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EXPLANATORY MEMORANDUM

1 CONTEXT OF THE DELEGATED ACT

Regulation (EU) No 1286/2014 (PRIIPs Regulation) requires manufacturers of Packaged

Retail and Insurance-based Investment Products (PRIIPS) to prepare ‘Key Information
Documents’ (KIDs) for these products before they are made available to retail investors, and
those selling or advising on these products to provide the KIDs to retail investors before they
buy those products. The European Supervisory Authorities (ESAs) working together in the
Joint Committee, have been required to develop regulatory technical standards (RTSs) on the
presentation and the content of the KID, including methodologies for the calculation and
presentation of risks, rewards and costs within the document, under Article 8(5) of the PRIIPs
Regulation. They have also been required to develop RTSs on the review, revision and
publication of the KID, under Article 10(2) of the PRIIPs Regulation, and on the conditions for
fulfilling the requirement to provide the KID in good time to the retail investor, under Article
13(5) of the PRIIPs Regulation.

2. CONSUL TATIONS PRIOR TO THE ADOPTION OF THE ACT

The ESAs consulted the public on three occasions. A general discussion paper was published
for public consultation on the 17 November 2014 and a technical discussion paper followed,
which was published on 23 June 2015. Finally, prior to adopting the draft RTS and submitting

them to the European Commission on the 6 April 2016, the ESAs issued a public consultation
on the draft RTS on the 11 November 2015.

Stakeholders were also involved in the development of the RTSs through the advice of a
Consultative Expert Group.

3. CONSUMER TESTING

The European Commission supported the process by conducting a consumer testing study in
which different ways of presenting information were tested with consumers to establish which
presentations were preferred by them and most useful in terms of facilitating understanding of
PRIIPs and comparisons between PRIIPs. A wide variety of different possible graphical and
other technigues for showing information were tested. The consumer testing demonstrated that
a simple risk scale that showed risks aggregated together worked best for consumers, and that
many consumers had problems using more complex ways of showing possible performance,

including through graphics. On balance, simple tables worked best both for performance
scenario and for cost information.

4. LEGAL ELEMENTS OF THE DELEGATED ACT

The ESAs submitted to the European Commission one RTS combining technical standards
developed under Article 8(5), Article 10(2) and Article 13(5). Given the strong
interconnectedness of the contents of the three regulatory technical standards to be provided by
the European Supervisory Authorities under the PRIIPs Regulation, the European Commission
has endorsed such a bundling. In terms of process it helped ensure that the requirements
introduced by the three regulatory technical standards were fully consistent. A single legal act




will be beneficial to all involved as it will make it easy to locate PRIIPS level two provisions.
The technical standards developed under Article 8(5) of the PRIIPs Regulation specify the

presentation and content of the KID and apply on the PRIIP manufacturer when drawing up a
ID.

Articles 1 to 8 of the technical standards address the different sections of the KID set out in
Article 8(3) of the PRIIPs Requlation, and the underlying methodologies necessary for

obtaining and calculating information to be included the KID, for instance in relation to risks,
rewards and costs.

In this respect, the measures under Article 3 of the technical standards require a summary risk
indicator (SRI) that comprises seven classes of risk. A template is contained in the RTS under
Annex |11, which provides for the presentation of this indicator. The measures determine the
assignment of each PRIIP to one of the seven classes in the SRI, and the inclusion of certain
narrative explanations and additional warnings as relevant.

The measures under Article 3 also set out performance scenarios to be included in the KID and
the format that must be followed for those scenarios, using tables outlining that performance
for different time periods for each of the three scenarios. Additional scenarios are included in
some_cases, and information on the insurance benefit is _provided for insurance-based
investment products. The calculation of the figures to be included is harmonised.

The measures under Article 5 of the technical standards harmonise the presentation of costs,
including detailed methods for calculating and aggregating the figures that must be used. The
cost figures include a presentation of the accumulation of the costs in monetary and percentage
terms for standardised period(s), as well as a breakdown of these costs in percentage terms.

Article 9 of the technical standards requires the use of a mandatory template, including
mandatory texts. The template includes details of the layout that must be followed.

Articles 10 to 14 of the technical standards set out specific requirements for the content of the
KID for PRIIPs offering a range of options for investments, where including all of the

information required for each of the options would not be possible in a single standalone KID.

Avrticles 15 and 16 of the technical standards sets out requirements on the PRIIP manufacturer
for the review and revision of the KID, as required under Article 10 of the PRIIPs Regulation,
whereby this shall be done at least annually. Article 14 also sets an obligation to conduct ad hoc
revisions where necessary under the detailed methodologies for calculating the summary risk
indicator, the performance scenarios and the costs, as well as for products offering multiple
options.

Avrticle 17 of the technical standards sets out obligations for the person selling or advising on
the PRIIP, as required under Article 13 of the PRIIPs Regulation, whereby the KID will be
provided sufficiently early so as to allow retail investors to take its contents into account when
making an investment decision. The timing of the delivery of the KID may vary depending on
the PRIIP in question and the needs of the retail investor.



COMMISSION DELEGATED REGULATION (EU) ...[...

of 30.6.2016

supplementing Regulation (EU) No 1286/2014 of the European Parliament and of the

Council on key information documents for packaged retail and insurance-based
investment products (PRIIPs) by laying down regulatory technical standards with

regard to the presentation, content, review and revision of key information documents

and the conditions for fulfilling the requirement to provide such documents

(Text with EEA relevance)

THE EUROPEAN COMMISSION,

Having regard to the Treaty on the Functioning of the European Union,

Having regard to Regulation (EU) No 1286/2014 of the European Parliament and of the
Council of 26 November 2014 on key information documents for packaged retail and
insurance-based investment products (PRIIPs):, and in particular Article 8(5), Article 10(2) and
Article 13(5) thereof,

Whereas:

1)

()

(3)

(4)

Regulation (EU) No 1286/2014 introduces a new standardised key information
document to improve the retail investor's understanding of packaged retail and
insurance-based investment products (‘‘PRIIPs) and the comparability of those
products.

In order to provide retail investors with key information that is easy to read, understand
and compare, a common template should be established for the key information
document.

The identity and contact details mentioned in Article 8(3)(a) of Regulation (EU) No
1286/2014 should include the International Securities Identification Number or
Unique Product Identifier for the PRIIP, where thisthat identifier is available, in order
to make it easier for the retail investor to find additional information about the PRIIP.

In order to ensure that retail investors understand and compare the economic and legal
features of the PRIIP, as well as to provide them with an appropriate overview of the
investment policy and strategy of the PRIIP, the key information document should
contain standardised information concerning the type of the PRIIP, its investment
objectives and how they will be achieved and the key features or aspects of the
product, such as the insurance coverage.




(5)

(6)

(7)

The information provided to retail investors should enable those investors to
understand and compare the risks associated with investments in PRIIPs so that they
can make informed investment decisions. The risks pertaining to a PRIIP can vary:-the.
The most important risks ean-be-classified-asare market risk, credit risk and liquidity
risk. In order for retail investors to fully understand those risks, information on the
risks should be aggregated as far as possible and numerically presented as a single
summary risk indicator with sufficient narrative explanations.

When assessing credit risk, PRIIP manufacturers should-be-able-te take into account
certain factors that may mitigate-the credit risk for a retail investor. In this respect,
where assessing that-thewhether assets of a PRIIP or appropriate collateral, or assets
backing the payment obligations of a PRIIP, are at all times until maturity equivalent to
the payment obligations of the PRIIP to its investors, thissuch assessment should
reflect that the assets held by an insurance undertaking se-as-te-correspond at any time
to the current amount that the insurance undertaking would have to pay to transfer its
obligations in respect of the PRIIP to another insurance undertaking.

FheESAs—recognise—that—eurrently—ECAICurrently, ratings_of External Credit
Assessment Institutions (ECAIS) provide a consistent proxy for credit risk across
different EJUnion sectors—altheugh-it-is—general Commission-policy-to-reduce-the.

The reliance on credit ratlngs is however to be reduced wherever p053|ble In view of
Therefore, it

IS |mgortant that the summary rlsk |nd|cator feteseemetht%Regmatlen—theesummapy
risk—indicator—and—the—contribution—to—this—ofis_objectively accurate and ensures

comparability between different PRIIPs and that it is appropriately monitored with
regard to market risk and credit risk-should-be-menitored, so that evidence on theirthe
effectiveness of the risk measurement in practice can be made available for the review
of Regulation (EU) No 1286/2014 foreseen by 31 December 2018,Fhis2018. The
review should take into account the extent to which ECAI ratings in practice reflect the
creditworthiness of the PRIIP manufacturer and the-credit risk faced by investors in
individual PRIIPs.

Where there is a risk that the liquidity of a PRIIP might vary in light of the
opportunities to exit the PRIIP early or to find a buyer on a secondary market, a
specific _warning should be provided. That warning should also include the
circumstances under which there is a risk that pay outs from the PRIIP may be
significantly different than expected for early exits, including through the application
of exit penalties.

{8)}-While estimates on returns from a PRIIP are difficult to produce and understand,
information on such estimates are of primary interest for-the retail investors and should
be included in the key information document. Retail investors should be provided with
clear information on return estimates that is consistent with realistic assumptions about
possible outcomes;_and with the estimates of the PRIIPs” level of market risk,
presented in such a way so as to make clear the uncertainty of that information and the
fact that better or worse outcomes are possible.



(10)

(11)

(12)

(13)

(14)

(15)

{9)-In order for the-retail irvesterinvestors to be able to appreciate the risk, the key
information document should provide the-retail ivestorinvestors with information as
to potential consequences where a PRIIP manufacturer is not able to pay out. The
degree of protection of the retail investor in such cases under investment, insurance or
deposit guarantee schemes should be clearly set out.

10)-Information on costs is important for retail investors when comparing different
PRIIPs, which can have different cost structures, and when considering how the cost
structure of a particular PRIIP might apply to them, which depends on how long they
are invested, how much they invest, and how well the PRIIP performs. For this reason,
the key information document should contain information that allows the retail
investor to compare the overall total cost levels between different PRIIPs when held
for their recommended holding periods and shorter periods, and to understand how
these costs might vary and evolve over time.

1)—Consumer testing research has shown that retail investors can understand
monetary figures more readily than percentages. Small differences in costs expressed
in percentages may correlate with large differences in the costs borne by the retail
investor when expressed in monetary terms. For this reason, the key information
document should also provide the total costs for the recommended holding periods and

shorter periods, both in monetary terms as-wel-as-ir-pereentagesand as a percentage.

2)-Given that the impact of different kinds of eestscost on returns can vary according
to-howlong-a—retatHnvestorkeeps-hisvestment-ina-PRHP-the key information
document should also provide a breakdown of the different eests-thatmake-up-the-total
eestskinds of cost. The breakdown of costs should be expressed in standardised terms
and as a percentage so that the amounts for different PRIIPs can be easily compared-

{43)-Retail investors may experience a change in personal circumstances where longer
term investments unexpectedly need to be disinvested. Disinvestments due to market
developments may also be necessary. Given the difficulties for retail investors to
anticipate the degree of liquidity they may need in their investment portfolios as a
whole, information on recommended holding periods and required minimum holding
periods, and the possibility of partial or complete early exit, is particularly important
fer—them and should be included in the key information document. For the same
reasons, the availability and consequences of such early disinvestment should be made
clear. Specifically, it should be clear whether such consequences are due to explicit
fees, penalties or limitations on disinvestment rights, or to the fact that the value of the
particular PRIIP to be disinvested is particularly sensitive to the timing of the
disinvestment.

£4)-Given that the key information document is also likely to be used as a summary of
the main features of the PRIIP by retail investors, it should contain clear information



(16)

(a7

(18)

on how a complaint might be lodged about the product or about the conduct of the
PRIIP manufacturer or a person advising on, or selling, the product.

