to prepare draft Regu-

latory Technical Standards (RTS) in specific areas.  These areas are: 

o Content, presentation, Calculation of Information in KID (art 8(5) ); 

o Review, Revision and Republication of KID (art 10 (2) ); 

o Timing of Delivery of KID (art 13 (5)). 

As a preparatory step to these RTS, the ESAs have published a Discussion Paper on 17 No-

vember 2014.  

 

3. The SMSG chooses to comment on this Discussion Paper, with particular focus on Content 

and Presentation of the KID.  The SMSG wants to distinguish its role from the role of an ex-

pert group.  As such, the advice below lays down principles, rather than technicalities.   

 

III. General remarks 

4. Article 8 (5)a of the Regulation states: “In order to ensure consistent application of this Arti-

cle, the ESAs shall, through the Joint Committee of the European Supervisory Authorities, 

(“joint Committee”), develop draft regulatory technical standards specifying…. ( a ) the de-

tails of the presentation and the content of each of the elements of the information referred to 

in paragraph 3.  As paragraph 3 gives an overview of all information to be contained in the 

KID, the mandate given to the ESAs by article 8 (5a), covers a very broad range.  The SMSG’s 

remarks below are of a general nature, of relevance to the KID as a whole.  Remarks relevant 

for specific parts will be mentioned under different sections.  
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5. The SMSG reiterates the need for KIDs to be understandable, sufficiently concise and visually 

appealing so that investors are encouraged to effectively consult the document and supported 

to take appropriately informed decisions.  This is a multi-faceted challenge.  In particular, the 

SMSG asks the ESAs to take into account in their regulatory technical standards the following 

important elements:  

o Coherence between the different parts of the KID, in particular: 

 Coherence between the ‘investment objectives’ and the ‘cost structure’.  For 

example, when the investment objective includes a reference to a benchmark 

and the cost structure refers to a performance fee, it is obvious that the 

benchmarks mentioned in both parts should be identical; 

 Coherence between performance scenarios and costs.  Performance should be 

presented ‘net of costs’, i.e. after reduction of costs.  It is meaningless to pro-

duce separate performance and cost section, which the consumer then has to 

combine on his own. 

 Coherence between ‘recommended holding period’ and the type of investor for 

whom the product is destined. 

 Coherence between the recommended holding period and the time span of the 

performance scenarios. 

o The maximum length should at all times be respected and not be circumvented, for 

example by using smaller print for particular products.  

o The ‘less is more’ principle should be followed given the difficulties retail investors 

face in prioritizing information, particularly information regarding risk.  

o Different requirements of contract and KID: the SMSG understands that the KID is a 

pre-contractual document.  While it should be consistent with the binding contract, 

the requirements are not identical.  The KID’s prime purpose is to translate the mate-

rial elements (key information) of the contract into plain language.  However, there is 

a risk that manufacturers want to protect themselves against litigation by replicating 

as much as possible the legal jargon and the contractual completeness of the contract.  

In this case, the KID would miss its purpose.  Consistency should not be understood as 

replicating the legal jargon or contractual completeness of the contract. 

 

6. Disclosure requirements should be amenable to robust supervision.  While the SMSG supports 

the PRIIPS Regulation and the enhancements it should bring to disclosure, it wishes to high-

light that disclosure, as has been repeatedly shown in empirical studies, remains a limited tool 

in the retail markets. Strenuous efforts must also be made to ensure strong enforcement and 

supervision of the new misselling/distribution rules under MiFID II and the new product in-

tervention rules under MiFIR/MiFID II and, with respect to insurance-related investment 

products, under the PRIIPs Regulation. 

 

7. The SMSG proposes that prior to finalising the regulatory technical standards, the different al-

ternatives should be subject to consumer testing.  However, the SMSG learns that consumer 

testing is already being done simultaneously with the consultation on the ‘discussion paper’.  

