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Responding to this paper  

EBA, EIOPA and ESMA (the ESAs) welcome comments on this Technical Discussion Paper on Risk, 
Performance Scenarios and Cost Disclosures in Key Information Documents for Packaged Retail and 
Insurance-based Investment Products (PRIIPs). 
 

Instructions 

Please note that, in order to facilitate the analysis of the large number of responses expected, you are 

requested to use this file to send your response so as to allow them to be processed more efficiently. 

Therefore, the ESAs will only be able to consider responses which follow the instructions described below: 

 use this form and send your responses in Word format (pdf documents will not be considered ex-

cept for annexes); 

 do not remove the tags of type < ESMA_QUESTION_PRIIPs_1> - i.e. the response to one ques-

tion has to be framed by the 2 tags corresponding to the question; and 

 if you do not have a response to a question, do not delete it and leave the text “TYPE YOUR 

TEXT HERE” between the tags. 

Responses are most helpful: 

 if they respond to the question stated; 

 contain a clear rationale, including on any related costs and benefits; and 

 describe any alternatives that the ESAs should consider 

 

Naming protocol 

In order to facilitate the handling of stakeholders responses please save your document using the follow-

ing format: 

ESA_TDP_PRIIPs_NAMEOFCOMPANY_NAMEOFDOCUMENT. 

E.g. if the respondent were XXXX, the name of the reply form would be: 

ESA_TDP_PRIIPs_XXXX_REPLYFORM or  

ESA_TDP_PRIIPs_XXXX_ANNEX1 

To help you navigate this document more easily, bookmarks are available in “Navigation Pane” for Word 

2010 and in “Document Map” for Word 2007. 

 

Deadline 

Responses must reach us by 17 August 2015. 

All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your in-

put/Consultations’.  

 

Date: 23 June 2015 

http://www.esma.europa.eu/
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Publication of responses 

All contributions received will be published following the close of the consultation, unless you request 
otherwise. A standard confidentiality statement in an email message will not be treated as a request for 
non-disclosure. A confidential response may be requested from us in accordance with the ESAs’ rules on 
public access to documents.

1
 We may consult you if we receive such a request. Any decision we make not 

to disclose the response is reviewable by the Board of Appeal of the ESAs and the European Ombuds-
man.  

 

Data protection 

Information on data protection can be found on the different ESAs’ websites under the heading ‘Legal 
notice’. 

 

  

                                                      
 
1
 See https://eiopa.europa.eu/about-eiopa/legal-framework/public-access-to-documents/index.html.  

https://eiopa.europa.eu/about-eiopa/legal-framework/public-access-to-documents/index.html
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General information about respondent 

Name of the company / organisation Better Finance 

Activity NGO - Government, Regulatory and Enforcement 

Are you representing an association? ☐ 

Country/Region Europe 

 

 

Introduction 

Please make your introductory comments below, if any: 
< ESMA_COMMENT_PRIIPs_1> 
 
Preliminary comment on the method of consulting EU citizens on this critical issue 
Better Finance is aware of the time constraints imposed on the ESAs, but it believes that the format of this 
very important consultation is very detrimental to the retail user side as: 

- it occurs at short notice and within a short time frame (less than 2 months), in the middle of Sum-
mer when many of the few user experts are on holiday; 

- it is very technical and very long (127 pages) without providing any specific explanations and/or 
questions specifically for the individual user side. 

- it is available only in English. 
Therefore, the financial industry is once again being given a major advantage over the user side in influ-
encing the design of the future KIID. 
Good practice – as done by other Public Authorities – would also be to estimate and disclose the level of 
expertise and the amount of time (which we believe is considerable - even for industry experts) required to 
fill out this questionnaire. 
 
Better Finance is the European Federation of Investors and Financial Services Users. 
PRIIPs are at the core of the retail investment market. They cover a range of investment products that are 
marketed to retail investors which, taken together, make up a market in Europe worth up to €10 trillion. As 
PRIIPs cover a wide range of – per definition – structured products which can take a variety of legal forms 
that might involve multiple charges and which include different risk profiles, Better Finance stresses the 
strong need for simple and short pre-contractual information on objective costs and charges as well as 
historical real returns that enables retail investors to reach well-informed investment decisions by enabling 
them 

 to understand the product features, including its risks, rewards and the effects of costs/charges 

 to easily compare it to other products and 

 to assess whether a certain product has a real added value. 

In that respect there is a need to benefit from all the experience accumulated during the work done for the 
KID for investment funds (UCITS IV Directive), and for its subsequent implementation by the industry. 
Better Finance therefore very much welcomes the approach taken by the Joint Committee by starting the 
debate and collecting views on the possible methodologies to determine and display risks, performance 
and costs in the Key Information Document (KID) for PRIIPs.  
Standardization, if appropriately used, is not only a strong and efficient tool to ensure comparability but 
can also be a strong means for ensuring regulatory consistency. Furthermore, applying a consistent and 
transparent approach towards displaying returns, risks and charges will enable consumers and retail 
investors not only to compare the products but to determine the real added value of products. 
Better Finance therefore calls on the ESAs to ensure that the KID becomes an EU-wide harmonized 
document which contains meaningful and all necessary information on returns, risks and charges, which is 
understandable by all retail investors.  
To achieve this objective, Better Finance supports using tools and techniques that takes into account as 
much historical data on performance and costs as possible. 
 
Better Finance is concerned that standardized, easily comparable data on historical performance (of both 
the product and of its benchmark) would be eliminated under the PRIIPs Regulation. There had been a lot 
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of work done for many years to achieve this major improvement in the KID for investment funds (UCITS). 
With the PRIIPs Regulation as it stands, we are very concerned that even UCITs funds will have to elimi-
nate this key information from their KID within the next 5 years. Certain investor organizations like Better 
Finance and others (including the ESAs) are already struggling to get clear and comparable data on the 
past performance of retail investment products. This may be a huge step backward if no solution would be 
found at level 2. Of course, Better Finance acknowledges that past performance is not a reliable predictor 
of future performance. However, without any information on past performance (including compared to 
benchmarks), EU citizens will not even know: 

 if the product has generated any positive performance in the past or - on the contrary - has de-

stroyed the value of their savings  

 if the product has met or exceeded its stated investment objective  

 if the product has matched or not the performance of its benchmark 

Even worse would be the fact that EU citizen would be left only with "scenarios" on future performance, 
which we strongly believe are even more misleading than past performance. And we base ourselves on 
the experience of the work on the KID for structured UCITS funds, where the use of scenarios (like pessi-
mistic, median and optimistic) that are not probability weighted remains possible. In this case, the average 
investor is led to believe that the "median" scenario is the most probable which is not the case. 
 