{£5)-Some retail investors may wish to obtain further information on specific aspects
of the PRIIP. The key information document should therefore include a clear and
specific cross-reference to where further specific information can be found, where
such information is to be included in the key information document pursuant to
Regulation (EU) No 1286/2014. Where the PRIIP manufacturer is obliged to disclose
certain other information according to national or Union law, the retail investor should
be informed of this fact and of how to obtain those other documents, even if they are
only to be provided on request. In view of ensuring that the key information document
IS as concise as possible, links to those other documents may be provided by means of
awebsite, as long as their existence is made clear and they can be accessed by means of
that website.

{46)-A key information document for a PRIIP that offers many underlying investment
options cannot be provided in the same format as a key information document for
another PRIIP, since each underlying investment option will have a specific risk,
performance and cost profile, which prevents all necessary information to be provided
in a single, concise stand-alone document. The underlying investment options may be
investments in PRIIPs or other investments of a similar nature, or standardised
portfolios of underlying investments. Each—ef-theseThose underlying investment
options weuldcan haveby-s-rature; different risks, rewards and costs. Depending on
the nature and number of underlying investment options, the PRIIP manufacturer
should therefore, if he deems it appropriate, be able to prepare individual key

information documents for each option-reluding-information-within-these.

Those key information documents should also contain generic information about the

PRIIP-in-general.

£H-Where this-tsindividual key information documents for each option are deemed
not appropriate for the-retail investors; by the PRIIP manufacturer, he should provide
the specific information about the underlying investment options and the generic
information about the PRIIP, separately. To avoid confusion, the generic information
about the PRIIP provided in the key information document should indicate the range of
risks, performance and costs that can be expected across the different underlying
investment options offered. In addition, the specific information on the underlying
investment options should always reflect the features of the PRIIP through which-the
PRHP-manufactureris—offering the underlying investment options_are offered. This
specific information may be provided in different forms, for example in the form of
single document setting out the necessary information on all the different underlying
investment options, or through individual documents for each underlying investment
option. Regardless of the form chosen, the specific information should always be
consistent with the information that is contained in athe key information document;-for

tnstance include consistent summary risk indicators and cost disclosures.




(19)

(20)

(21)

8)-PRIIP manufacturers must prepare key information documents that are accurate,
fair, clear and not misleading. The information contained in the document should be
capable of being relied on by a retail investor when making an investment decision,
even in the months and years following the initial preparation of the key information
document, for those PRIIPs that remain available to retail investors;. Standards should
therefore be laid down to ensure timely and appropriate review and revision of key

information documents, so that the-key-rformationthose documents provided-toretat
Hvesters-remain accurate, fair; and clear-and-net-misleading.

{19)-Data that is used for preparing the information contained in the key information
document, such as data on costs, risks and performance scenarios, may change over
time. Changing data can lead to changes in the information to be included, such as a
change in the risk or costs indicators. For this reason, PRIIP manufacturers should put
in-placeestablish periodic processes to review the information contained in the key
information document. Those processes should include an assessment of whether
changes in the data would necessitate a revision and republication of the document.
The approach by PRIIP manufactures should reflect the extent to which the
information to be included in the key information document changes, for instance for
an exchange-traded derivative, such as a standardised future, call or put, there should
be no necessity to continuously update the key information document as the
information required for these instruments on their risks, rewards and costs would not
fluctuate. Periodic reviews may not be sufficient in cases where the PRIIP

manufacturer becomes aware or should have become aware of changes outside the
periodic review process that may significantly impact the information contained in the
key information document, such as changes to a previously disclosed PRIIP
investment policy or strategy that would be significant for retail investors, or
significant changes to the cost structure or risk profile. For this reason, PRIIP
manufacturers should also be required to establish processes for identifying situations

where the information contained in the key information document should be reviewed
and revised on an ad hoc basis.

Where a periodic or ad hoc review of a key information document identifies changes to
the information that is required to be included in the document, or concludes that
information contained in the key information document is no longer accurate, fair,
clear and not misleading, the PRIIP manufacturer should be required to revise the key
information document to take that changed information into account.



(22)

(23)

(24)

(25)

(26)

(27)

(28)

(29)

Given that changes may be relevant for retail investors and their future allocation of
investment assets, the-retail investors should be able to easily locate the new key
information document, which should therefore be published, and be clearly
identifiable, on the website of the PRIIP manufacturer. Where-it-is possible-and-the
PRHP manufacturer has access to the details of retail investors, the PRIIP
manufacturer should inform-the retail investors when the key investor documents have
been revised, for example by means of mailing lists or email alerts.

In order to ensure that the timing of the delivery of key information documents is
approached in a consistent way across the Union, the-PRIIP manufacturers should be
required to provide the key information document in good time before those retail
investors are bound by any contract or offer relating to that PRIIP.

The key information document should be made available to—the retail investors
sufficiently prior to their investment decision, so that they are able to understand and
take into account the relevant PRIIP information when making that decision. Since the
investment decision is made prior to the commencement of any mandatory cooling off
period, the key information document should be provided prior to such a cooling off
period.

While in all cases retail investors should receive the key information document in good
time before they are bound by any contract or offer related to the PRIIP, what might be
considered sufficient time for thea retail investor to understand and take into account
the information may vary, given that different retail investors have different needs,
experience and knowledge. The person advising on, or selling, a PRIIP should
therefore take into account such factors in relation to individual retail investors when
establishingdetermining the time that those retail investors will need to consider the
contents of the key information document.

In order to make an informed investment decision, a retail investor may need
additional time to consider the key information document of a complex PRIIP or a
PRIIP that is unknown to that investor. Accordingly, such factors should be taken into
account when considering what amounts to the provision of the key information
document in good time.

The urgency of the situation, for instance where it is important for a retail investor to
buy a PRIIP at a given price and the price is sensitive to the timing of the transaction,
should also be considered when determining the extent of the good time criterion.

For reasons of consistency and in order to ensure the smooth functioning of the
financial markets, it is necessary that the provisions of this Requlation and the
provisions laid down in Regulation (EU) No 1286/2014 apply from the same date.

{28)-This Regulation is based on the draft regulatory technical standards submitted to
the Commission by the European Banking Authority, the European Insurance and
Occupational Pensions Authority and the European Securities and Markets Authority
(the **European Supervisory Authorities’).

10



(30)  {29)-The European Supervisory Authorities have conducted open public consultations
on the draft regulatory technical standards on which this Regulation is based, analysed
the potential related costs and benefits and requested the opinion of the Banking
Stakeholder Group established in accordance with Article 37 of Regulation (EU) No
1093/2010 of the European Parliament and of the Councilz, the Insurance and
Reinsurance Stakeholder Group established in accordance with Article 37 of
Regulation (EU) No 1094/2010 of the European Parliament and of the Council :, and
the Securities and Markets Stakeholder Group established in accordance with Article
37 of Regulation (EU) No 1095/2010 of the European Parliament and of the Council,

HAS ADOPTED THIS REGULATION:

3 Regulation (EU) No 1094/2010 of the European Parliament and of the Council of 24 November 2010 establishing a European Supervisory Authority
(European Insurance and Occupational Pensions Authority), amending Decision No 716/2009/EC and repealing Commission Decision 2009/79/EC
(OJ L 331, 15.12.2010. p. 48).

4 Regulation (EU) No 1095/2010 of the European Parliament and of the Council of 24 November 2010 establishing a European Supervisory Authority

Jropean Securities and Markets Autho amending Decision No 716/2009 and repealing Commission Decision 2009 O

11



CHAPTER |

Content and presentation of the key information document
Article 1

General information section

The section in the key information document that relates to the identity of the PRIIP
manufacturer and its competent authority shall contain all of the following information:

@

(b)

(©

(d)

(©

the name of the PRIIP assigned by the PRIIP manufacturer and, where present, the
PRIIP’s International Securities Identification Number or Unique Product Identifier;

the legal name of the PRIIP manufacturer;

the PRIIP manufacturer’s specific website address providing retail investors with

information on how to get in contact with the PRIIP manufacturer, and a telephone
number;

the name of the competent authority responsible for the supervision of the PRIIP
manufacturer in relation to the key information document;

either—the date of production or, where the key information document has been
subseguently revised, the date of the latest revision of the key information document.

Article 2
“*What is this product?*’ section

Information relating to the type of the PRIIP in the section entitled “What is this
product?”’ of the key information document shall describe its legal form.

Information stating the objectives of the PRIIP and the means for achieving those
objectives in the section entitled *“What is this product?’ of the key information
document shall be summarised in a brief, clear and easily understandable manner. That
information shall identify the main factors upon which return depends, the underlying
investment assets or reference values, and how the return is determined, ardas well as
the relationship between the PRIIP*’s return and that of the underlying investment
assets or reference values. Where—relevant—including—in-thecaseof longterm-PRHPS;
theThat information shall reflect the relationship between the recommended holding
period and the risk and reward profile of the PRIIP.

Where the number of assets or reference values referred to in the first subparagraph is
such that specific references to all of them are-not-pessible-in-view-ofthe-length-of
thecannot be provided within a key information document,-the-irfermation-may only
tdentifythe market segments or instrument types in respect of the underlying
investment assets or reference values shall be identified.

12



(@)
(b)

(©)

The description of the type of retail investor to whom the PRIIP is intended to be
marketed in the section entitled “What is this product?” of the key information
document shall include information on the target retail investors identified by the
PRIIP manufacturer, in particular depending on the needs, characteristics and
objectives of the type of client for whom the PRIIPs is compatible. This determination
shall be based upon the ability of the-retail investors to bear investment loss and their
investment horizon preferences, their theoretical knowledge of, and past experience
with PRIIPs, the financial markets as well as the needs, characteristics and objectives
of potential end clients.

The details of insurance benefits in the section entitled *“What is this product?? of the
key information document shall include, in a general summary, the key features of the
insurance contract thea def|n|t|on of each beneflt mcluded and example-information;

'S ment which reflects the
tvmcal biometric characterlstlcs of the tarqet retall investors, showing the overall
premium, the biometric risk premium that forms part of thisthat overall premium and
the-ameunt-investedin-the-case, where the premium is paid in the form of a single lump
sum,-ane-in the ease-the-whereamount invested. Where the premium is paid in-a-period
formperiodically, the number of periodic payments, an estimation of the average
biometric risk premium as a percentage of the annual premium, and an estimation of
the average amount invested shall be included in the information.

The information relating to the term of the PRIIP in the section entitled :*“What is this
product?”’ of the key information document shall include all of the following:

the maturity date of the PRIIP or an indication that there is no maturity date;

an indication of whether the PRIIP manufacturer is entitled to terminate the PRIIP
unilaterally;

a description of the circumstances under which the PRIIP can be automatically
terminated, and the termination dates, if known.

Article 3
**What are the risks and what could I get in return?*’ section

In the section entitled *“What are the risks and what could | get in return??’ of the key
information document, PRIIP manufacturers shall apply the methodology for the
presentation of risk as set out in Annex Il, shal-include the technical aspects for the
presentation of the summary risk indicator as set out in Annex Il and shal-comply with
the technical guidance,_the formats and the methodology for the presentation of
performance scenarios, as set out in Annexes IV and V.

In the section entitled *“What are the risks and what could | get in return??’ of the key
information document, PRIIP manufacturers shall include the following:

13



(@)

(b)

(©)

(d)

(€)

()

the level of risk of the PRIIP in the form of a risk class by using a summary risk
indicator having a numerical scale from 1 to 7,

an explicit reference to any illiquid PRIIP or PRIIP with materially relevant liquidity
risk, as defined in Part 4 of Annex Il, in the form of a warning to this effect in the
presentation of the summary risk indicator;

a narrative below the summary risk indicator explaining te-theretai-investor-that if a
PRIIP is denominated in a currency other than the appheableofficial currency-ef-the
legal-tender of the Member State where the PRIIP is being marketed, the return the
retatHnvestergets, when expressed in the official currency of the Member State where
the PRIIP is being marketed, may change depending on currency fluctuations;

a brief description of the PRIIP’s risk and reward profile;where-this-is-the-case; and a

warning to the effect that the risk of the productif-net-held-to-maturity-orfor-the
recommended—holding—periodPRIIP may be significantly higher than the one

represented in the summary risk indicator where the PRIIP is not held to maturity or for
the recommended holding period, where this is the case;

for PRIIPs with contractually agreed-upon early exit penalties or long disinvestment
notice periods, a reference to the relevant underlying conditions in the section ‘‘How
long should I hold it and can | take money out early?-’;

an indication of the possible maximum loss, and information that the investment may
be lost if it is not protected or #where the PRIIP manufacturer is unable to pay out, or
that necessary additional investment payments may—be—required—to the initial
investment may be required and_that the total loss may significantly exceed the total
initial investment.