If this means that possible alternatives that come out of the consultation will not be taken into 

account, this would reduce the usefulness of the consultation. The SMSG questions the ra-

tionale and effectiveness of launching a consumer testing before getting any input from stake-

holders.  When consumer testing is carried out, it recommends that a ‘lessons learned’ exer-

cise related to the effectiveness of the UCITS KID consumer testing experience be carried out. 
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8. Such consultation should also take into account the insights of behavioural finance, including 

that regulators are prone to behavioural biases when designing rules for the retail markets and 

should, in particular, be open to innovative approaches and avoid ‘groupthink’. The consulta-

tion should also take into account the ultimate objective of the Regulation and so consider the 

lessons behavioural finance holds for how to support investors in achieving good outcomes - 

and not be narrowly focused on the specific lessons which behavioural finance holds for dis-

closure design. Reference could, for example, be made to the recent work of the Consumer Fi-

nancial Protection Bureau in the US. 

 

9. The SMSG is in favour of common templates that are used across the EU.  Allowing different 

templates across the EU would run counter to the requirement of comparability.  Also, rather 

than strengthening the Single Market, it could result in markets being more fragmented.   Fi-

nally, templates that are differentiated across the EU could result in unnecessary costs for the 

manufacturers as they would need to use different templates for different member states. 

10. The SMSG repeats the need of alignment of different pieces of legislation, in particular 
PRIIPS, MiFID II, UCITS IV, IMD II and the Prospectus Directive.  In this respect, the SMSG 
also refers to its earlier advice: “Investor Protection Aspects of the Consultation Paper on Mi-
FID II and MiFIR.”, pt. 23.   

 
“The proposed regulation on Packaged Retail Investment Products and insurance based 
Investment products (PRIIPs) aims to deliver a degree of harmonisation aligning MiFID II 
and the directive on Insurance Mediation (IMD II) as well as clarifying responsibility for 
product design and performance and for advice. Given that PRIIPs promises a consistent 
approach across all products, which is the key to delivering a comparison of products, Mi-
FID should avoid pre-empting the PRIIPs disclosure requirements and thus create an un-
level playing field around disclosures and costs. In the same vein, further delay to IMD II 
would cause more lack of clarity and create an un-level playing field between investment 
and insurance products. Although the issue is of Level 1, the SMSG supports a functional 
approach to align PRIIPs and IMD2 and MiFID2 as this would be in the interest of the in-
vestors.” 

 
 
This alignment may be relevant for many aspects, in particular: 

o cost disclosure; 
o performance disclosure 
o identification of the type of investor to whom the PRIIPS is intended to be market (cf. 

product governance obligations under MiFID II) 
o summary information in the prospectus:  the persistence of different disclosure re-

quirements directed to retail market disclosure within EU financial regulation re-
mains a source of arbitrage and investor confusion, notwithstanding the PRIIPS re-
form. The SMSG calls in particular for the enhancements to disclosure to be developed 
through the PRIIPs regime to be deployed to enhance the Prospectus Directive sum-
mary prospectus. 

 
However, the situation is less obvious with regard to alignment of “comprehension alerts” 
in PRIIPS with the notion of complexity as it is developing with respect to the MiFID 
II/MiFIR product intervention regime and identified target market.   Some SMSG mem-
bers question whether financial products considered as complex in MiFID II should auto-
matically require a comprehension alerts in the KID (i.e. product designed and regulated 
especially for retail investors, such as retail AIFs, at EU member state level). 
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IV. Presentation of risk and rewards 

11. Article 8 (5b) of the Regulation states: “In order to ensure consistent application of this Arti-

cle, the ESAs shall, through the Joint Committee of the European Supervisory Authorities, 

(“Joint Committee”), develop draft regulatory technical standards specifying…. (b) the meth-

odology underpinning the presentation of risk and reward as referred to in points (d) (i) and 

(ii) of paragraph 3”.    