We therefore consider that an elimination of information on past performance and especially past 
performance compared to that of the benchmark(s) chosen by the investment product provider 
would be a huge step backwards. Taking into account that the need for historic performance 
information has not been explicitly included in the Regulation, Better Finance considers that his-
torical performance data should at least complement forward-looking indicators as this is im-
portant to put the latter in perspective. In this respect, there is nothing in the Regulation that for-
bids the use of historic performance as one of the potential scenarios. 
 
In our opinion this should be done by presenting past performance scenarios in a separate graph. 
With regard to the highly challenging forward-looking performance scenarios required in Level I, Better 
Finance considers that they bear a very high risk of being misleading for individual investors. They should 
be probability weighted to the maximum extent possible (using percentiles for example) whereby compa-
rability between the methods used by different manufacturers should be ensured by the ESAs through 
establishing/prescribing a commonly used methodology. This to enable retail investors to trust in “high”, 
“median” and “low” performance scenarios having the same meaning across manufacturers. 
 
This however will be an extremely challenging task, if achievable at all. 
 

Therefore, Better Finance wishes to formally warn the European regulators about the extreme 
danger of forcing EU individual investors to rely only on shaky, hardly comparable future perfor-
mance scenarios, while depriving them of the only performance information that does not lie and 
that is the least subject to misleading: the standardised and comparable historical performance of 
the product and of its objective benchmark (currently required for all UCITS funds). 
Future performance scenarios will maximize the risk of misleading and confusing individual inves-
tors and will certainly not improve their trust level in the investments and savings industry that 
has already hit rock-bottom (see the EU consumer scorecard published every year by the EC). 
We believe Level I should be amended to reintroduce the disclosure of past performance of both 
the investment products and of their chosen objective benchmark.  
Future performance scenarios should be kept only for new structured products and based on 
probabilities. 

 
 
< ESMA_COMMENT_PRIIPs_1> 
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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. In-

clude your considerations and caveats.  

 
<ESMA_QUESTION_PRIIPs_1> 
 
Regarding the risk-return profile of PRIIPS, proposed methods for estimating future expected returns 
seems to be sufficient. When considering proposed methods from the consumer perspective, it should be 
noted, that ability of consumers to "see the future" is limited. The typical retail investor has a selective 
memory and is not able to calculate probabilities and tie them to any future events. 
However, our brain is trained to associate numbers with the past events. When we ask a retail investor to 
associate market developments with the year 2008 or 2009, his/her brain will pop-up red numbers, losses, 
and crisis. Therefore past events can trigger our imagination and through association anticipate our reac-
tions to such future events.  
 
Our suggestion would be to use a combined approach, such as: 
 
1. using historical data for backtesting of the product returns (taking the product’s charges into full account 
of course, including entry and exit fees, if any). This would give retail investors a guideline on how the 
product would behave under the conditions of known past events, using the same strategy that is applied 
for future events. It would also somewhat address the major weakness of level I of excluding past perfor-
mance from the required disclosures (see general comment above). 
2. stochastic modelling based on parameters estimated from these historical data, where at least two 
economic cycles for return distribution should be used. A manufacturer will be restricted from picking-up 
"favourable" conditions for the modelling of returns. But, even assuming that these necessary require-
ments can be implemented industry wide, any modelling of performance scenarios will bear a huge risk of 
misleading individual investors and of not being comparable from one product KIID to another and even 
from one provider to another for the same product type. 
 
Complications ensuing from this combined approach might be overcome by using approach 1 for display-
ing past performance (as a first “scenario”) and approach 2 for modelling future expected performance. 
Using graphical tools to see the past and expected future performance will increase the consumer under-
standing of the product from the performance perspective. Another critical advantage of this approach is to 
provide EU citizens as savers with at least one “scenario” that does not lie or mislead and is (provided it is 
like for UCITS funds) comparable from one product to another. Otherwise, the risk to confuse and mislead 
people will be high, and so will be the number of disputes. 
 
<ESMA_QUESTION_PRIIPs_1> 

2. 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 de-

termining performance under a variety of scenarios? 

 
<ESMA_QUESTION_PRIIPs_2> 
 
Before considering the model and method, we have to understand the industry practice. The wording 
"financial innovation" is often used to effectively discharge poorly performing products and replacing them 
with a "new" product where more favourable conditions for estimating future returns can be used. 
To make our argument stronger, the ESAs could think about the possibility of an investor looking to find 
the historical performance of products that have been removed from the market by a manufacturer be-
cause of a poor performance against its peers or benchmark.  
 
There is another prerequisite for the disclosure of risk measures and of future performance scenarios: the 
consistency with existing investor protection rules and, in particular, those of MiFID I and II. MiFID requires 
that any information provided to investors must be “fair, clear and not misleading”. In particular, “clear” 
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means by law, among other things, that it is intelligible by the target audience. We very much doubt that, 
whatever the parameters used, future performance scenarios would ever meet this legal requirement, 
especially as the KIID must be kept short and comparable. Any standards for risk measure and any future 
performance scenarios that will not meet this intelligibility requirement will therefore face the risk of being 
unlawful.   
 
When considering the method of choosing model parameters, wider confidence intervals should be con-
sidered. In other words, if the product is really risky and can perform really poorly, than displaying a wider 
confidence interval (e.g. 5th percentile or even a 1st percentile) is really necessary for retail investor to 
see the riskiness of the product he/she intends to buy. 
When considering parameters that determine the variability to be estimated based on current expectations 
derived from current market prices (derivatives), one has to think aboout the usage of a model that uses 
the derivative contracts (forward looking financial instruments) in this way: 
 
"If a manufacturer or regulator uses the expected returns from forward looking contracts, then the forward 
looking contracts will be influenced by underlying assets bought under the assumption that the returns are 
influenced by forward looking contracts built on these underlying assets. This in turn can create a typical 
self-fulfilling paradigm and constitutes a way to manipulate the market because derivative products are 
often bought by financial institutions and not by the retail investors via retail products.  
 
We believe is it crucial to rely on an approach based on historical data instead of prospective models that 
will generate diverse questions and doubts in addition to the difficulty of understanding them, not only at 
the level of the individual investor, but also at the level of the retail financial advisers and distributors. 
  
<ESMA_QUESTION_PRIIPs_2> 

3. Please state your view on what benchmark should be used and why. Are there specif-

ic products or underlying investments for which a specific growth rate would be more 

or less applicable? 