PRIIP manufacturers shall include three appropriate performance scenarios, as set out
in Annex V in the section entitled :“What are the risks and what could I get in return?*
of the key information document. Those three performance scenarios shall represent an
unfavourable scenario, a moderate scenario and a favourable scenario.

For PRIIPs where the PRIIP manufacturer considers that significant risks of loss are
not adequately covered by the three appropriate performance scenarios, the PRIIP
manufacturer may include an additional performance scenario in the section entitled
“What are the risks and what could I get in return?"’ of the key information document
as set out in Annex IV .

For insurance-based investment products, an additional performance scenario shall be
included in the section entitled :*“What are the risks and what could I get in return?:’ of
the key information document reflecting the insurance benefit the beneficiary receives
where a covered insuranceinsured event occurs.

For PRIIPs that are exchange-traded-derivatives-that-are-futures, call options and put
options traded on a regulated market or on a third-country market considered to be

equivalent to a regulated market in accordance with Article 28 of Regulation (EU)

14



600/ 3

Aﬁrele%@e#Re@W{-EU}M%@H—,ZOMS, performance scenarios shall be lncluded
in the form of pay-off structure graphs as set out in Annex V in the section entitled

“What are the risks and what could I get in return?:’ of the key information document.

Article 4

“*What happens if [the name of the PRITP manufacturer] is unable to pay out?*’ section

PRHPs-manufacturerPRIIP_manufacturers shall include the following in the section entitled
“What happens if [the name of the PRIIP manufacturer] is unable to pay out?’ of the key
information document:

(@)

(b)

(@)
(b)

(@)

(b)

an indication whether the retail investor may face a financial loss due to the default of
the_ PRIIP manufacturer or to the default of an entity other than the PRIIP
manufacturer, and the identity of that entity;

a clarification whether the loss referred to in point (a) is covered by an investor
compensation or guarantee scheme, and whether there are any limitations or conditions
to that cover.

Article 5
“*What are the costs?*’ section

PRIIP manufacturers shall apply the following in the section entitled *“What are the
costs?” of the key information document:

the methodology for the calculation of costs set out in Annex VI,

the **Costs over time*” and **‘Composition of costs'’ tables to information on costs, as set
out in Annex V1 in accordance with the relevant technical guidance therein.

In the *Costs over time*’ table in the section entitled *“What are the costs?"’ of the key
information document, PRIIP manufacturers shall specify the summary cost indicator
of the total aggregated costs of the PRIIP as a single number in monetary and
percentage terms for the different time periods set out in Annex V1.

In the :*Composition of costs”” table in the section entitled *What are the costs?”” of the
key information document, PRIIP manufacturers shall specify the following:

any one-off costs, as entry and exit costs, and-present-thempresented in percentage
terms;

any recurring costs, as portfolio transaction costs per year, insurance costs—, where

relevant, and other recurring costs per year, and-present-thempresented in percentage
terms;

OJ L 173, 12.6.2014, p. 84-148.
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(©)

=

(@)

(b)

(©)

any-relevant incidental costs, such as performance fees or carried interest, and-present
thempresented in percentage terms.

PRIIP manufacturers shall insert a description of each of the different costs included in
the :*Composition of costs”’ table in the section entitled ‘“What are the costs?** of the
key information document, specifying where and how such costs may differ from the
actual costs the retail investor may incur,—where—the—costs—have—been—estimated—in
accordance-with-Annex\Z-orwhere-the-specific-level-of certain-costs or may depend on the
retail investor choosing to exercise or not exercise certain options. For insurance-based
investment products, the—PRIIP manufacturermanufacturers shall insert below—the

‘Composition-of coststable—a—narrative-explainingan_explanation of the impact of the
insurance benefits-efpremium payments for the product on the returns of the investment

for the retail investor below the ‘Composition of costs’ table.

Article 6
**How long should I hold it and can | take my money out early?* section

PRIIP manufacturers shall include the following in the section entitled ‘How long
should I hold it and can | take my money out early?*’ of the key information document:

a brief description of the reasons for the selection of the recommended-helding-period
and-where-present;, or the_ minimum required-minrimum, holding period;

a description of the features of the disinvestment procedure and when disinvestment is
possible, including an indication of the impact of cashing-in early on the risk or

performance profile of the PRIIP, including-whether-cashing-ir-early-hasan-tmpactor

on the applicability of capital guarantees;

information about any fees and penalties which are incurred for disinvestments prior to
maturity_or any other specified date other than the recommended holding period,
including a cross reference to the information on costs to be included in the key
information document pursuant to Article 5—ineludingd and a clarification of the
impact of such fees and penalties for different holding periods.

Article 7

**How can | complain?-’ section

PRIIP manufacturers shall provide the following information in the section entitled :*‘How can
I complain?’ of the key information document, in summary format:

(@)

(b)
(©)

steps to be followed for lodging a complaint about the product or about the conduct of
the PRIIP manufacturer or the person advising on, or selling, the product;

a link to the relevant website for such complaints;

an up-to-date postal address and an email address to which such complaints may be
submitted.
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Article 8
**Other relevant information*’ section

1. PRIIP manufacturers shall indicate in the section entitled *Other relevant information’
of the key |nformat|on document any addltlonal mformatlon documents that may be
provided-in-these g errele a3
and whether such addltlonal |nformat|0n documents are manda{emy—made avallable
under-Union-ornational-lawsbased on a legal requirement or only available-at the request
of the retail investor.

2. The information included in the section entitled ‘Other relevant information’’ of the
key information document may be provided in summary format, including a link to the
website where further details teother than the documents referred to in paragraph 1 are
made available.

Article 9
Template

PRIIP manufacturers shall present the key information document by means of the template laid

down in Annex l—and-complete-it. The template shall be completed in accordance with the
requirements set out in this Regulation and in Regulation (EU) No 1286/2014.
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CHAPTER 11l

Specific provisions on the key information document
Article 10
PRIIPs offering a range of options for investment

Where a PRIIP offers a range of underlying investment options, and the information regarding
those underlying investment options cannot be provided within a single, concise, stand-alone
key information document, PRIIP manufacturers shall produce one of the following:

@) a key information document for each underlying investment option within the PRIIP;
including information about the PRIIP everat-in accordance with Chapter I;

(b) a generic key information document describing the everal-PRIIP in accordance with
Chapter I, unless otherwise specified in Articles 11 to 14.

Article 11
**What is this product*’ section in the Generic key information document

In the section entitled ‘*“What is this product:’, by way of derogation from paragraphs 2 and 3 of
Article 2, PRIIP manufacturers shall specify the following:

@ a description of the types of underlying investment options, including the market
segments or instrument types, as well as the main factors upon which return depends;

(b) a statement indicating that the type of investors to whom the PRIIP is intended to be
marketed varies on the basis of the underlying investment option;

(©) an indication where the specific information on each underlying investment option is
to be found.

Article 12

“*What are the risks and what could I get in return?*’ section in the Generic key information
document

In the section entitled ‘‘What are the risks and what could I get in return?’, by way of
derogation from paragraphs 2(a) and 3 of Article 3, PRIIP manufacturers shall specify the
following:

@ the range of risk classes of all underlying investment options offered within the PRIIP
by using a summary risk indicator having a numerical scale from 1 to 7, as set out in
Annex 1115,

(b) a statement indicating that the risk and return of the investment varies on the basis of
the underlying investment option;
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(©)

(d)

a brief description on how the performance of the PRIIP as a whole depends on the
underlying investment options;

an indication where the specific information on each underlying investment option is
to be found.

Article 13

**What are the costs?*’ section in the Generic key information document

In the section entitled ‘*“What are the costs?*’, by way of derogation from article 5(1)(b), PRIIP
manufacturers shall specify the following:

(@)

(b)

(©)

the range of costs for the PRIIP in the 'Costs over time' and ‘Composition of costs'
tables set out in Annex VII;,

a statement indicating that the costs to the retail investor vary on the basis of the
underlying investment option;

an indication where the specific information on each underlying investment option is
to be found.

Article 14

Specific information on each underlying investment option

In relation to the specific information referred to in Articles 11, 12 and 13, PRIIP
manufacturers shall include for each underlying investment option — all of the following:

(a)
(b)

(©)

(d)

a comprehension alert, where relevant;

the investment objectives, the means for achieving them, and the intended target
market in accordance with paragraphs 2 and 3 of Article 2;

a summary risk indicator and narrative, and performance scenarios in accordance with
Article 3;

a presentation of the costs in accordance with Article 5.

CHAPTER 11
Review and revision of the key information document
Article 15
Review

PRIIP manufacturers shall review the information contained in the key information
document every time there is a change that significantly affects or is likely to affect
significantly affect the information contained in the key information document and, at
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(@)

(b)

()

least, every twelve months following the date of the initial publication of the key
information document.

The review referred to in paragraph 1 shall verify whether the information contained in
the key information document remains accurate, fair, clear, and non-misleading. In
particular, it shall verify the following:

whether the information contained in the key information document istremains
compliant with the general form and content requirements under Regulation (EU) No
1286/2014, or with the specific form and content requirements laid down in this
Regulation;

whether the PRIIP"s market risk or credit risk measures have changed, where such a
change has the combined effect that necessitates the PRIIPs move to a different class
of the summary risk indicator from that attributed in the key information document
subject to review;

whether the mean return for the PRIIP-’s moderate performance scenario, expressed as
an annualised percentage return, has changed by more than five percentage points.

For the purposes of paragraph 1, PRIIP manufacturers shall establish and maintain
adequate processes throughout the life of the PRIIP where it remains available to retail
investors to identify without undue delay any circumstances which might result in a
change that affects or is likely to affect the accuracy, fairness or clarity of the
information contained in the key information document.

Article 16
Revision

PRIIP manufacturers shall without undue delay revise the key information document
where a review pursuant to Article 15 concludes that changes to the key information
document need to be made.

PRIIP manufacturers shall ensure that all sections of the key information document
affected by such changes are updated.

The PRIIP manufacturer shall publish the revised key information document on its
website.

CHAPTER IV

Delivery of the key information document
Article 17

Conditions on good time
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(@)

(b)
(©)

The person advising on or selling; a PRIIP shall provide the key information document
sufficiently early so as to allow retail investors enough time to consider the document
before being bound by any contract or offer relating to that PRIIP, and
disregardingregardless of whether or not the retail mvestor is provided with a coollng

For the purposes of paragraph 1, the person advising on or selling a PRIIP shall assess
the time needed by each retail investor to consider the key information document,
taking into account the following:

the knowledge and experience of the retail investor with the PRIIP or with PRIIPs of a
similar nature or with risks similar to those arising from the PRIIP;

the complexity of the PRIIP;

where the advice or sale is at the initiative of the retail investor, the urgency explicitly
expressed by the retail investor of concluding the proposed contract or offer.

Article 18

Final Provision

This Regulation shall enter into force on the twentieth day following that of its publication in
the Official Journal of the European Union.

It shall apply from 31 December 2016.