 

12. The SMSG suggests that possibilities are explored to integrate historic performance in the KID 

document, whenever applicable with an internal benchmark, so that investors can judge 

whether: 

 

o the investment product has in the past managed to outperform its benchmark or to reflect 

the relevant benchmark, in each case as appropriate for the product  

o the investment product has managed to generate value or has lost value for the saver in 

the past .   

 

13. The omission of historic performances would be a severe step back compared to today’s KIDs.  

The SMGS is aware that the need for historic performances has not been included in the Regu-

lation itself, but believes that the inclusion of historic performances is complementary with the 

need to present forward-looking performance scenarios.  The latter are derived from assump-

tions, while historic performances present historic data that have materialized.   As such, the 

historic performance is a useful piece of information to put the forward-looking scenarios into 

perspective.  The SMGS suggests looking at possibilities to integrate both.  Possible ways to do 

so could be, for example: 

o concatenating both (historic performance and forward-looking scenarios) into a line 

graph, with, mandatory, if the asset manager is using a benchmark, for the historic per-

formance also the benchmark; 

o presenting historic performance separately, as one of the scenario’s to be  presented (one 

of the scenario’s would then be: “what if performance behaved as in the past?”) with, 

mandatory, if the asset manager is using a benchmark, that benchmark. 

 

14. While the SMSG does not utter at this point a preference for any specific visualisation of a risk 

indicator (that would be second guessing the outcome of consumer testing), it puts forward a 

principle.  The SMSG believes that the risk indicator should not only point unidimensionally at 

risk as a negative attribute, but also visualize the trade-off risk- potential return (as was con-

ceptualized in the SRRI, ‘synthetic risk and return indicator’).  One can invest almost riskless in 

high quality government bonds, but the other side of the coin is that the return is also almost 

zero.  On the other hand, it should be equally clear that high risk does not by definition mean 

high return.  The SMSG suggests that this be indicated clearly to the investor by adding a 

phrase, which indicates that no investment is riskless and that, hence, the potential return can-

not be taken for granted.  

 

15. At the same time, the SMSG has its doubts about integrating different kinds of risks into a sin-

gle indicator.   

o Market risk, credit risk and liquidity risk are different kinds of risks and cannot properly 

be integrated into a single indicator without losing all significance.  UCITS funds, for ex-

ample, may display high market risk, but at the same time credit risk and liquidity risk are 

mitigated through investment restrictions and governance rules; 
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o As a concept, these kinds of indicators are quite different.  Market risk typically represents 

day-to-day risk.  Credit risk and liquidity risk, as defined by the ESAs, represent event risk 

– i.e. risks that occur rarely but may have high consequences. 

 

16. The SMSG is not in favour of performance scenario’s that are merely designed to show how a 

fund functions, without any clue of probability. The heading under which performance scenari-

os are presented reads: “what are the risks and what could I get in return?”. If performance 

scenarios are presented, merely to explain the functioning of a fund, without any relation to 

likelihood of the scenarios, the question “what could I get in return” is not properly answered.   

The SMSG is in favour of performance scenarios that are probability weighted to the maximum 

extent possible. Otherwise, scenarios such as “median”, “upside” and downside” like the ones 

often used for structured funds could be highly misleading for EU savers, as most of them will 

likely confuse “median” with a high probability scenario which will only be the case if these 

scenarios are probability weighted. Only the most probable scenarios should be advertised. 

 

17. While the SMGS recognizes the importance of indicating the probability of different scenarios, 

it has some caveats.   

 

o there should by guidance by the ESA’s how to determine these probabilities.  This 

implies a prescriptive role for the ESA’s with regard to methodology: the assump-

tions for these probabilities have to come from regulators to ensure (a) consistency 

in application, (b) comparability and (c) legal certainty in terms of what assump-

tions to be used by PRIIPs manufacturers. 

o The ability of investors to correctly interpret the meaning of probability in possibly 

alternative presentations of these scenario’s, should be assessed through consum-

er-testing 

 

V. Presentation of costs 

18. Article 8 (5c) of the Regulation states: “In order to ensure consistent application of this Article, 

the ESAs shall, through the Joint Committee of the European Supervisory Authorities, (“joint 

Committee”), develop draft regulatory technical standards specifying…. ( b ) the methodology 

for the calculation of costs, including the specification of summary indicators, as referred to 

in point (f) of paragraph 3.   