 
<ESMA_QUESTION_PRIIPs_3> 
 
At least, an inflation based benchmark should be used by default. Inflation is a key challenge every retail 
investor faces. The retail investor is not so much concerned by the “risk-free” rate (if any such thing actual-
ly exists), as by the inflation, since he/she has to protect the value of money and thus the wealth and living 
standard. History shows to what extent ordinary savers are subject to the “monetary illusion” and how 
inflation can easily wipe out long term and pension savings over the mid and long term. However, there is 
no economic reason why stock markets or interest rates should cover inflation in the short or long term. So 
this should be an objective for a managed portfolio more so than for an index tracking product. 
 
Comparison with respective benchmarks (not for adjustments) could be considered as well. For those it is 
necessary and important to avoid subjective or ”peer” benchmarks. Only “objective” benchmarks should 
be allowed: either macro economic or macro financial indicators that are manufactured by independent 
parties; in particular capital markets indices for which individual investors can access historical perfor-
mance. “Peer performance” type of benchmarks must be avoided, as it is not because a given product 
outperformed 75% of its “peers” that it is actually performing well: its whole “peer” category may well be 
under water, and/ or under-performing the relevant capital market performance. We made the same 
remark for the UCITS’ KIID (UCITS IV Directive). 
 
<ESMA_QUESTION_PRIIPs_3> 

4. 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> 
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Retail investors often make decisions influenced by time varying (time dependent) circumstances and 
events. Therefore, even though the 3rd option is the most complicated one, Better Finance believes this 
one to be the preferred option.  
The 2nd option could be acceptable, preferably using the inflation as a risk premium especially for pension 
products.  
The risk premiums should be estimated from historical data using the appropriate holding time of the 
product, not less (please read our general comment and reply to question 5 on this issue). 
 
<ESMA_QUESTION_PRIIPs_4> 

5. Please state your view on what time frame or frames should the Risk Indicator and 

Performance Scenarios be based 

 
<ESMA_QUESTION_PRIIPs_5> 
 
The time frame for risk indicators as well as performance scenarios should be based on constructing a risk 
indicator based on different observations of the risk indicator at different time horizons (e.g. average of the 
indicator, maximum level of the indicator) – option b) in the discussion paper.  
If the indicator of risk is VaR (Value-at-Risk) or even better CVaR (Conditional VaR or ES - expected 
shortfall), then a retail investor wants to see the maximum drawdown that happened in a past accompa-
nied with the average or mean value of the indicator). 
The rationale behind this is to know when a retail investor puts his/hers savings at stake, he/she wants to 
see what might happen if it gets really “bad”. 
 
Better Finance considers that there should be coherence between time frames chosen for disclosure of 
(past) performance and the recommended holding period/maturity of the product. Next to that, standard-
ized time frames (e.g. 1, 3, 5, 10 years and more for long term and pension products) should be used for 
performance scenarios given the fact that the KID is not a personalized but a pre-contractual document. 
Better Finance considers that the inclusion of short time frames are necessary also in cases where the 
product has a longer recommended holding period as this may help investors understand the impact of 
short term holding against long term holding. 
The time frame for risk indicators as well as performance scenarios should be tied to the recommended 
holding period as well as the half-time of decay, e.g. if the holding period is 5 years, than there should at 
least be a 2,5 year time frame.  
Understanding the development of the risk in shorter time periods could increase the level of understand-
ing of the riskiness of the product. 
 
Market risk is the most important unit of risk factors. Using volatility as a measure aiming at quantifying the 
variation of value of an asset for calculating VaR and Expected Shortfall is a good approach. However, 
simpler methods for estimating maximum draw-down that could have emerged in the past can help inves-
tors to better understand the risk. 
 
<ESMA_QUESTION_PRIIPs_5> 

6. Do you have any views on these considerations on the assessment of credit risk, and 

in particular regarding the use of credit ratings? 

 
<ESMA_QUESTION_PRIIPs_6> 
 
Credit risk – if material - must be taken into account in the overall risk assessment of the product. When-
ever a credit rating is available, it should be used, but that is seldom the case for retail packaged products. 
This raises the question of requiring PRIIPs manufacturers to be rated. 
 
<ESMA_QUESTION_PRIIPs_6> 
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7. 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> 
 
Yes, we agree. The liquidity risk should be displayed separately and explained in a simple way to deter-
mine the potential loss of selling/returning/terminating the product before the recommended holding peri-
od. 
 
However, there can be a liquidity risk even if one holds the product for the recommended holding period. 
In that case liquidity risk should be taken into account in the overall risk assessment but not in a separate 
section, as this could be complicating the KIID and likely to confuse the reader. 
 
Of course liquidity risk is quite irrelevant for any packaged product that has a defined maturity (like struc-
tured funds for example). 
 
<ESMA_QUESTION_PRIIPs_7> 

8. 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 ex-

tent? 

 
<ESMA_QUESTION_PRIIPs_8> 
 
Better Finance thinks that cost and exit penalties for early redemptions should be considered as a compo-
nent of the liquidity risk and hence, be used to define a product as liquid or not for the KID purpose. 
Better Finance does not agree that liquidity could be assumed if the product is traded on an MTF. MTFs 
are less protective and usually less transparent and less accessible to individual investors than regulated 
markets. For instance, it is usually impossible for an individual investor to access MTFs post and pre trade 
data for free whereas it is the case for the trade data of regulated markets’ trade data (not in real time). 
 
<ESMA_QUESTION_PRIIPs_8> 

9. Please state your views on the most appropriate criteria and risk levels´ definition in 

case this approach was selected.  

 
<ESMA_QUESTION_PRIIPs_9> 
 
If this approach was to be selected, then the 1

st
 alternative in Option 1 seems to be more realistic, also in 

terms of using historical data and rolling (compound) volatility as a risk indicator. If the historical data are 
missing, history is substituted by market indices (minus product charges), peer indices and similar prod-
ucts. As such, it can show the real risk of the product using rolling monthly volatility using 20 years of 
historical monthly data.  
 
If a synthetic indicator was selected (which is preferable for the average individual investor), it should 
include only the main risks: market risk and credit risk. 
 
Better Finance would rather stick to 7 levels of risks instead of 6 as fund investors have already experi-
mented the 7 risk grades scale for UCITS funds, and UCITS funds are in the scope of this PRIIPS KIID: 
why change again just a few years after the implementation of the UCITS KIID, and create confusion and 
additional costs? As for all issues in the KIID, if one wants to succeed, one must apply the “KISS”  (“Keep 
It Simple Stupid”) principle. Any complexification or change from past disclosures should be highly justi-
fied.  
 
<ESMA_QUESTION_PRIIPs_9> 
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10. Please state your views on the required parameters and possible amendments to this 

indicator. 

