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Thank you for your letter of 30 June relating to the PRIIPs Regulatory 
Technical Standards (RTS). I am sorry that I could not reply to you before 
the adoption of the RTS. In the interest of leaving as much time as possible 
for the implementation of the standards by the industry (after the scrutiny 
period of the co-legislators), the Commission made every effort to shorten 
its adoption process and your letter reached me only after the adoption was 
already concluded.

We believe that the PRIIPs Key Information Document (KID) represents an 
important step in enhancing the transparency of investment products across 
different sectors. We have carefully assessed the consistency of the choices 
made by the ESAs with the PRIIPs Regulation and their ability to allow 
comparability across different financial services products and sectors. We 
believe that the RTS strike a fair balance between all interests at stake.

Your letter refers to a number of concerns, namely ‘biometric risk 
premium’, the risk categorisation of insurance products, the treatment of 
multiple option products and their underlying funds, the methodology of 
calculating future performance scenarios, the issue of past performance, and 
the calculation methodology of transaction costs. In annex to this letter, we 
have set out the detailed reasoning behind the choices we have made. 
FISMA officials, as ever, also stand ready to discuss in more detail.

TELEPHONE: DIRECT LINE (+32-2) 295 86 90 - TELEPHONE EXCHANGE (+32-2) 299 11 11 - E-MAIL: jonathan.hill@ec.europa.eu

Ref. Ares(2016)3312052 - 11/07/2016

mailto:jonathan.hill@ec.europa.eu


We recognise that the implementation timeline of the PRIIPs framework is 
challenging, but it is worth recalling the timing was a deliberate choice of 
the co-legislators in the PRIIPs negotiation. The RTS were finalised on time 
by the ESAs and adopted by the Commission within the agreed timeframe. 
The Commission has been working closely with the ESAs to provide as 
much clarification on the RTS as possible. The Commission and the ESAs 
intend to set out publicly clarifications on the main remaining issues in the 
forthcoming weeks. We are also organising a technical workshop on 11 July 
to set out detailed explanations about disclosure tools and to give interested 
parties the opportunity to ask questions. I trust these various steps will 
respond satisfactorily to your concerns.

I would also like to inform you that the Delegated Regulation on product 
intervention powers under the PRIIPs Regulation is planned for adoption on 
14 July 2016.
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JONATHAN HILL

Copy: Gabriel Bernardino, Chair, EIOPA



Annex

With regard to the ‘biometric risk premium’ (BRP) for insurance products, 
the PRIIPs Regulation requires the presentation of the overall cost of 
acquiring a PRIIP in the cost section of the KID. Limiting this to 
‘investment’ costs would therefore not be consistent with the PRIIPs 
Regulation. The term ‘investment’ refers to the action of purchasing or 
otherwise entering into a commitment in relation to the PRIIP as a whole. 
Even though the premium is providing additional insurance coverage, such 
coverage is bundled with an investment component in a packaged product.

The RTS do not require the whole BRP to be disclosed. The Section entitled 
‘ What is this product?’ shows the overall premium, the BRP that forms part 
of that overall premium and, where the premium is paid in the form of a 
single lump sum, the amount invested. Where the premium is paid 
periodically, the number of periodic payments, an estimation of the average 
BRP as a percentage of the annual premium, and an estimation of the 
average amount invested are to be included in the information. In addition, 
not only the costs but also the benefits are disclosed in the KID in different 
sections. We consider this to be an appropriate compromise, which 
adequately addresses the concerns about fair competition expressed by the 
insurance industry while, at the same time, ensuring full transparency of 
‘investment side’ and ‘insurance side’ costs and benefits, allowing 
customers to determine clearly the value of any PRIIP.

As for the risk categorisation of insurance products and related calculation 
methodology, we are aware of the challenges in finding a methodology 
fitted to measure credit risk for the very wide range of legal structures for 
PRIIPs. The approach agreed by the ESAs combines breadth of coverage 
with robustness. It is based on external credit ratings, and in their absence, 
the approach recognises where risk is lowered by prudential rules and by 
other mitigating factors. Given the very limited experience with the 
Solvency II ratios, it was in the ESAs' view premature to use these as a basis 
for the credit risk assessment. In addition, the Solvency II framework is not 
designed to fully eliminate this risk and therefore, under stress conditions, 
insurers could expose investors to credit risk. The exclusion of credit risk 
would seriously undermine the validity of the overall risk assessment.

As regards multiple option products with investment options in UCITS 
funds, the obligation to produce a KID is imposed on the PRIIPs 
manufacturer. Insurers are obliged to disclose all necessary information 
about the underlying assets; they are also liable for the accuracy of the 
information. While the PRIIPs Regulation exempts UCITS (and AIFs 
obliged to provide the UCITS KIID under national law) from the obligation 
to provide a PRIIPs KID, it does not exempt insurers offering contracts with



UCITS strategies. To be able to fulfil their obligations under the PRIIPs 
Regulation, the insurers will need to disclose PRIIPs relevant information 
for each underlying investment option. However, to address your concerns 
and eliminate existing duplicative disclosure requirements, an accelerated 
review of the UCITS KID aiming at an alignment with PRIIPs KID might 
be further explored.

The methodology underlying the presentation of performance scenarios 
developed by the ESAs does not require the disclosure of past performance 
information. Past performance data are used to feed the calculation 
methodology of potential future performance. Such a methodology is based 
on a forward-looking approach that will ensure that in case the volatility 
spread is increasing, the scenarios reflect this information in anticipating 
possible stressed market conditions. The methodology will also allow a fair 
comparison of different types of PRIIPs which past performance data alone 
would not allow. Narrative explanations complement the scenarios in order 
to avoid any risk of misinterpretation: specific warnings clarify that such 
information is not meant to be a true prediction of the future but rather to 
highlight reasonable outcomes under predefined conditions. Extreme 
conditions are explained, as required by the PRIIPs Regulation, in the risk 
section of the KID where it is made very clear that an investment in volatile 
assets can also lead to major or complete losses of the investment.

Finally, the methodology developed by the ESAs on transaction cost is 
based on an approach proposed by the PRIIPs Consultative Expert Group. 
Simulations were performed by the ESAs to support their choice of 
methodology. The simulations confirmed that under some circumstances, 
the methodology will show fictitious transactions costs. However, these are 
rare events and would most likely be immaterial to the average transaction 
costs calculated for a PRIIP over three years, as prescribed by the 
methodology. In our view, the suggested methodology is not contrary to the 
PRIIPs Regulation and ensures a consistent approach across different asset 
classes.

The PRIIPs Regulation requires a comprehension alert for those PRIIPs 
products which are regarded as not being simple and as being difficult to 
understand. It is our understanding that the ESAs are assessing whether 
more concrete guidance can be provided at level three.
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