This Regulation shall be binding in its entirety and directly applicable in all Member States.
Done at Brussels—, 30.6.2016

For the Commission
The President
Jean-Claude JUNCKER
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EUROPEAN
COMMISSION

Brussels, 30.6.2016
C(2016) 3999 final

ANNEXES1TO 7

ANNEXES

to the

COMMISSION DELEGATED REGULATION (EU) .../...

of XXX

supplementing Regulation (EU) No 1286/2014 of the European Parliament and of the
Council on key information documents for packaged retail and insurance-based
investment products (PRIIPs) by laying down regulatory technical standards with
regard to the presentation, content, review and revision of key information documents
and the conditions for fulfilling the requirement to provide such documents
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ANNEX I
TEMPLATE ©OFEOR THE KEY INFORMATION DOCUMENT

PRIIP manufacturers shall comply with the section order and titles set out in the template,
which however does not fix parameters regarding the length of individual sections and the
placing of page breaks, and is subject to an overall maximum of three sides of A4-sized paper

when printed.
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ANNEX 11

METHODOLOGY FOR THE PRESENTATION OF RISK

PART 1
Market risk assessment
Determination of the market risk measure (MRM)

Market risk is measured by the annualised volatility corresponding to the value-at-risk
(VaR)-measured at the-97.5%a confidence level of 97.5% over the recommended
holding period, unless stated otherwise. The VaR is the percentage of the amount
paidinvested, that is returned to the retail investor.

The PRIIP shall be assigned a market—risk—measure{MRM) class according to the
following table:

MRM class Annualised-volatility
/EV) VaR-equivalent

volatility (VEV)
<0,5%
05%-50%
50%-12%

12 % - 20 %
20% - 30 %

30 % - 80 %

>80 %

~NoO ok~ WN -

Specification of PRIIP categories for the purposes of the market risk assessment

For the purposes of determining market risk, PRIIPs are divided into four categories.
Category 1 covers the following:

(@) PRIIPs where investors could lose more than the amount they invested,;

(b) PRIIPs that fall within one of the categories referred to in fitems 4 to 10 of
Section C of Annex | to Directive 2014/65/EU of the European Parliament and

of the Council and similar instruments issued as transferable securities};

()  PRIIPs or the-underlyings—of-these-having—pricesunderlying investments of
PRIIPs which are priced on a less regular basis than monthly, or which do not

have an appropriate benchmark or proxy, or whose appropriate benchmark or
proxy has-pricesis priced on a less regular basis than monthly.
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10.

Category 2 covers PRIIPs; which, either directly or on a synthetic basis, offer
non-leveraged exposure to the prices of underlying investments, or a leveraged
exposure on underlying investments that pays a constant multiple of the prices of
thesethose underlying investments, where at least 2 years of historical daily prices, or 4
years of historical weekly prices, or 5 years of monthly prices are available for the
PRIIP, or where existing appropriate benchmarks or proxies are available, provided

that such benchmarks or proxies haveprices-which-are-asregularas-such-pricesreferred-to
abevefulfil the same criteria for the length and frequency of the price history.

Category 3 covers PRIIPs whose values reflect the prices of underlying investments,
but not as a constant multiple of the prices of thesethose underlying investments, where
at least 2 years of daily prices of the underlying assets, 4 years of weekly prices or 5
years of monthly prices, or where existing appropriate benchmarks or proxies are
available, provided that such benchmarks or proxies have-prices-which-are-asregular-as
such-pricesreferred-to-abovefulfil the same criteria for the length and frequency of the
price history.

Category 4 covers any-PRHPPRIIPs whose value-dependsvalues depend in part on
factors not observed in the market—This-includes, including insurance-based PRIIPs

which distribute te-retail-investers-a portion of the PRIIP manufacturer:’s profits to retail
investors.

Use of appropriate benchmarks or proxies

Where appropriate benchmarks or proxies are used by a PRIIP manufacturer,
thesethose benchmarks or proxies shall be representative of the assets or exposures that
determine the performance of the PRIIP. The PRIIP manufacturer wilshall document
the use of such benchmarks or proxies.

MRM class determination for category 1 PRIIPs

The MRM class for category 1 PRIIPs shall be 7, with the exception of thesePRIIPs
referred to in point 4 (c)_of this Annex, where the MRM class shall be 6.

MRM class determination for category 2 PRIIPs

The VaR shall be calculated from the moments of the observed distribution of returns
of the PRIIP’s or its benchmark or proxy“’s price during the past 5 years. The
minimum frequency of observations is monthly. WhenWhere prices are available on a
daily basis, the frequency shall be daily;when. Where prices are available on a weekly
basis, the frequency shall be weekly:when. Where prices are available on a bi-monthly
basis, the frequency shall be bi-monthly.

When-5-years-ofWhere data on daily prices iscovering a period of 5 years are not
available, a shorter period may be used. For daily observations of a PRIIP*’s or its
benchmark or proxy:’s price, there shall be at least 2 years of observed returns. For
weekly observations of a PRIIP’s price, there shall be at least 4 years of observed data.
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11.

12.

13.

14.

For monthly observations of a PRIIP’s price, there shall be observed data covering a
period of at least 5 years-ef-ebserved-data.

The return over each period is defined as the natural logarithm of the ratio of the price
at the market close at the end of the current period to the market close at the end of the
preceding period.

The VaR measure in return space is given by the Cornish-Fisher expansion, as follows:

where N is the number of trading periods in the recommended holding period; and

are respectively the volatility, skew and excess kurtosis measured from the
return distribution. The volatility, skew and excess kurtosis are calculated from the
measured moments of the distribution of returns in accordance with the following:

«the zero moment, My, is the count of the number of observations in the period
as under point 10 _of this Annex.

- «the first moment, My, is the mean of all the observed returns in the sample

- «the second (M), third (M3) and fourth (M) moments are defined in the
standard manner:

where ri is the return measured on the ith period in the history of returns.

- «the volatility, , is given by
- «the skew, , isequal to

- «the excess kurtosis, , is equal to

The-\/aR-equivalentvelatility (VEV) is given by:

where T is the length of the recommended holding period in years.

For PRIIPs that are managed according to investment policies anéfor strategies that
pursue certain reward objectives by participating through flexible investment in
different financial asset classes (e.g. in both equity and fixed-income markets), the
VEV that shall be used shall be determined as follows:
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15.

16.

17.

18.

19.

(a) Wherewhere there has been no revision of the investment policy over the period

uhderpeint-10-take-the-maximum-of:referred to in point 10 of this Annex, the
VEV that shall be used is the highest of the following VEVs

(i) the-actual VEV computed aceerding-tein accordance with points 9- t013;

i)  the VEV of th-ethe returns of the pro-forma asset mix that is consistent
with the reference asset allocation of the fund at the time of the
computation;

iy  the VEV which is consistent with the risk limit of the fund, if any and
appropriate.

()  Wherewhere investment policy has been revised everduring the period under

point-10take-the-maximum-of-referred to in point 10 of this Annex, the VEV

that shall be used is the highest of the VEVs referred to in point (a)(ii) and (iii)
Shes,

The PRIIP shall be assigned to a MRM class as laid down under point 2 of this Annex
depending on the VEV. In the case of a PRIIP having only monthly price data, the
MRM class ebtainedassigned under point 2_of this Annex shall be increased by one
additional class.

MRM class determination for Category 3 PRIIPs

The VaR in price space shall be calculated from a distribution of PRIIP values at the
end of the recommended holding period. The distribution shall be obtained by
simulating the price or prices, which determine the value of the PRIIP, teat the end of
the recommended holding period. The VaR shall be the value of the PRIIP at the
97.5%a confidence level atof 97.5% at the end of the recommended holding period
discounted to the present date using the expected risk-free discount factor from the
present date to the end of the recommended holding period.

The VaR-eguivalent-velatility (\VEV}) is given by:

where T is the length of the recommended holding period in years. Only in cases where
the product is called or cancelled before_the end of the recommended holding period
according to the simulation, the period in years until the call or cancellation is used in
the calculation.

The PRIIP shall be assigned to a MRM class as laid down in point 2,2 of this Annex
depending on thisthe VEV. In the case of a PRIIP having only monthly price data, the
MRM class ebtainedassigned under point 2 of this Annex shall be increased by one
additional class.

The minimum number of simulations is 46.606-10 000.
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20.

21.

22.

The simulation is based on bootstrapping the expected distribution of prices or price
levels for the PRIIP*’s underlying contracts from the observed distribution of returns
for these contracts with replacement.

For the purposes of the simulation; referred to in points 16 to 20, there are two types of
market observables that may contribute to a PRIIP-’s value: spot prices (or price levels)
and curves.

For each simulation of a spot price (or level), the PRIIP manufacturer shall:

@)

(b)

(©

calculate the return for each observed period in the past 5 years, or the years as
setout-underreferred to in point 6,6 of this Annex, by taking the logarithm of the
price at the end of each period divided by the price at the end of the previous
period;

randomly select one observed period which identifiescorresponds to the return
for all underlying contracts for each simulated period in the recommended
holding period (the same observed period may be used more than once in the
same simulation);

calculate the return for each contract by summing the returns from the selected
periods and correcting this return to ensure that the expected return measured
from the simulated distribution of returns is the risk-neutral expectation of the
return over the recommended holding period. The final value of the return is
given by:

Where:

- «Thethe second term corrects for the impact of the mean of the observed
returns;

- «Thethe third term corrects for the impact of the variance of the observed
returns;

«Thethe last term corrects for the quanto impact if the strike currency is
different from the asset currency. The terms contributing to the correction
are as follows:

is the correlation between the asset price and the relevant Fx rate
— measured over the recommended holding period,;

= is the measured volatility of the asset;

is the measured volatility of the Fx rate.
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23.

(d  Caleulatecalculate the price of each underlying contract by taking the
exponential of the return.

For curves, a principal component analysis (PCA) shall be performed to ensure that the
simulation of the movements of each point on the curve over a long period results in a
consistent curve.

(@) The PCA is performed by:

0]

(i)

(iii)

(v)

v)

(vi)

(vii)

(viii)

(ix)

)

collecting the historical record of tenor points that define the curve for
each trading period over the past 5 years, or the years as—set—eut
underreferred to in point 6_of this Annex;

ensuring that each tenor point is positive; - where there is a negative tenor
point, all tenor points shall be shifted by the minimum whole number or
percentage to ensure positive values for all tenor points;

calculating the return over each period for each tenor point by taking the
natural logarithm of the ratio between the price/level at the end of each
observed period and the price/level at the end of the preceding period,;

correcting the returns observed at each tenor point so that the resulting set
of returns at each tenor point has a zero mean;

calculating the covariance matrix between the different tenors by
summing over returns;

ealettatecalculating the eigenvectors and eigenvalues of the covariance
matrix.

selecting the eigenvectors that correspond to the three largest
eigenvalues.

forming a matrix with 3 columns where the first column is the
eigenvector with the largest eigenvalue; the middle column is the
eigenvector with the second-largest eigenvalue and the last column is the
eigenvector with the third-largest eigenvalue.

projecting the returns onto the 3 prineipleprincipal eigenvectors
calculated in the previous step by multiplying the NxM matrix of returns
obtained in sub-point (iv) by the Mx3 matrix of eigenvectors obtained in
sub-point (viii).

calculating the matrix of returns to be used in the simulation by
multiplying the results in sub-point (ix) with the transpose of the matrix
of eigenvectors obtained in sub-point (viii). This is the set of values to be
used in the simulation.

(b)  The curve simulation is performed as follows::
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24,

25.

26.

27.

(i) Fhethe time step in the simulation is one period. For each observation
period in the recommended holding period select a row at random-rew
from the calculated matrix of returns. The return for each tenor point, T, is
the sum over the selected rows of the column corresponding to tenor
point, T.

(i)  Fhethe simulated rate for each tenor point T, is the current rate at tenor
point T:

multiplied by the exponential of the simulated return,

adjusted for any shifts used to ensure positive values for all tenor
point, and

adjusted so that the expected mean matches current expectations
for the rate at tenor point T, at the end of the recommended holding
period.

For PRIIPS in Category 3 that are characterized by an unconditional protection of
capital, the PRIIP manufacturer may assume that the VaR withat a 97,5%-confidence
level of 97,5% is equal to the level of the unconditional capital protection at the end of
the recommended holding period, discounted to the present date using the expected
risk-free discount factor.