 
<ESMA_QUESTION_PRIIPs_10> 
 
This approach (one quantified market risk indicator similar to the UCITS KIID one plus one qualitative 
credit risk indicator) has the big advantage of being more understandable and in line with the existing one 
for UCITS funds, and it still discloses only one quantified risk indicator, which should be less confusing for 
the average investor (and retail distributor as well). But in this case it should correct a major weakness of 
the UCITS risk indicator: using 5 year realised volatilities of the various assets underlying PRIIPs does not 
make sense if the recommended holding period is different from five years. Typically, for long term retail 
investment products, risk assessment must be based on much longer term historical volatilities. 
 
<ESMA_QUESTION_PRIIPs_10> 

11. Please state your views on the appropriate details to regulate this approach, should it 

be selected.  

 
<ESMA_QUESTION_PRIIPs_11> 
 
The approach using forward looking simulation models is interesting and ambitious but has several draw-
backs: 

- The “forward” looking approach may be a bit misleading as it is based on models using historical 
data. 

- The one used in Germany for structured products uses a very short holding period and only 2 
years realized volatilities which are inappropriate for long term investment products. 

- The standardisation and comparability issue is very challenging. 
 
<ESMA_QUESTION_PRIIPs_11> 

12. Please state your views on the general principles of this approach, should it be se-

lected. How would you like to see the risk measure and parameters, why?  

 
<ESMA_QUESTION_PRIIPs_12> 
 
Using the end of maturity as the default holding period assumes the investment product has indeed a 
defined maturity, which is not the case for many products: equity funds, most life insurance contracts, etc. 
 
<ESMA_QUESTION_PRIIPs_12> 

13. 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 in-

dicator?  

 
<ESMA_QUESTION_PRIIPs_13> 
 
Option 4 leaves to much space for undesirable "financial innovation" and very structured products (com-
plex products with an unclear portfolio structure, features and behaviour over time). Plus it is too complex 
for a retail short KID. 
 
<ESMA_QUESTION_PRIIPs_13> 

14. Do you have suggestions or concrete proposals on which risk scale to use and where 

or how the cut-off points should be determined? 
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<ESMA_QUESTION_PRIIPs_14> 
We refer to our reply to Question 9. 
<ESMA_QUESTION_PRIIPs_14> 

15. Please express your views on the assessment described above and the relative rele-

vance of the different criteria that may be considered. 

 
<ESMA_QUESTION_PRIIPs_15> 
 
The discussion paper on page 44 claims that: 
“…research shows that individuals have difficulties in perceiving the relationship between risk and return 
and apparently understand returns better than risks. Framing effects and emotional factors may affect 
both return and risk perception. Therefore, when representing the performances of financial products 
special attention needs to be paid to the way financial information is represented, to avoid misinterpreta-
tions.”   
The regulators must realise that for retail investment products, high risk does not unfortunately mean high 
return in too many cases. Many times for retail products there is a reversed relationship and the wide-
spread selling of « high risk low return » products such as insurance unit linked contracts with equity units 
and very high consolidated fees. For example in the € 250 billion French Insurance unit-linked market, 
unit-linked contracts returned minus 11 % after inflation over the last 15 years, despite positive capital 
markets real returns over the same period. The main reason is their average annual asset-based fees of 
2,75% (not  taking entry fees into account; source: Better Finance). 
 
We refer to our general comment that performance scenarios will most likely be much more misleading 
than past performance of the product and of its objective benchmark.  
 
Comment on 2.4.2.1 “What-if: manufacturers’ choice approach”: 
This approach leaves too much space for discretion which would create an uneven level-playing field. 
Similar products from two competing manufacturers might end up with significantly different "what-if" 
scenarios. Comparability is a key requisite of the KIID and must not be jeopardised. 
 
Comment on 2.4.2.1 “What-if: prescribed approach”: 
This approach could be a better one; however it would increase the pressure (and costs) on regulators. 
 
Comment on 2.4.2.2 “Probabilistic approach”: 
This approach could be hard to understand to a typical retail investor. Implementation would require a very 
sensitive way of explaining the results and “numbers” to retail investors. 
 
<ESMA_QUESTION_PRIIPs_15> 

16. 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> 
 
The UCITS guidelines on performance scenarios for structured funds can be misleading as they do not 
require a probability weighting of the various scenarios.  As a consequence, individual investors tend to 
believe the “medium” scenario is the most probable, which is not always the case. 
 
<ESMA_QUESTION_PRIIPs_16> 

17. Do you think the options presented would represent appropriate performance scenar-

ios? What other standardized scenarios may be fixed? 
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<ESMA_QUESTION_PRIIPs_17> 
 
Comment on “historical scenario”: 
Even if this scenario is not perfect, it uses longer historical returns that can be attached to past events 
investors have experienced. It also has the unparalleled advantage of reintroducing a disclosure on past 
performance: Better Finance therefore strongly supports this approach if level one cannot be amended (as 
it should be to avoid a major investor protection failure) and if the historical performance of the chosen 
objective benchmark is disclosed together as it is currently the case for UCITS funds. 
 
Comment on “predefined growth rate/performance of underlying investment(s)”: 
Using this approach is too unrealistic. It leaves many questions unanswered, for example: How will the 
predefined variables be set? By whom? Will they adapt to reality? The result might end up with too many 
questions creating different outcomes in reality caused by different answers from national regulators. 
 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_17> 

18. Which percentiles do you think should be set?  

 
<ESMA_QUESTION_PRIIPs_18> 
 
The 5th and 95th percentiles for outliers. Additional percentile should be the mean (50th percentile). 
 
<ESMA_QUESTION_PRIIPs_18> 

19. Do you have any views on possible combinations? 

 
<ESMA_QUESTION_PRIIPs_19> 
 
Combined approach presented in point b) seems to be an interesting approach for further consideration, 
however it is a bit too complex for the average retail investor to understand. It would require a sensitive 
way of explaining to retail investors. At the same time, having 4 cases that are not probability weighted 
could be potentially very misleading. 
Better Finance proposes a historical scenario plus – if the ESAs really want to pursue that dangerous 
route - 2 or 3 (probability weighted as far as possible) future performance ones. 
 
<ESMA_QUESTION_PRIIPs_19> 

20. Do you think that credit events should be considered in the performance scenarios? 

 
<ESMA_QUESTION_PRIIPs_20> 
 
This is again showing how challenging it is to build comparable future performance scenarios for the KIID. 
This being said, if Public Authorities and Regulators still want to pursue this ill-fated route instead of dis-
closing the past performance with that of the benchmark, then yes: for investment products that are sensi-
tive to credit risk (high yield bond funds for example) then it should be taken into account. But this simple 
example shows how unrealistic it would be to decide that “the negative scenario would be the issuer 
default”: the issuer of the packaged product itself (in the fund example it is irrelevant) or of the underlying 
assets’ issuers? In that case should the negative scenario assume 100 % default, which is quite unlikely 
for diversified funds? Again, any scenario, “negative” or “positive” must be probability weighted to the 
extent possible, if not it will be misleading individual investors. 
 