 

19. Coherence between the different parts of the KID is important.  Performance scenario should 

be net of cost, so that the investor can assess the impact of costs on performance.   This refers 

first and foremost to recurring costs.  However, with regard to one-off costs, members have dif-

ferent views.    Some members indicate that the impact (in nominal value and as percentage) of 

one-off costs on performance could be illustrated through a table, which summarizes the effect 

of both recurring and one-off costs over different holding periods.   Other members, however, 

argue that these one-off costs are often expressed as a maximum and determined at the level of 

distribution, not at the product level.  Hence, it would not be appropriate to ask the manufac-

turer to disclose what he does not know.  

 

20. A key principle for the SMSG is that costs are presented in a way which is clear and not mis-

leading.  Some important principles in this respect: 
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o Clarity of definitions: cost indicator like ‘total expense ratio’ should live up to its 

definition, i.e. it should be “total” and not exclude any significant ‘hidden costs’.   

o The investor has the right to know, ex ante, how much he maximum will have to 

pay for his investment.  This approach can take into account possible variations in 

the costs, but at least the investor has an idea of what the investment will cost him 

at the most. 

o The cost indicator must include costs and commissions paid on underlying prod-

ucts. In particular, it is necessary to include the costs/commissions paid on “units” 

(typically funds) for unit-linked life insurance contracts. This is already required 

for funds of funds-, and there should be no inconsistencies there. 

o A key concern is that the investors is not lost in the details and left with the tasks of 

aggregating all kinds of cost items to get an idea of the impact on performance.  

The key is to come up with a total number in percentage and also in a euro exam-

ple (or other currency), as many savers do not grasp percentages. 

       

21. To ensure comparability, the presentation of costs should be sufficiently robust and stable to 

cope with different patterns of distribution of financial products.  In this respect, the SMSG 

notes the tendency towards unbundling of costs in the context of independent distribution as 

compared to the persistence of bundled costs in the context of integrated financial institutions.  

Some important consideration: 

o In the context of unbundling of costs, it is important that the cost overview is suffi-

ciently complete as to give the investor an overview of the totality of product costs.   

o This dual price structure is particularly relevant in the context of investment ad-

vice, which is usually paid for separately in the context of independent distribu-

tion, but included as part of a bundled price in the context of dependent distribu-

tion.  This raises a problem of comparability and level laying-field in cost disclo-

sure (see Q16 of the discussion paper).  The SMSG believes that this could be partly 

alleviated if the KID brings clarity on whether or not separate costs for advice can 

be asked by the distributor.  The ESA’s refer to the problem of separate costs for 

advice charged by the distributor in their discussion paper, p 53: “what the PRIIPS 

cannot capture is situations where the customer receives investment advice which 

is paid for separately, directly by the customer to the distributor”.  The Regula-

tion itself does not require these costs to be captured in a quantitative way, but 

states that the PRIIPS will, where applicable, refer to these costs.  See art 8 (3f): 

“the KID shall include a clear indication that advisors, distributors or any other 

person advising or selling the PRIIPs will provide information detailing any cost 

of distribution that is not already included in the costs specified above, so as to 

enable the retail investor to understand the cumulative effect that these aggre-

gate costs have on the return on the investment.”  By extension, it would be useful 

that, when distributors are not supposed to ask additional costs, this is also indi-

cated as part of the cost disclosure.    