MRM class determination for Category 4 PRIIPs

Where the PRIIP performance depends on a factor or factors unobserved in the market
or to some extent under the control of the PRIIP manufacturer, or this is the case for a
component of the PRIIP, the PRIIP manufacturer shall follow the method in this
section to account for this factor or factors.

The different components of the PRIIP that contribute to the performance of the PRIIP
shall be identified, in order for those components that are not wholly or partly
dependent on a factor or factors that are unobserved in the market to be treated
according to the relevant methods set out in this Annex for Category 1, 2 or 3 PRIIPs.
For each of these components a \aR-eguivalent-volatility VEV shall be calculated.

The component of the PRIIP that deperddepends wholly or partly on a factor or factors
that are unobserved in the market shall follow robust and well recognised industry and
regulatory standards for determining relevant expectations as to the future contribution
of these factors and the uncertainty that may exist in respect of thisthat contribution.
Where the component is not wholly dependent on a factor that is unobserved in the
market, a bootstrap methodology shall be used to account for the market factors, as set
out for Category 3 PRIIPs. The \faR-equivalent-velatility VEV for the component of the
PRIIP shall thereby—be—estimatedbe the result of the combination of the bootstrap
methodology and robust and well recognised industry and regulatory standards for
determining relevant expectations as to the future contribution of these factors that are
unobserved in the market.
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28.

29.

30.

31.

32.

33.

34.

The VaR-eguivalent-velatility VEV of each component of the PRIIP shall be weighted
proportionally in order to arrive at an overall VaR-equivalentvelatiityVEV of the
PRIIP. When weighing the components, product features shall be taken into account.
Where relevant, product algorithms mitigating the market risk as well as specificities
of the with-profit component shall be considered.

For-PRHPS-in Category 4 PRIIPs that are characterized by an unconditional protection
of capital, the PRIIP manufacturer may assume that VaR withat a 97,5%-confidence
level_of 97,5% is equal to the level of unconditional capital protection at the
recommended holding period, discounted to the present date using the expected
risk-free discount factor.

PART 2
Methodology for assessing credit risk
I General requirements

A PRIIP or its underlying investments or exposures shall be taken to entail credit risk
where the return of the PRIIP or its underlying investments or exposures depends on
the creditworthiness of a manufacturer or party bound to make, directly or indirectly,
relevant payments to the investor. A PRIIP with a MRM of 7 shalis not needrequired to
assess credit risk.

Where an entity directly engages to make a payment to_a retail investor for a PRIIP,
credit risk shall be assessed for the entity that is the direct obligor.

If all payment obligations of an obligor or one or more indirect obligors are
unconditionally and irrevocably guaranteed by another entity (the guarantor), the
credit risk assessment of the guarantor can be used if it is more favourable than the
credit risk assessment of the respective obligor or obligors.

Where-aPRHP-invests-inorisFor PRIIPs which are exposed to underlying investments or
techniques, including PRIIPs which themselves entail credit risk or in turn make
underlying investments that entail credit risk, the credit risk shall be assessed in
relation to the credit risk entailed both by the PRIIP itself and the underlying
investments or exposures (including exposures to other PRIIPs), on a look-through
basis and adopting a cascade assessment aswhere necessary.

Where the credit risk is entailed solely at the level of underlying investments or
exposures (including to other PRIIPS), the credit risk shall not be assessed at the level
of the PRIIP itself but instead at the level of these underlying investments or exposures
on a look-through basis. Where the PRIIP is a-UJCITS—er-AlFan Undertaking for
Collective Investment in Transferable Securities (UCITS) or an Alternative
Investment Fund (AIF), the UCITS or AIF itself shall be taken to entail no credit risk,
whereas the underlying investments or exposures of the UCITS or AIF shall be
assessed aswhere necessary.
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35.

36.

37.

38.

39.

Where a PRIIP is exposed to multiple underlying investments entailing a credit risk
exposure, the credit risk entailed by each underlying investment representing an
exposure of 10 % or more of the total assets or value of the PRIIP shall be separately
assessed.

Underlying investments or exposures to exchange-traded derivatives or cleared OTC
derivatives shall be assumed for the purposes of the credit risk assessment to carry no
credit risk. No credit risk shall be taken to be entailed where an exposure is fully and
appropriately collateralised, or where uncollateralised exposures that entail credit risk
amount to less than 10 % of the total assets or value of the PRIIP.

Il.  Credit risk assessment
Credit assessment of obligors

Where available, a PRIIP manufacturer shall define ex-ante one or more external credit
assessment institutions (ECAI) certified or registered with ESMAthe European
Securities and Markets Authority (ESMA) in accordance with Regulation (EC) No
1060/2009 of the European Parliament and the Council> whose credit assessments will
consistently be referred to for the purpose of the credit risk assessment. Where multiple
credit assessments are available according to that policy, the median rating shall be
used, defaulting to the lower of the two middle values ferin case of an even number of
assessments.

The level of credit risk of the PRIIP and each relevant obligor shall be assessed on the
basis of, as applicable:

(@) the credit assessment assigned to the PRIIP by an ECAI,
(b)  the credit assessment assigned to the relevant obligor by an ECAI,

(c)  ex-inthe absence of a credit assessment under either (a) or (b) or both, a default
credit assessment as set out in point 43:43 of this Annex.

Allocation of credit assessments to credit quality steps

The allocation of credit assessments of ECAIs to an objective scale of credit quality
steps shall be based on i in Commission Implementing Regulation

eredit—guality—steps—in—accordance—with—Directive2009/138/ECadopted under Atrticle
109a(1) of Directive 2009/138/EC of the European Parliament and of the Council:.

Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009 on the taking-up and pursuit of the business of

Insurance and Reinsurance (Solvency 1) (OJ L 335, 17.12.2009, p. 1-155).
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40.

41.

42.

43.

In the case of credit risks assessed on a look-through basis, the credit quality step
assigned shall correspond to the weighted average credit quality steps of each relevant
obligor for which a credit assessment needs to be undertaken, in proportion efto the
total assets they respectively represent.

In the case of credit risks assessed on a cascade basis, all credit risk exposures shall be
separately assessed, per layer, and the credit quality step assigned shall be the highest
credit quality step, being understood that between a credit quality step set at 1 and a
credit quality step set at 3, the higher of the two is 3.

The credit quality step pursuant to point 38-includingpursuant-to-peint-43.38 of this
Annex shall be adjusted accerding-to the maturity or RHPrecommended holding period
of the PRIIP, according to the following table, except where a credit assessment has
been assigned that reflects thethat maturity or RHP-ef-the-PRHRrecommended holding

period) :

eriod where a PRIIP does not have a

where the maturity of the PRIIP, or its
maturity, exceeds twelve years

maturity, ranges from one year up to
Adjusted credit quality step, in the case
RHP-when-recommended holdin

where the maturity of the PRIIP, or its
period where a PRIIP does not have a

RHP-when-recommended holdin

Adjusted credit quality step, in the case

where the maturity of the PRIIP, or its RHP
a PRIIP does not have a maturity, is up to

“| Credit quality step pursuant to point 38 of
“|Adjusted credit quality step, in the case

(%]
5 3
= . >
©
P S £
- 2 E
o
0 0
1 1 1 1
2 1 2 2
3 2 3 3
4 3 4 5
5 4 5 6
6 6 6 6

If the obligor has no external credit assessments, the default credit assessment as
referred to in point 38 of this Annex shall be:
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(b)

credit quality step 3, if the obligor is regulated as a credit institution or an
insurance undertaking under the applicable European—+regulationUnion law or
regulation deemed equivalent under Union law and if the rating of the Member

State where the obligor is domiciled would be-aHecated-according—to-these
articles-to credit quality step 3;

credit quality step 5, for any other obligor.
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IIl.  Credit risk measure

44, A PRIIP shall be allocated to a credit risk measure (CRM) on a scale ranging from 1 to
6, on the basis of the mapping table laid down in point 45, of this Annex and by
applying the credit risk mitigating factors under points 46, 47, 48 and 49,49 of this
Annex, or the credit risk escalating factors under points 50 and 54,51 of this Annex, as

appropriate.

45, Table on the mapping-ef-credit of credit quality steps into a CRM-is-as-follows:

Adjusted credit Credit risk
quality step measure
0 1
1 1
2 2
3 3
4 4
5) 5)
6 6
46. The CRM may be assigned as 1 where the assets of a PRIIP or appropriate collateral, or

assets backing the payment obligation of the PRIIP, are:

(@) at all times until maturity equivalent to the payment obligations of the PRIIP to
its investors;

()  held with a third party on a segregated account under equivalent terms and
conditions as those laid down in Directive 2011/61/EU: of the European
Parliament and of the Council or Directive 2014/91/EUs; and

(©) not, under any circumstances, accessible to any other creditors of the
manufacturer under applicable law.

47. The CRM may be assigned as 2 where the assets of a PRIIP or appropriate collateral, or
assets backing the payment obligation of the PRIIP, are:

4 Directive 2011/61/EU of the European Parliament and of the Council of 8 June 2011 on Alternative Investment Fund Managers and amending
Directives 2003/4 and 2009/6 and Regulation No 1060/2009 and No 1095/2010 (O 4 011, p
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49.

50.

51.

52.

@@  atall times until maturity equivalent to the payment obligations of the PRIIP to
its investors;

()  identified and held on accounts or registers, based on applicable law, including
pursuant-to-Articles 275 and 276 of Selveney-HDirective 2009/138/EC of the

European Parliament and of the Councils ; and

(© held-such that the claims of retail investors have priority over the claims of other
creditors of the PRIIP manufacturer or party bound to make, directly or
indirectly, relevant payments to the investor.

Where credit risk is to be assessed on a look-through or cascade basis, the mitigation
factors under point 46 and 47 of this Annex may also be applied when assessing credit
risk in relation to each underlying obligor.

Where a PRIIP is not able to satisfy the criteria under point 4747 of this Annex, the
CRM pursuant to point 45 of this Annex may be reduced by one class where the claims
of retail investors have priority over the claims of ordinary creditors, as set out in
Article 108 of Directive 2014/59/EU, of the PRIIP manufacturer or party bound to
make, directly or indirectly, relevant payments to the investor, in so far as the obligor is
subject to relevant prudential requirements in respect of ensuring an appropriate
matching of assets and liabilities.

The CRM pursuant to point 45 of this Annex shall be increased by two classes where
the claim of a retail investor is suberdinatedsubordinate to the claims of senior creditors.

The CRM pursuant to point 45 of this Annex shall be increased by three classes where
a PRIIP is part of the own funds of the PRIIP obligor, as defined in articleArticle 4 (1)
(118) of Regulation 575/2013 er-articleof the European Parliament and of the Council’
or in Article 93 of Directive 2009/138/EU.

PART 3
Aggregation of market and credit risk into the summary risk indicator

The overall summary risk indicator (SRI) is assigned according to the combination of
the CRM and the MRM classes, in accordance with the following table-below:

MRM class
CRM class MR1 | MR2 | MR3 | MR4 | MR5 | MR6 | MR7
CR1 1 2 3 4 5 6 7
CR2 1 2 3 4 5 6 7

Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009 on the taking-up and pursuit of the business of

Insurance and Reinsurance (Solvency 1) (OJ L 335, 17.12.2009, p. 1).
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56.

CR3 3 3 3 4 5 6 7
CR4 5 5 5 5 5 6 7
CR5 5 5 5 5 5 6 7
CR6 6 6 6 6 6 6 7

Monitoring data with relevance for the summary risk indicator

The PRIIP manufacturer shall monitor market data relevant to the calculation of the
MRM class and, if the MRM class changes to a different MRM class, the PRIIP
manufacturer shall attribute the corresponding MRM class to the MRM class which the
PRIIP has matched for the majority of the reference points over the preceding four
months.