<ESMA_QUESTION_PRIIPs_20> 
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21. Do you think that such redemption events should be considered in the performance 

scenarios? 

 
<ESMA_QUESTION_PRIIPs_21> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_21> 

22. 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 methodo-

logical issues in computing performance in several holding periods? 

 
<ESMA_QUESTION_PRIIPs_22> 
<ESMA_QUESTION_PRIIPs_22> 

23. 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> 
 
“Acquisition costs” is not clear enough. For example, for an ETF fund acquired on the secondary market 
(which is the case for individual investors), does is include the brokerage fee, and also the bid/offer spread 
? 
One should also be able to see to whom these costs are distributed, e.g. who benefits from the existence 
of these costs. 
 
<ESMA_QUESTION_PRIIPs_23> 

24. How should the list be completed? Do you think this list should explicitly mention 

carried interest in the case of private equity funds? 

 
<ESMA_QUESTION_PRIIPs_24> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_24> 

25. Should these fees be further specified?  

 
<ESMA_QUESTION_PRIIPs_25> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_25> 

26. Should these fees be further specified? The “recovering fees” cover the following 

situation: when an investor receives income from foreign investments, the third-

country government may heavily tax it. Investors may be entitled to reclaim the differ-

ence but they will still lose money in the recovering process (fee to be paid). 

 
<ESMA_QUESTION_PRIIPs_26> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_26> 
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27. 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 differ-

ence but they will still lose money in the recovering process (fee to be paid). 

 
<ESMA_QUESTION_PRIIPs_27> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_27> 

28. 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> 
 
It is worth mentioning here that a lot of retail AIFs are general purpose funds like UCITS. The only differ-
ence is that they are not “passportable” and designed only for the local market. For example in France, 
there are 3500 registered UCITs but 8000 registered AIFs mostly retail AIF funds. Except for special 
purpose AIFs (as mentioned in the question: real estate, private equity, venture capital, etc.), the CESR 
guidelines do fully apply to retail AIFs. 
 
<ESMA_QUESTION_PRIIPs_28> 

29. Which are the specific issues in relation to this type of costs?  

 
<ESMA_QUESTION_PRIIPs_29> 
 
It should be clear that performance-related fee has a high-water mark (HWM) or water mark (WM) related 
feature. Otherwise, this could be misleading information and have huge detrimental effect on any invest-
ment if the fee is tied to a yearly performance without any HWM or to a performance of different “bench-
mark”. Typically there are lot of products (absolute performance funds for example) that have a low WM, 
typically Libor or even zero performance. 
 
<ESMA_QUESTION_PRIIPs_29> 

30. 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 defini-

tion of Costs for capital guarantee or capital protection would you suggest? (Contri-

bution for deposit insurance or cost of external guarantor?) 

 
<ESMA_QUESTION_PRIIPs_30> 
 
It is relevant if this is not an option, i.e. if it is embedded in the product and the investor has no choice but 
to take it.  Otherwise it should be priced separately. 
 
<ESMA_QUESTION_PRIIPs_30> 

31. 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 de-

rivative 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:  
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<ESMA_QUESTION_PRIIPs_31> 
 
 
<ESMA_QUESTION_PRIIPs_31> 

32. Which are the specific issues in relation to this type of costs? Should this type of 

costs be further detailed/ defined?  

 
<ESMA_QUESTION_PRIIPs_32> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_32> 

33. 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> 
 
Analysts do publish estimates of future dividends for individual stocks. But, as Better Finance already 
pointed out in its replies to consultations on benchmarks, experience demonstrates that it is extremely 
difficult for individual investors to find an estimation of future dividends for main indices. Even to find the 
annual past performance of such indices has proven to be a major challenge for many heavily used indi-
ces (try for example to find the past annual performance of bond indices without paying high fees to pro-
viders, which of course an individual cannot – and should not - pay). 
 
<ESMA_QUESTION_PRIIPs_33> 

34. Is this description comprehensive?  

 
<ESMA_QUESTION_PRIIPs_34> 
 
There are also depositaries’ commissions on transactions (not only broker ones). They are widespread for 
example in France, where – in addition – they are then typically shared between the depositary and the 
asset manager. 
 
<ESMA_QUESTION_PRIIPs_34> 

35. Can you identify any difficulties with calculating and presenting explicit broker com-

missions? How can explicit broker commissions best be calculated ex-ante? 

 
<ESMA_QUESTION_PRIIPs_35> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_35> 

36. 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 (book-

ing 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 
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<ESMA_QUESTION_PRIIPs_36> 

37. As regards the abovementioned estimate, can the fair value approach be used?2  

 
<ESMA_QUESTION_PRIIPs_37> 
 
Better Finance could not respond to the previous DP of last autumn. Although we would like the 
costs/charges indicator to encompass all costs including transaction costs and, in particular bid-offer 
spread costs impact, we believe that it is a very challenging goal to aim at capturing 100 % of variable 
costs. As rightly mentioned in the DP, bond markets are less transparent than equity ones and do not 
disclose dealing cost per se. It is even worse for the totally unregulated forex markets. One should try to 
estimate these transaction costs for the purpose of the KIID if the result is reliable - i.e.; coming from or 
supervised by independent bodies - meaningful and intelligible by the average investor (a MiFID II re-
quirement, see our reply to question 2). 
 
We are quite concerned to have read several times in the DP from the ESAs that “the dealers should 
know the typical spread in the securities with which they deal”. We believe it is dangerous to leave it to the 
dealers to decide and assess what a “typical” spread is.  
 

The best is the (i) option by far: “The entire market switches to gross pricing, making the broker commissions 
explicit and possible to identify and report » but is it realistic? Otherwise, the cost of supervision may be quite high. 
 
<ESMA_QUESTION_PRIIPs_37> 

38. 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 dis-

closed? 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> 
 
The predefined average spread table used by Dutch pension funds (page 62) is interesting, but again is it 
realistic? For example, the high yield bond “markets” are described by the practitioners themselves as : 
“There’s no real exchange trading, it’s all phone calls and Bloomberg messaging” (quoted by Funds Eu-
rope, June 2015 edition, page 54). Also, the table does not mention convertible bonds where spreads can 
be much higher than 1% on average (i.e.; the cost impact is much higher than 0,5%). 
 