 

VI. How long should I hold it and can I take out my money early? 

22. Article 8(3g) of the Regulation refers to a section “How long should I hold it and can I take 

money out early”.  This being part of the Article 8, paragraph 3, this is one of section on which 

the ESA are invited to draft regulatory standards. 
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23. The question “how long should I hold it and can I take money out early” actually contains two 

questions, related but at the same time different, coined in one phrase.  The SMSG suggests 

that the KID does distinguish between these two questions. The question “can I take money out 

early” refers to the whole set of contractual conditions that determine under which condition 

money can be taken out early.  Taking into account that the range of PRIIPS is wider than the 

range of UCITS, this goes beyond “exit fees”, but could also include, for example, surrender 

value (in case of life insurance) or the time span you have to wait before you get your money.  

The recommend holding period can be related to this, but is at the same time different.  An eq-

uity fund, for example, would typically have no exit fee, nor any other feature that prevents ex-

iting the investment.  However, due to its risk features, this would not be a typical short-term 

investment.        

 

24. The SMSG believes that the recommended minimum holding period is a very useful and neces-

sary disclosure for EU savers, which has the potential to link up with the investment horizon of  

both the investor for whom the product is intended, with the risk profile of the product and 

with the performance scenarios.   In this context, the SMSG once again reiterates the need for 

coherence between different sections of the KID.  

 

25. The SMSG also suggests that the recommended holding period is conceptualised in such a way 

that it takes into account the relation between the possible loss and the investment horizon.  

Fluctuations from one year to another may flatten themselves out over a long term investment 

horizon.  The SMSG suggests considering visualisations over predefined time ranges.  These 

would typically include 1, 3, 5, 10 years horizon and/or where relevant product lifetime. 

o The standard lifetime of 10 years derived from UCITS is not valid anymore due to insur-

ance products being within the scope of PRIIPS.  Neither is it relevant for other long term 

investment products with a recommended holding period above 10 years.   Hence the sug-

gestion to include lifetime, where relevant, as an additional scenario. 

o The inclusion of rather short holding periods (1 - 3 years), could at first sight seem of little 

relevance for products with a recommended holding period which is longer.  However, in-

cluding these shorter time spans, would not only have as benefit that it facilitates compa-

rability across products, but more importantly, that it illustrates the risk of having a hold-

ing period shorter than the recommended holding period. 

o In particular circumstances, the product lifetime could be the relevant scenario, with the 

scenario’s ‘in between’ of little relevance and difficult to calculate with sufficient robust-

ness (example: structured products with predefined pay-off at a given maturity date).  In 

such cases, it should be clearly indicated that the pay-off formula only holds at the given 

maturity date.  

 

26. The SMSG also point at the need for coherence between the performance disclosure time frame 

and the recommended holding period.    

o If a choice is made for performance scenarios at distinct time intervals, than these inter-

vals should be similar to the range used to illustrate relevance of holding period. 

o If a choice is made for performance scenarios that are visualised through a continuous 

graph (example line graph) then the time span of the graph should at least cover the rec-

ommended holding period. 
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VII. Impact assessment 

27. The ESAs will prepare an impact assessment to accompany the draft RTS they will submit to 

the European Commission.  The SMGS suggests that it is consulted on the impact assessment 

approach, the methodology and if outsourced, guarantees of independence. 

 

28. In this respect, the SMSG reiterates the need for different alternatives being tested among con-

sumers.   

29. Although the SMSG understands that the KID should be a document that retail investors are 

able to read and understand on their own, without assistance of bank staff, in reality the KID 

will often be given to them by bank personnel.  Hence, it would be useful that different alterna-

tives are also tested among bank personnel, in particular with regard to the ability to convey to 

retail investors the information contained in the KID.  This may be particularly relevant for 

‘tricky’ matters, such as the assumptions underlying the performance scenarios and the as-

sumptions underlying the recommended holding period. 

 

This advice will be published on the Securities and Markets Stakeholder Group section of ESMA’s website. 

 

Adopted on 17 February 2015 

 
Jesper Lau Hansen 

Chair 

Securities and Markets Stakeholder Group 

 