The PRIIP manufacturer shall also monitor credit risk criteria relevant to the
calculation of the CRM and, if according to these criteria the CRM ehangeswould
change to a different CRM class, the PRIIP shall re-attribute the CRM to the relevant
CRM class.

A review of the MRM class shall always be carried out following a decision by the
PRIIP manufacturer in respect of the PRIIP"s investment policy and/or strategy. In
those circumstances, any changes to the MRM shall be intendedunderstood as_a new
determination of the PRIIP"s MRM class, and consequently, be carried out according
to the general rules concerning the determination of an MRM class for the PRIIP
category.

PART 4
Liquidity risk

A PRIIP shall be considered as having a materially relevant liquidity risk acecerding
tewhere either of the following criteria_are fulfilled:

@@  the PRIIP is admitted to trading on a secondary market or alternative liquidity
facility and there is no committed liquidity offered by market makers anéd/or the
PRIIP manufacturer, so that the liquidity depends only on the availability of
buyers and sellers on the secondary market or alternative liquidity facility,
taking into account that regular trading of a product at one point in time does not
guarantee the regular trading of the same product at any other point in time;-e¢

(b)  the average liquidity profile of the underlying investments is significantly lower
than the regular reimbursement frequency for the PRIIP, when and to the extent
liquidity offered by the PRIIP is conditional to the liquidation of its underlying
assets:;
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(©) the PRIIP manufacturer estimates that the retail investor may face significant
difficulties in terms of time and/or costs for disinvesting during the life of the
product, subject to specific market conditions.

A PRIIP shall be considered illiquid, whether contractually or not, accerding-teif either
of the following criteria_are fulfilled:

(@) the PRIIP is not admitted to trading on a secondary market, and no alternative
liquidity facility is promoted by the PRIIP manufacturer or a third party, or the
alternative liquidity facility is subject to significant limiting conditions,
including significant early exit penalties or discretionary redemption prices, or
where there is an absence of liquidity arrangements;

()  the PRIIP offers potential early exit or redemption possibilities prior to the
applicable maturity, but these are subject to significant limiting conditions,
including significant exist penalties or discretionary redemption prices, or-beig
subjeet to the prior consent and discretion of the PRIIP manufacturer;

()  the PRIIP does not offer potential early exit or redemption possibilities prior to
the applicable maturity.

A PRIIP shall be considered liquid in all other cases.
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ANNEX 111

PRESENTATION OF SUMMARY-RISKANBICATORSRI

Presentation format
PRIIP manufacturers shall use the format below for the presentation of the Summary

Risk-Indicator{SRI) in the key information document. The relevant number shall be
highlighted as shown depending on the SRI for the PRIIP.

Completion guidance with regard to the SRI

The narrative explanation after the SRI shall briefly explainsexplain the purpose of the
SRI and the underlying risks.

Immediately below the indicaterSRI, the time frame of the recommended holding
period isshall be indicated. In addition, a warning shall be included directly below the

indicator;:SRI in the following cases:

@@  Whenwhere the risk of the PRIIP is considered to be significantly higher if the
holding period is different:;

()  Whenwhere a PRIIP is considered to have a materially relevant liquidity risk or
to be illiquid, depending-on-whether this is contractual in nature or not .

As applicable for each PRIIP, the narrative explanation includesshall include:
(@) a warning in bold font where:

(i) a PRIIP is considered to have currency risk underPart-6-of-Annex—Has
referred to in Article 3 (2) (c) of this Regulation (Element C);
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(i)  a-clarification-that-the PRIIP holds a possible obligation to add to the
initial investment, (Element D);

()  Wherewhere applicable, the-narrativean explanation belew-needs-to-explainof
risks materially relevant to the PRIIP which could not be adequately captured by
the SRI (Element E);

(© Aa clarification:

(i) that the PRIIP holds a (partial) capital protection against market risk
where relevant, including a specification of the percentage of the invested
capital that is protected (Element F);

@iy  of the specific conditions of the limitations where the (partial) capital
protection against market risk is limited (Element G);

iiy  that the PRIIP holds no capital protection against market risk, where
relevant (Element H);

(iv)  that the PRIIP holds no capital guarantee against credit risk, where
relevant (Element I);-and

) of the specific conditions of the limitations where the protection against
credit risk is limited (Element J).

For exchange-tradedPRIIPs offering a range of options for investment, PRIIP
manufacturers shall use the format referred to point (1) of this Annex for the
presentation of the SRI, indicating all of the risk classes offered from the lowest risk
class to the highest risk class.

For derivatives that are futures, call options and put options traded on a regulated
market or on a third-country market considered to be equivalent to a regulated market
in accordance with Article 28 of Regulation (EU) 600/2014,

Narrative explanations

6-—For the purposes of the SRI presentation, including point 4.4 of this Annex, the
following narrative explanations shall be used, as appropriate:

[Element A] The summary risk indicator is a guide to the level of risk of this product compared
to other products. It shows how likely it is that the product will lose money because of
movements in the markets or because we are not able to pay you.

[Element B] We have classified this product as [1/2/3/4/5/6/7] out of 7, which is [1="the
lowest” / 2="a low” / 3="a medium-low” / 4="a medium” / 5="a medium-high” / 6="the
second-highest” / 7="the highest“] risk class.
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[In addition, insert a brief explanation of the classification of the product with a maximum of
300 characters in plain language]

[An example explanation: This rates the potential losses from future performance at a [1="very
low”/2="low”/3="medium-low”/4="medium”/5="medium-high”/6="high”/7="very  high”]
level, and poor market conditions [1, 2= “are very unlikely to”/3="are unlikely
to”/4="could”/5="will likely”/6="are very likely to””] impact [our] [the] capacity [of X] to pay
you].

[[Where applicable:] Element C, in bold] Be aware of currency risk. You will receive
payments in a different currency, so the final return you will get depend on the exchange rate
between the two currencies. This risk is not considered in the indicator shown above.

[[Where applicable:] Element D] In some circumstances you may be required to make further
payments to pay for losses. (in bold) The total loss you may incur may significantly exceed
the amount invested.

[Where applicable:] [Element E] [Other risks materially relevant to the PRIIP not included in
the summary risk indicator to be explained with a maximum of 200 characters]

[Where applicable:] [Element F] [You are entitled to receive back at least [insert %] of your
capital. Any amount over this, and any additional return, depends on future market
performance and is uncertain.]

[Where applicable:] [Element G] [However, this protection against future market performance
will not apply if you [..]

— «[Where early exit conditions apply] cash-in before [... years/months/days]]
— «[Where ongoing payments must be made] fail to make your payments in time.

= «[Where other limitations apply: explain these in a maximum of [...] characters in plain
language.]

[Where applicable:] [Element H] [This product does not include any protection from future
market performance so you could lose some or all of your investment.]

[Where applicable:] [Element I] [If (we) (are) not able to pay you what is owed, you could lose
your entire investment.]

[Where applicable:] [Element J] [However, you may benefit from a consumer protection
scheme (see the section ““what happens if we are unable to pay you“”). The indicator shown

above does not consider this protection.]
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ANNEX IV
PERFORMANCE SCENARIOS
Number of scenarios

The three performance scenarios under this Regulation;-are-te which shall show a range
of possible returns-and, shall be as-fellewsthe following:

(a) Anan unfavourable scenario;

(b) Aa moderate scenario;-and
() Aa favourable scenario.

An additional scenario shall set out significant unfavourable impacts of the product
where thesethose impacts would not be adequately covered in the unfavourable
scenario referred to in accerdance—with-point 4:1(a) of this Annex. The additional
scenario shall show intermediate periods where thesethose periods would be shown for
the performance scenarios under point 1. of this Annex

An additional scenario for insurance-based investment products shall be based on the
moderate scenario referred to in—accerdance—with—peint 1(b)—above, where the
performance is relevant in respect of the return of the investment.

Calculation of scenario values for the recommended holding period

The scenario values under different performance scenarios shall be calculated in a
similar manner teas the market risk measure. The scenarios_values shall be calculated
for the recommended holding period.

The unfavourable scenario shall be the value of the PRIIP at the 10th percentile.
The moderate scenario shall be the value of the PRIIP at the 50th percentile.
The favourable scenario shall be the value of the PRIIP value at the 90th percentile.

For Category 2 PRIIPs, the expected values at the recommended holding period shall
be:

(a) Unfaveurable:The unfavourable scenario:

()  Mederate:The moderate scenario:

()  Faveudrable:The favourable scenario:
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11.

12.

13.

where N is the number of periods in the recommended holding period, and
where the other terms are-as defined in point 12 of Annex Il-petat-12..

For Category 3 PRIIPs, the following adjustments shall be made to the calculation of
performance scenarios:

(a) the expected return for each asset or assets shall be the return observed over the
period as determined under point 6 of Annex Il-Rart-1and;

(b) the expected performance shall be calculated at the end of the recommended
holding period, and without discounting the expected performance using the
expected risk-free discount factor.

For Category 4 PRIIPs, the method under point 26 of Annex Il shall be used in respect
of those factors that are not observed in the market, combined as necessary with the
method for Category 3 PRIIPs. The relevant methods for Category 2 and 3 PRIIPs set
out in points 8 and 9of this Annex shall be used for the relevant components of the
PRIIP where the PRIIP combines different components. The performance scenarios
shall be a weighted average of the relevant components. Product features and capital
guarantees shall be taken into consideration in the performance calculations.

For Category 1 PRIIPs as defined by-Annex-H-Part-1in point 4(a)_of Annex Il, and
Category 1 PRIIPs as defined in-Annex-H-part2 point 4(b) of Annex Il that are not
exchange-traded-derivatives-that-are futures, call options and put options traded on a
regulated market or on a third-country market considered to be equivalent to a
regulated market i in accordance W|th Article 28 of Regulat|0n (EU) 600/2014 and-as

Regdlauen—éEu}—%#zO}Z—ehal-l—ealealateLperformance scenarios shall be calculated in
accordance with point 9:9 of this Annex.

For Category 1 PRIIPs, that are exchange-traded-derivatives-that-are-futures, call options
and put options traded on a regulated market or on a third-country market considered to

be equivalent to a regulated market in accordance with Article 28 of Regulatlon (EU)
600/2014, and-as-su aHw d defined
Artrele—z@—ef—Regedatien—éEu)—e%#ze}Z,—shathew—performance scenarios_shall be
shown in the form of pay-off structure graphs. A graph in-aceordance-with- Template- C-of

Annex-Vwilishall be included to show performance for all scenarios for the different
levels of the underlying value. The horizontal axis of the graph shewsshall show the
various possible prices of the underlying value and the vertical axis shewsshall show
the profit or loss at the different prices of the underlying value. For every price of the
underlying value, the graph shall show the resulting profit or loss and at which price of
the underlying value the profit or loss shall be zero.

For Category 1 PRIIPs as defined by-Annex-H-Part-1in point 4(c) shalprovideof Annex
1l a reasonable and conservative best estimate of the expected values for the

performance scenarios at the recommended holding period shall be provided.
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15.

16.

17.

18.

19.

(@) The scenarios selected and shown shall be consistent with and complement the
other information contained in the key information document, including the
overall risk profile for the PRIIP. The PRIIP manufacturer shall ensure the
consistency of the scenarios with internal product governance conclusions,
including amongst other things, any stress-testing undertaken by the PRIIP
manufacturer for the PRIIP, and data and analysis used for the purposes of
producing the other information contained with the key information document.

()  The scenarios shall be selected to give a balanced presentation of the possible
outcomes of the product in both favourable and unfavourable conditions, but
only scenarios that can be reasonably expected shall be shown. The scenarios
shall not be selected so as give undue prominence to favourable outcomes at the
expense of unfavourable ones.

Calculation of expected values for intermediate holding periods

For PRIIPs with a recommended holding period between 1 and 3 years, performance
shall be shown at 2 different holding periods: 1at the end of the first year and at the end
of the recommended holding period.