<ESMA_QUESTION_PRIIPs_38> 

39. 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> 
 
To start with, the vast majority of individual investors do not even know what “market impact costs” could 
be. Second, the DP does not mention the dark pools, OTC trading and exemptions to transparency rules 
that were included in MiFID I at the request of large participants precisely to avoid market impact. This 
dark pool and OTC trading issue must be taken into account.  

                                                      
 
2
 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. 
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We believe we are on too shaky grounds in terms of robustness of estimates to include market impact in 
the cost indicator. However, the turnover rate should always be disclosed in the KIID and computed 
properly (all purchases plus all sales of all portfolio assets in the numerator). 
 
<ESMA_QUESTION_PRIIPs_39> 

40. 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> 

41. Which other technical specifications would you suggest adding to the 

abovementioned methodology? Which other technical issues do you identify as re-

gards the implementation of the methodology? 

 
<ESMA_QUESTION_PRIIPs_41> 
 
Any KID should have a clear indication of the average annual portfolio turnover ratio. Such indicator could 
show to what extent the portfolio is managed actively and what can be expected from the portfolio manag-
er when different market situations occur. Not only is this indicator valid for cost calculations but also for 
understanding a PRIIP as a structured product.  
Furthermore it should take both purchases AND sales into account. 
 
<ESMA_QUESTION_PRIIPs_41> 

42. 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 disclo-

sure of the PRIIPs Regulation? 

 
<ESMA_QUESTION_PRIIPs_42> 
 
We agree that an explicit definition of performance fees should be included. 
 
<ESMA_QUESTION_PRIIPs_42> 

43. 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> 
 
We agree that any use of performance assumptions to estimate the ex ante performance fee must be 
consistent with the performance scenarios, especially with the historical returns scenario, if it is long 
enough to be meaningful. So option 1 and 2 seems preferable. 
 
<ESMA_QUESTION_PRIIPs_43> 

44. Which option do you favor? Do you identify another possible approach to the disclo-

sure and calculation of performance fees in the context of the KID? 
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<ESMA_QUESTION_PRIIPs_44> 
 
Options 1 and 2 - performance fees shown in performance scenarios AND in the cost indicator should be 
considered as a preferred option. 
 
<ESMA_QUESTION_PRIIPs_44> 

45. 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 specifici-

ties 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 contrac-

tual terms and separate premiums and that the customer is not obliged to buy as a 

compulsory part of the product).  

 
<ESMA_QUESTION_PRIIPs_45> 
 
We believe that one should water down the following assertion from the DP that “For insurance PRIIPs, 
one of the key features is that the computation of the amount of the insurance premium is based upon 
numerous factors such as biometric risks”. It is sometimes a feature, but not often a key one. For example 
the € 1500 billion life insurance market in France (the number one retail investment product there) is not 
impacted – or very marginally – by the biometric risk, especially in terms of fees and charges. That is 
because a typical French insurance contract does not basically provide any protection against death or 
against long life (except for annuities, but these are rarely used in favour of capital redemptions). 
 
Therefore, as long as biometric risks are offered and only as non-mandatory options, should they be 
priced separately.  
 
<ESMA_QUESTION_PRIIPs_45> 

46. Do you think this list is comprehensive? Should these different types of costs be 

further defined?  

 
<ESMA_QUESTION_PRIIPs_46> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_46> 

47. 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> 
 
We believe the guaranteed interest rate has nothing to do with the cost indicator: it is a key feature of the 
insurance product in that case. The essential question is what kind of a guarantee it is and who is guaran-
teeing, as we experienced many cases where providers renege on their interest rate “guarantee” after 
some time. 
We agree on the way to handle surrender life options. 
 
<ESMA_QUESTION_PRIIPs_47> 
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48. Should the methodology for the calculation of these costs be further specified?  

 
<ESMA_QUESTION_PRIIPs_48> 
 
<ESMA_QUESTION_PRIIPs_48> 

49. Do you think this list and breakdown is comprehensive?  

 
<ESMA_QUESTION_PRIIPs_49> 
 
Better Finance congratulates the ESAs for having identified “profit sharing” as a key fee/charge item in life 
insurance products, and one that is largely undisclosed to investors to this day. For example in the French 
€ 1250 billion with profit policy market (“fonds en euros”), insurers will typically retain up to 15% of the 
performance of the underlying portfolio without quantifying and disclosing this in the fees / charges. This is 
quite inconsistent with the cost disclosure rules for funds. 
 
Another big ongoing cost that is not currently disclosed in the overall cost indicator is the ongoing asset-
based fees on the underlying portfolio of assets such as funds (in profit policies) and  “units” in unit-linked 
contracts. Whereas funds of funds must currently disclose the sum of the commissions charged at the 
fund of funds (wrapper) level but also at the underlying funds level, unit-linked insurance contracts typical-
ly only disclose the contract’s commission, not adding the commissions paid on the underlying units. So, 
we recommend making it crystal clear that the cost indicator MUST include the commissions charged at 
the underlying levels, especially the commissions charged at the “units” level. 
 
<ESMA_QUESTION_PRIIPs_49> 

50. Should the methodology for the calculation of these costs be further specified? How? 

 
<ESMA_QUESTION_PRIIPs_50> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_50> 

51. Should the methodology for the calculation of these costs be further specified? How? 

 
<ESMA_QUESTION_PRIIPs_51> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_51> 

52. Should the methodology for the calculation of these costs be further specified?  

 
<ESMA_QUESTION_PRIIPs_52> 
 
Like for all entry and exit fees, their impact should be disclosed in numbered examples over specified 
holding periods, like it is being done in the US for mutual funds: it has two advantages: 

- first, it is more intelligible for the average investor than percentages; 
- second, it is an effective way to combine the impact of ongoing charges and of entry/exit fees  on 

the performance of the product for the investor. 
-   

-<ESMA_QUESTION_PRIIPs_52> 

53. 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> 
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As mentioned in our reply to question 49 it is necessary for fund related costs to be added to the contract 
related costs in the overall cost indicator. Typically in a unit-linked contract, the fund related costs consti-
tute the immerged part of the cost iceberg: i.e.: bigger than the contract costs per se but up to now undis-
closed in the overall cost indicator. 
 
And yes, fund related costs do exist in profit life insurance policies as their insurer provider often invests 
into funds for these policies. Better Finance can provide examples if needed. THE ESAs should take time 
to precisely define “with profit policies” as this is a very UK centric term that is not used or even under-
stood even by insurance practitioners in pother Member States, with the risk of misunderstandings on the 
nature of life insurance contracts in the EU. 
 
<ESMA_QUESTION_PRIIPs_53> 

54. 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> 
 
By applying the same disclosure rules to unit-linked contracts as to funds of funds. For information FAID-
ER, a French member organisation of Better Finance obtained this disclosure rule in France in 2005, but 
the government abrogated it after one year. But it was in force for one year and policy holders could 
access the real total cost of their unit-linked contracts at that time. 
If a unit-linked contract offers too many “units “(typically funds), then it should disclose the minimum and 
the maximum charge, with a link to the specific total cost according to the unit(s) chosen. 
 
<ESMA_QUESTION_PRIIPs_54> 

55. Should the methodology for the calculation of these costs be further specified?  

 
<ESMA_QUESTION_PRIIPs_55> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_55> 

56. 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 mech-

anisms? 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 methodolo-

gy for the calculation of these costs? 

 
<ESMA_QUESTION_PRIIPs_56> 
 
We fully agree that the part of the profit that is not distributed to policy holders is a cost for them. As men-
tioned above, typically French insurers can keep up to 15% of the investment returns for them. We agree 
that an estimate based on previous historical data is appropriate for the ex ante cost, but insurance com-
panies are of course fully knowledgeable about this cost and should disclose the real amount in the ex 
post cost indicator. 
 
<ESMA_QUESTION_PRIIPs_56> 

57. 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? 
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<ESMA_QUESTION_PRIIPs_57> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_57> 

58. Do you think the list of costs of life-insurance products presented above is compre-

hensive? Which types of costs should be added?  

 
<ESMA_QUESTION_PRIIPs_58> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_58> 

59. To what extent are those two approaches similar and should lead to the same results? 

 
<ESMA_QUESTION_PRIIPs_59> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_59> 

60. In comparison to structured products, do you see any specificity of costs of struc-

tured deposits? Do you think that the potential external guarantees of structured de-

posits might just have to be taken into account in the estimation of the fair value of 

these products? 

 
<ESMA_QUESTION_PRIIPs_60> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_60> 

61. 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 de-

fined? 

 
<ESMA_QUESTION_PRIIPs_61> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_61> 

62. To what extent do you think these types of costs should be further defined and de-

tailed?  

 
<ESMA_QUESTION_PRIIPs_62> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_62> 

63. How would you estimate ex ante the spread referred to above in (b), in the case the 

product is listed as in the case it is not? Should maximum spreads, when available, be 

considered? Should the term “proportional fees” be further defined? Which definition 

would you suggest? 

 
<ESMA_QUESTION_PRIIPs_63> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_63> 
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64. Do you agree with the list of costs outlined above? Which types of costs would re-

quire more precise definitions? To what extent should the methodology be prescrip-

tive in the definition and calculation methodologies of the different types of costs? 

 
<ESMA_QUESTION_PRIIPs_64> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_64> 

65. Would you include other cost components?  

 
<ESMA_QUESTION_PRIIPs_65> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_65> 

66. Under which hypothesis should the costs of the underlying be included? 

 
<ESMA_QUESTION_PRIIPs_66> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_66> 

67. 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 in-

vested capital is, in order to calculate percentages. The possibilities include: the 

amount paid (i.e. option premium price or initial margin/collateral) or the exposure (to 

be defined for optional derivatives). Do you see other possible approaches on this 

specific point? 

 
<ESMA_QUESTION_PRIIPs_67> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_67> 

68. Do you think that there are products with ongoing hedging costs (to ensure that the 

manufacturer is able to replicate the performance of the derivative component of the 

structured product)?  

 
<ESMA_QUESTION_PRIIPs_68> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_68> 

69. Do you agree with the general framework outlined above?  

 
<ESMA_QUESTION_PRIIPs_69> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_69> 

70. Which criteria should be chosen to update the values in the KID when input data 

change significantly? 

 
<ESMA_QUESTION_PRIIPs_70> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_70> 
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71. As the evolution of underlying asset/s should be taken into account, are there specific 

issues to be tackled with in relation to specific types of underlying? To what extent 

should the RTS be prescriptive on the risk premium? 

 
<ESMA_QUESTION_PRIIPs_71> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_71> 

72. Are you aware of any other assumptions to be set? 

 
<ESMA_QUESTION_PRIIPs_72> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_72> 

73. Having in mind that most of the applied models in banking are forward looking (e.g. 

using implied volatility instead of historical volatility) which are the pros and cons of 

backward looking approach and forward looking approach?  

 
<ESMA_QUESTION_PRIIPs_73> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_73> 

74. Do you think that there are other risk free curves that could be considered? 

 
<ESMA_QUESTION_PRIIPs_74> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_74> 

75. Do you think that there are other market data that could be used to determine the 

credit risk? Do you think that implied credit spreads from other issuer bonds (other 

than structured products) could be used? 

 
<ESMA_QUESTION_PRIIPs_75> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_75> 

76. How would you determine the credit risk in the absence of market data and which are 

the criteria to identify the comparable? 

 
<ESMA_QUESTION_PRIIPs_76> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_76> 

77. How would you include the counterparty risk in the valuation? Would you include 

specific models to include counterparty risk in valuation (CVA models)? How would 

you consider the counterparty risk for pure derivatives? 

 
<ESMA_QUESTION_PRIIPs_77> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_77> 
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78. In which circumstances do you think parameters cannot be computed/estimated using 

market data? What would you suggest to deal with this issue?  

 
<ESMA_QUESTION_PRIIPs_78> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_78> 

79. Would it be meaningful to prescribe specific pricing models for structured products, 

derivatives and CFDs? If yes which are the pros and cons of parametric and non-

parametric models? 

 
<ESMA_QUESTION_PRIIPs_79> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_79> 

80. 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> 
5 years is a minimum. 
<ESMA_QUESTION_PRIIPs_80> 

81. 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 this principle should be further explained in plain Language, in particular to average individual inves-
tors.  
 
<ESMA_QUESTION_PRIIPs_81> 

82. 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 numbered example for US mutual funds is based on a $ 10,000 investment, but € 1000 seems rather 
appropriate, both for unique investment and for recurring ones. 
 
<ESMA_QUESTION_PRIIPs_82> 

83. 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? 
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<ESMA_QUESTION_PRIIPs_83> 
 
As mentioned before this is marginal in certain MS markets such as France for example. As much as 
possible, charges/costs related to biometric risks should be identified separately. 
 
<ESMA_QUESTION_PRIIPs_83> 

84. Do you agree with the abovementioned considerations? Which difficulties do you 

identify in the annualisation of costs? 