For PRI1IPs with a recommended holding period of 3 years or more, performance shall
be shown at 3 holding periods: 1at the end of the first year, after half the recommended
holding period rounded up to the end of the nearest year, and_at the end of the
recommended holding period.

For PRIIPs with a recommended holding period of 1 year or less, no performance
scenarios for intermediate holding periods shall be shown.

For Category 2 PRIIPs, the values to be shown for the intermediate periods; shall be
calculated using the formulas in point 8_of this Annex with the N defined to be the
number of trading periods from the start date to the end of the intermediate period.

For Category 1 and Category 4 PRIIPs, the values to be shown for the intermediate
periods shall be estimated by the PRIIP manufacturer in a manner consistent with the
estimation at the end of the recommended holding period. To this end, the method used
to estimate the value of the PRIIP at the start of each intermediate period needs to
produce the same value for the entire recommended holding period, as under the
method prescribed in points 11 and 10 of this Annex respectively.

For category 3 PRIIPs, to produce the favourable, moderate and unfavourable
scenarios at an intermediate period before the RHPend of the recommended holding
period, the manufacturer shall pick three underlying simulations as referred to in points
16 to 24 of Annex Il used for the calculation of the MRIMRM, on the basis of
underlying levels only and in such a manner that the simulated value of the PRIIPS en
suehfor that intermediate period is likely to be consistent with the relevant scenario.

(a) To produce the favourable, moderate and unfavourable scenarios at an
intermediate period for a category 3 PRIIP with one underlying and whose value
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21.

22,

23.

24,

is known to be ana increasing function of its underlying level, the manufacturer
shall pick three underlying simulations as referred to in points 16 to 24 of Annex
Il used for the calculation of the MRI, leading respectively to the 90%th
percentile level of the underlying for the favourable scenario, 50%the 50th
percentile level for the underlying for the moderate scenario and +6%the 10th
percentile level for the underlying for the unfavourable scenario—percentie

()  To produce the favourable, moderate and unfavourable scenarios at an
intermediate period for a category 3 PRIIP with one underlying and whose value
is known to be an decreasing function of its underlying level, the manufacturer
shall pick three underlying simulations as referred to in points 16 to 24 of Annex
Il used for the calculation of the MRI, leading respectively to the 90%_the

percentile level for the unfavourable scenario, 50%the 50th percentile level of
the underlying for the moderate scenario and £8%the 10th percentile level of the

underlying for the favourable scenario-percentile-tevels-efthe-underlying.

(©) To produce the favourable, moderate and unfavourable scenarios at an
intermediate period for a category 3 PRIIP other than those mentioned in points
19 (a) and-19 (b) the manufacturer shall choose underlying values consistent
with the 90%th, the 50%th and the 10%th percentile levels of the PRIIP and use
these values as the seed values for a simulation to determine the value of the
PRIIP.

For Category 1 PRIIPs; that are exchange-traded-derivatives-that-arefutures, call options
and put options traded on a regulated market or on a third-country market considered to

be equivalent to a regulated market in accordance with Article 28 of Regulatlon (EU)
600/2014,-and-a o
Ameleﬁzg—}emegmauer%u)é%%}} performance scenarios for mtermedlate holdlng

periods shall not be included.

For all scenarios at intermediate periods, the estimate of the distribution used to read
the value of the PRIIP at different percentiles shall be consistent with the observed
return and volatility observed over the past 5 years of all market instruments that
determine the PRIIP*’s value.

The unfavourable scenario shall be the estimate of the value of the PRIIP at the start of
the intermediate period consistent with the 10th percentile.

The moderate scenario shall be the estimate of the value of the PRIIP at the start of the
intermediate period consistent with the 50th percentile.

The favourable scenario shall be the estimate of the value of the PRIIP at the start of
the intermediate period consistent with the 90th percentile.

General requirements
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25. The performance of the PRIIP shall be calculated net of all applicable costs in
accordance with Annex V1 for the scenario and holding period being presented.

26. Performance shall be presented in monetary units. The amounts used shall be
consistent with these-underthe amounts referred to in point 94790 of Annex VI.

27. Performance shall also be presented in percentage terms, as the average annual return
of the investment. That figure shall be calculated considering net performance as
numerator and the initial investment amount or the price paid as denominator.

For those PRIIPs where there is no initial investment or price paid such as future contracts or
swaps, the percentage shall be calculated considering the nominal value of the contract and a
feot-netefootnote shall be added to explain #that calculation.

28. For an insurance based investment product, the following shall apply in addition to the
methods referred above including under point 10 when calculating the performance

scenarios in respect of the investment:

@

(b)

©

(d)

©)

Futurefuture profit participation shall be taken into account:;

Assumptiensassumptions on future profit participation shall be consistent with
the assumption on the annual rates of return of the underlying assets:;

Assumptiensassumptions on how future profits are shared between the PRIIP
manufacturer and the retail investor and other assumptions on future profit
sharing shall be realistic and in line with the current business practice and
business strategy of the PRIIP manufacturer. Where there is sufficient evidence
that the undertaking will change its practices or strategy, the assumptions on
future profit sharing shall be consistent with the changed practices or strategy.
For life insurers within the scope of Directive 2009/138/EC-of-the-European
Parhiamentand-theCouneH, these assumptions shall be consistent with the
assumptions on future management actions used for the valuation of technical
provisions in the Solvency Il-balance-sheet:;

Wherewhere a component of the performance relates to profit participation that
is payable on a discretionary basis, this component shall only be assumed in the
favourable performance scenarios-.

Fhethe performance scenarios shall be calculated on the basis of the investment
amounts set out in point 26:26 of this Annex.

48



ANNEX'V

METHODOLOGY FOR THE PRESENTATION OF PERFORMANCE SCENARIOS
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PART 1
General presentation specifications

The performance scenarios shall be presented in a way that is fair, accurate, clear and
not misleading, and that is likely to be understood by the average retail investor.

Where under-Annex-P/peint-16-performance scenarios may be shown only at maturity
or at the end of the recommended holding period, thisas for the PRIIPs referred to in
point 16 of Annex IV, that shall be clearly explained in the narrative set out in element
D in Part 2 of this Annex.

In all cases, the narrative explanations set out in elements A, B, C and E in Part 2 of this
Annex shall be included, except in the case of Category 1 PRIIPs accordingreferred to
in point 12 of Annex IV-peint-12;, where the narrative explanations set in elements F to
KJ shall be used instead.
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PART 2
Presentation of Performance Scenarios

For all PRIIPs except for category 1 PRIIPs referred to in point 12 of Annex IV, PRIIP
manufacturers shall present the performance scenarios by means of the fermat—below:
Bependent—onformats below, depending on whether the PRIIP is a single investment or
premium or a regular payment or premium PRIIP. The interim periods may differ depending on

the length of the recommended holding period-the-interim-period-differs. Forregularpremium
insurance-based investment products an-additional row-centainingrows are included in respect

fthe scenario for the insurance benefits lncludlng the cumulatlve biometric risk premium is
A Bfor a reqular

premium insurance- based investment groduc Returns for thIS scenario shall only be shown in
absolute values.

Template A: Single investment and/or single premium is paid.

Single investment paid

Unfavourable scenario What you might get back after costs
Average return each year

Moderate scenario  What you might get back after costs
Average return each year

Favourable scenario What you might get back after costs
Average return each year
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single premium paid:

Unfavourable scenario What you might get back after costs o o o
Average return each year I I I

Moderate scenario What you might get back after costs 1] 1] 1]
Average return each year 0 I I

Favourable scenaric What you might get back after costs o o o
Average return each year I I I

[Death] Scenario

[Insured event] What your beneficiaries might get back [] o o

after costs

! This is an additional table that has been included.
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Template B: regular investments and/or premiums are paid.

Regular investments paid?

Moderate scenario  What you might get back after costs
Average return each year

Favourable scenario What you might get back after costs
Average return each year

[ =N == =N = |

(==

2 This is an additional table that has been included.
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Regular premiums paid

VNTavoul aie >LEnal 1o ¥yvinat jw rm s" DOl anuel LU u u u
Average return each year 0 0 0

Moderate scenario  What you might get back after costs o 1} 0
Average return each year 0 0 0

Favourable scenario What you might get back after costs 0 1] 0
Average return each year | 0 0

Accumulated invested amount ] 0 0

[Death] Scenario

[Insured event] What your beneficiaries might get back ] 1} 1]
after costs

Accumulated insurance premium 1] 1} 1]
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Performance scenarios

[Element A] This [table/graph] shows the money you could get back over the next
[recommended holding period] years, under different scenarios, assuming that you invest €]...]

[per year].

[Element B] The scenarios shown illustrate how your investment could perform. You can
compare them with the scenarios of other products.

[Element C]The scenarios presented are an estimate of future performance based on evidence
from the past, and are not an exact indicator. What you get will vary depending on how the
market performs and how long you keep the investment/product. []

[Where applicable][Element D] This product cannot be [easily] cashed in. This means it is
difficult to estimate how much you would get back if you cash in before [the recommended
holding period/maturity]. You will either be unable to cash in early or you will have to pay high
costs or make a large loss if you do so.

[Element E] The figures shown include all the costs of the product itself, [where
applicable]:[but may not include all the costs that you pay to your advisor or distributor][and
includes the costs of your advisor or distributor]. The figures do not take into account your
personal tax situation, which may also affect how much you get back.

[Element F] This graph illustrates how your investment could perform. You can compare them
with the pay-off graphs of other derivatives.

[Element G] The graph presented gives a range of possible outcomes and is not an exact
indication of what you might get back. What you get will vary depending on how the
underlying will develop. For each value of the underlying, the graph shows what the profit or
loss of the product would be. The horizontal axis shows the various possible prices of the
underlying value on the expiry date and the vertical axis shows the profit or loss.

[Element H] Buying this product holds that you think the underlying price will
[increase/decrease].

[Element I] Your maximum loss would be that you will lose all your investment (premium
paid).

[Element J] The figures shown include all the costs of the product itself, but may not include all
the costs that you pay to your advisor or distributor. The figures do not take into account your
personal tax situation, which may also affect how much you get back.
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ANNEX VI
METHODOLOGY FOR THE CALCULATION OF COSTS
PART 1
List of costs
I List of Costs of investments funds (AlFs and UCITS)
Costs to be disclosed
One-off costs
A one-off cost is an entry or exit cost which is either:
@@  paid directly by the retail investor; or
(b)  deducted from a payment received by or due to the retail investor.

One-off costs are costs borne by the retail investor that are not deducted from the assets
of the AIF or UCITS.

One-off costs include, but are not limited to, the following types of up-front initial
costs that shall be taken into account in the cost amount to be disclosed in the key
information document:

(a) Distributiondistribution fee, to the extent that the amount is known to the
management company. If the actual amount is not known to the management
company, the maximum of the possible known distribution costs for the specific
PRIIP shall be shown;

(b)  Censtitutionconstitution costs (up-front part);

()  Marketingmarketing costs (up-front part);
(d)  Subseriptionsubscription fee including taxes.