 
<ESMA_QUESTION_PRIIPs_84> 
 
We agree with these considerations, but would add another one: any TCR must be intelligible by the 
average individual investor. Therefore, like we asked for the UCITS KID before, and the way it has been 
done successfully in the USA for decades (for mutual funds), the TCR disclosure should be complement-
ed by an example in numbers (not percentages) like for a € 1000 investment. See our reply to question 
52. This is the best and most intelligible way to integrate entry and exit costs. Otherwise, the annualisation 
of such costs can only be done using the recommended holding period if any. 
 
<ESMA_QUESTION_PRIIPs_84> 

85. Which other assumptions would be needed there? In the case of life-insurance prod-

ucts, 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> 
 
It would seem that this computation of the TCR is too complex: why not doing it like in the USA for mutual 
funds, and consider only one investment, (not – as in the example given - for an investment, then redemp-
tion then another investment of a different amount). Again a key success factor of the future KIID will be 
simplicity/intelligibility. The summary prospectus for US mutual funds has been time-tested. 
 
<ESMA_QUESTION_PRIIPs_85> 

86. 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 amor-

tized costs to the invested amount in the fund. However in that case the question re-

mains as to how to aggregate this ratio with the on-going charges ratio. Another pos-

sible 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, pay-

ments (i.e. programmed investments or disinvestments)). Do you think this approach 

would be appropriate? 

 
<ESMA_QUESTION_PRIIPs_86> 
 
The CESR guideline is appropriate and of course it should also apply to retail AIFs (which are more nu-
merous than retail UCITS). 
 
<ESMA_QUESTION_PRIIPs_86> 
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87. 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 def-

inition 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 aver-

age net investment (assumed during the whole period, in order to take into account 

future additional investments, partial withdrawals, payments (i.e. programmed in-

vestments 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> 
 
The option for insurance products should be consistent with that for funds. In case of regular payments, it 
should apply to one payment not to a series. The more important question is the estimate of the holding 
period, since insurers do not typically issue any recommended holding period for life insurance contracts. 
 
<ESMA_QUESTION_PRIIPs_87> 

88. What would be other options to define the TCR ratio in the case of structured prod-

ucts? Do you identify other specific issues in relation to the TCR if applied to struc-

tured products? Another possible approach could be to use the ratio between the to-

tal 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 denomi-

nator of the ratio. Possibilities include the use of the actual sums paid and received 

(i.e. initial margins, variation margins, collateral postings, various payoffs, etc.) or the 

use of the exposure (i.e. market value of the derivative underlying). Do you think these 

approaches would be appropriate? 

 
<ESMA_QUESTION_PRIIPs_88> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_88> 

89. 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, pay-

ments (i.e. programmed investments or disinvestments)). Do you think this approach 

would be appropriate? 

 
<ESMA_QUESTION_PRIIPs_89> 
 
Yes, to our knowledge, it is applicable - and should apply - to retail AIFs 
 
<ESMA_QUESTION_PRIIPs_89> 
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90. 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> 
 
Yes, we think so.  
 
<ESMA_QUESTION_PRIIPs_90> 

91. 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> 
 
As long as there are no embedded (i.e. the investor cannot exclude them) risk (biometric or other) protec-
tion features, we believe the principles and methodologies for funds do apply - and should apply - to life 
insurance products. 
 
 <ESMA_QUESTION_PRIIPs_91> 

92. 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 usual-

ly 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 homoge-

nous risk groups. Furthermore they are allowed to use simplified calculation methods 

if the error is immaterial at the portfolio level. As profit sharing mechanisms in many 

countries are applied on the company level and not on a per contract level, projected 

cash flows from future discretionary benefits will not easily be broken down on a per 

product or even a per contract basis with the existing Solvency II-Valuation-Models.  

 
<ESMA_QUESTION_PRIIPs_92> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_92> 

93. Do you identify any specific issue in relation to the implementation of the RIY ap-

proach to funds? 

 
<ESMA_QUESTION_PRIIPs_93> 
 
Yes: 

- First it is a totally new approach to cost disclosure for retail funds: it would imply a lot of communi-
cation to / education of retail intermediaries and to citizens. 

- we fear it is more difficult to understand than the TCR: it should be tested on a sample of average 
investors/savers. 

- It implies more critical assumptions than for computing the TCR; in particular it requires return as-
sumptions which can be very misleading. Although it may not be always possible, one should 
avoid having to rely on future performance assumptions. 

 
<ESMA_QUESTION_PRIIPs_93> 
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94. 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 rela-

tion to the implementation of the RIY approach to structured products? 

 
<ESMA_QUESTION_PRIIPs_94> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_94> 

95. 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> 
 
We mentioned above our concerns wit the use of the RIY approach. The RIY approach could nevertheless 
be more appropriate for insurance contracts with embedded biometric risk protection. For example, in 
Belgium, typical life insurance contracts will charge a commission for the embedded death coverage (that 
guarantees a minimum capital amount at death under some conditions and ceilings) that increases with 
age every year. It would also indeed be useful for life contracts with a very high entry fee. Again the issue 
there would be to assess the holding period (and even more so for annuity products as mentioned in the 
DP). 
 
The calculation basis for returns should not be the net investment amount but the gross. Again for simplici-
ty / intelligibility reasons: what counts for the individual investor is what he puts in (invests/saves) and what 
he gets out. 
 
Again the most sensitive issue is the assumptions on future performances / returns. If such assumptions 
have to be used they should follow very strict and common rules: 

- all providers of the same types of products would have to use the same maximum one 
- they must be cautious and not exceeding past performance 
- they must be supervised by an independent party. 

Otherwise these assumptions will be a major source of confusion and of disputes. 
 
Another issue that we would like to raise is the ex-ante versus ex post cost indicator: we believe both 
should be disclosed as is currently done for UCITS funds: not only for the retail client, but also for supervi-
sors and as a “sanity check” for everyone else to ensure the “ex ante” one makes sense. 
 
<ESMA_QUESTION_PRIIPs_95> 

96. Is this the structure of a typical transaction? What costs impact the return available to 

purchasers of the product? 

 
<ESMA_QUESTION_PRIIPs_96> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_96> 

97. What costs impact the return paid on the products? 

 
<ESMA_QUESTION_PRIIPs_97> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_97> 

98. What are the potential difficulties in calculating costs of an SPV investment using a 

TCR approach? 
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<ESMA_QUESTION_PRIIPs_98> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_98> 

99. What are the potential difficulties in calculating costs of an SPV investment using a 

RIY approach? 

 
<ESMA_QUESTION_PRIIPs_99> 
TYPE YOUR TEXT HERE 
<ESMA_QUESTION_PRIIPs_99> 
 

 