Recurring Costs

Recurring costs are payments deducted from the assets of an AIF or UCITS, and
represent _the following:

@@  expenses necessarily incurred in their operations;

(b)  any payments, including remunerations, to parties connected with the AIF or
UCITS or providing services to them;

(©) UCHFS-erproviding-servicesto-them:-or-transaction costs.
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Recurring costs include, but are not limited to, the following types of costs that are
deducted from the assets of the AIF or UCITS, and shall be taken into account in the
cost amount to be disclosed in the key information document:

@

(b)

©

(d)

(©)

®

(©)

(h)

0]

all payments to the following persons, including any persenof the following
persons to whom they have delegated any function:

(i) the management company of the fund;;

@)  directors of the fund if an investment company;;
(iiiy  the depositarys;;

(iv)  the custodian(s);;

(v) any investment adviser;

all payments to any person providing outsourced services to any of the above,
including:

(i) providers of valuation and fund accounting services;;

@iy ~ shareholder service providers, such as the transfer agent and broker
dealers that are record owners of the fund’ shares and provide
sub-accounting services to the beneficial owners of those shares;;

@iiy  providers of collateral management services;;

(iv)  providers of prime-brokerage services;;

(vy  securities lending agents;;

(vip  providers of property management and similar services;

registration charges, listing fees, regulatory charges and similar charges,
including passporting fees;

provisioned fees for specific treatment of gain and losses;
audit fees;
payments to legal and professional advisers;

any costs of distribution or marketing, to the extent that the amount is known to
the management company. If the actual amount is not known to the management
company, the maximum of the possible known distribution costs for the specific
PRIIP shall be shown;

financing costs, related to borrowing (provided by related parties);

costs of capital guarantee provided by a third party guarantor;
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0)

(k)

0]

(m)

(n)

payments to third parties to meet costs necessarily incurred in connection with
the acquisition or disposal of any asset in the fund’s portfolio (including
transaction costs as referred to in points 7- to 23 of this Annex);

the value of goods or services received by the management company or any
connected person in exchange for placing of dealing orders;

where a fund invests its assets in UCITS or AlFs, its summary cost indicator
shall take account of the charges incurred in the UCITS/AIFs. The following
shall be included in the calculation:

(i) if the underlying is a UCITS or AIF its most recently available summary
cost indicator figure shall be used; this may be the figure published by the
UCITS or AIF or its operator or management company, or a figure
calculated by a reliable third-party source if more up-to-date than the
published figure;

(i)  the summary cost indicator may be reduced to the extent that there is any
arrangement in place (and that is not already reflected in the fund:’s profit
and loss account) for the investing fund to receive a rebate or retrocession
of charges from the underlying AIF/UCITS;

(iiiy  where the acquisition or disposal of units does not occur at the mid price
of the UCITS/AIF, the value of the difference between the transaction
price and the mid price shall be taken into account as transaction costs, to
the extent that this is not included in the summary cost indicator-;

where a fund invests in a PRIIP other than UCITS or AlFs, its summary cost
indicator shall take account of the charges incurred in the underlying PRIIP. The
following shall be included in the calculation:

(i) the most recently available summary cost indicator of the underlying
PRIIP shall be included in the calculation;

(i)  the summary cost indicator may be reduced to the extent that there is any
arrangement in place (and that is not already reflected in the fund:’s profit
and loss account) for the investing fund to receive a rebate or retrocession
of charges from the underlying PRIIP;

(iiiy  in cases where the acquisition or disposal of units does not occur at the
mid price of the underlying PRIIP, the value of the difference between the
transaction price and the mid price shall be taken into account as
transaction costs, to the extent that this is not included in the summary
cost indicator-;

where a fund invests in an investment product other than a PRIIP its summary
cost indicator shall take account of the charges incurred in the underlying
investment product. The PRIIP manufacturer shall either use any published
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information that represents a reasonable substitute for summary cost indicator or
else shall make a best estimate of its maximum level based on scrutiny of the
investment product:’s current prospectus and most recently published report and
accounts;

(o)  operating costs (or any remuneration) under a fee-sharing arrangement with a
third party to the extent that they have not been already included in another type
of cost mentioned above;

()  earnings from efficient portfolio management techniques if they are not paid
into the portfolio;

(@ implicit costs incurred by structured funds as referred to in section I, and
notably points 3736 to 4746 of this Annex;

(n dividends served by the shares held in the portfolio of the funds, shall the
dividends not accrue to the fund.

Incidental costs

The following-Histindicatesthe types of incidental costs-that shall be taken into account
in the amount to be disclosed:

(a) a performance-related fee payable to the management company or any
investment adviser, including performance fees as referred to in point 24 of this
Annex;

(b)  carried interests as referred to in point 2525 of this Annex.

Calculation of specific types of costs of investments funds
Transaction costs

Transaction costs shall be calculated on an annualised basis, based on an average of the
transaction costs incurred by the PRIIP over the previous three years. Where the PRIIP
has been operating for less than three years, transaction costs shall be calculated using
the methodology set out in point 2%:21 of this Annex.

The aggregate transaction costs for a PRIIP shall be calculated as the sum of the
transaction costs {as calculated as-set-eut-below;in accordance with points 9 to 23 of
this Annex in the base currency of the PRIIP for all individual transactions undertaken
by the PRIIP in the specified period. This sum shall be converted into a percentage by
dividing by the average net assets of the PRIIP over the same period.

When calculating the transaction costs incurred by the PRIIP over the previous three
years, actual transaction costs must be calculated using the methodology described
below in points 12 to 18 of this Annex for investments in the following instruments:
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(a) transferable securities as defined by Article 2 of Directive-2007/16/ECof-19

clarification-of-certain-definitionsCommission Directive 2007/16/ECe,

(b)  other instruments that there are frequent opportunities to dispose of, redeem, or
otherwise realise at prices that are publicly available to market participants and
that are either market prices or prices made available, or validated, by valuation
systems independent of the issuer.

10. Estimates of transaction costs using the methodology described below in points 19 to
20 of this Annex must be used for investments in other instruments or assets.

Treatment of anti-dilution mechanisms

11. Where a PRIIP has a pricing mechanism that offsets the impact of dilution from
transactions in the PRIIP itself, the amount of benefit accruing to the ongoing holders
of the PRIIP from anti-dilution mechanisms may be deducted from the transaction
costs incurred within the PRIIP using the following methodology:

@@  Fhethe monetary amount of any anti-dilution levy, or other payment in
connection with a transaction in the PRIIP itself, that is paid to the PRIIP may be
subtracted from the total transaction costs

(b)  Fhethe benefit to the PRIIP of issuing units (or otherwise enabling investment in
the PRIIP) at a price other than the mid price, or of cancelling units (or otherwise
enabling redemption of funds from the PRIIP) at a price other than the mid
price, provided that the PRIIP itself receives the benefit, shall be calculated as
follows and may be subtracted from the total transaction costs:

(i) Fhethe difference between the price of units issued and the mid price,
multiplied by the net number of units issued,;

(i)  Fhethe difference between the price of units cancelled and the mid-price,
multiplied by the net number of units cancelled.

Actual transaction costs

12. The actual transaction costs for each transaction shall be calculated on the following
basis:

@@  for each purchase undertaken by the PRIIP, the price of the instrument at the
time the purchase order is transmitted to another person for execution (the
‘purchase ‘arrival price*’) shall be subtracted from the net realised execution

8 Commission Directive 2007/16/EC of 19 March 2007 implementing Council Directive 85/611/EEC on the coordination of laws, regulations and
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13.

14.

15.

16.

price of the transaction. The resulting value shall be multiplied by the number of
units purchased;

(b) for each sale undertaken by the PRIIP, the net realised execution price of the
transaction shall be subtracted from the price of the instrument at the time the
order to sell is transmitted to another person for execution (the ‘sale ‘arrival
price”’). The resulting value shall be multiplied by the number of units sold.

The net realised execution price shall be ealeulateddetermined as the price at which the
transaction is executed, including all charges, commissions, taxes and other payments
(Fer-examplesuch as anti-dilution levies) associated with the transaction, either directly
or indirectly, where those payments are made from the assets of the PRIIP.

The arrival price shall be ealeulateddetermined as the mid-market price of the
investment at the time when the order to transact is transmitted to another person. For
orders that are transacted on anya day that is not the day that the order was originally
transmitted to another person, the arrival price shall be ealettateddetermined as the
opening price of the investment on the day of the transaction or, where the opening
price is not available, the previous closing price. Where a price is not available at the
time when the order to transact is transmitted to another person (for—example
becausedue to the order has—been—initiated outside market opening hours or in
over-the-counter markets where there is no transparency of intra-day prices_for
example), the arrival price shall be ealeulateddetermined as the opening price on the
day of the transaction or, where the opening price is not available, the previous closing
price. Where an order is executed without being transmitted to another person, the
arrival price shall be ealeulateddetermined as the mid-market price of the investment at
the time when the transaction was executed.

Where information about the time when the order to transact is transmitted to another
person is not available (or not available to a sufficient level of accuracy), or where
information about the price at that time is not available, it is permissible to use as the
arrival price the opening price of the investment on the day of the transaction or, where
the opening price is not available, the previous closing price. When calculating
transaction costs using data prior to 31 December 2016, tintra-day prices may be

considered thatintraday-prices-areas not available.

Costs associated with transactions #undertaken by PRIIPs and concerning financial
instruments;-undertaken-by-PRHPs; that fall within one of the categories referred to in
items 4 to 10 of Section C of Annex | to Directive 2014/65/EU of-the-Eurepean

shall be calculated in the following way:

(@) Ferfor instruments that are standardised and where there is regular trading in the
instrument itself (for example an index future on a major equity index),
transaction costs shall be calculated with reference to the instrument itself. The
arrival price shall be ealeulateddetermined as the mid price of the instrument;
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17.

18.

19.

(b)  Ferfor linear instruments that are customised, and where there is no price
transparency or regular trading in the instrument itself, transaction costs shall be
calculated with reference to the underlying asset(s). The arrival price shall be
calculated based on the price(s) of the underlying assets, using appropriate
weightings if there is more than one underlying asset. Where the cost of
transacting in the instrument is materially higher than the cost of transacting in
the underlying asset, this must be reflected in the transaction cost calculation;

(c)  Ferfor non-linear instruments, it is permissible to calculate the transaction costs
as the difference between the price paid or received for the instruments and the
fair value of the instrument, on the basis described in points 37-47below36 to
46 of this Annex.

In calculating the costs associated with foreign exchange, the arrival price must reflect
a reasonable estimate of the consolidated price, and must not simply be the price
available from a single counterparty or foreign exchange platform, even if an
agreement exists to undertake all foreign exchange transactions with a single
counterparty.

In calculating the costs associated with orders that are initially entered into an auction,
the arrival price shall be calculated as the mid price immediately prior to the auction.

Transaction costs for other assets

When estimating transaction costs for assets other than assets as referred to in point 9,9
of this Annex, the methodology in point 12 sheuldof this Annex shall be used withand
the-definition-of arrival price shall be calculated as follows:

(a) for a sale:

(i) the arrival price shall be calculated as the previous independent valuation
price of the asset, adjusted for market movements, where appropriate,
using an appropriate benchmark index;;

(i)  where a previous independent valuation price is not available, the
transaction costs must be estimated based on the difference between the
transaction price and an appraisal of the fair value of the asset prior to
sale;

(b) for a purchase:

(i) the arrival price shall be calculated as the previous independent valuation
price of the asset, adjusted for market movements, where appropriate,
using an appropriate benchmark index, where such a price is available;;

(i)  where a previous independent valuation price is not available, the
transaction costs must be estimated based on the difference between the
transaction price and an appraisal of the fair value of the asset prior to
purchase.
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20.

21.

The transaction cost estimate must not be less than the amount of actual identifiable
costs directly associated with the transaction.

Transaction costs for new PRIIPs

For PRIIPs that have been operating for less than 3 years and that invest predominantly
in assets as referred to in point 9,9 of this Annex, transaction costs may be calculated
either by multiplying an estimate of portfolio turnover in each asset class with the costs
calculated according to the methodology referred to in_point (c), or as an average of the
actual transaction costs incurred during the period of operation and a standardised
estimate on the following basis:

@

(b)

(©

For—eachfor the highest multiple of six months that the PRIIP has been
operating, transaction costs shall be calculated on the basis described in points
12 to 18 of this Annex ;

For—other—periods—of-shx—menthsfor _the remaining period up to three years,
transaction costs shall be estimated by multiplying an estimate of portfolio

turnover in each asset class according to the methodology referred to in point

(c);

Fhethe methodology to foHew-shall-be-that-under{(i)(i)-er-(Hi)-according-tobe
used differs depending on the asset class_and shall be determined as follows:

0]

For the-feHewing asset classes_indicated in the table below, transaction
costs eanshall be calculated as the average of the estimated cost of
transaction (based on bid-ask spreads divided by two) in-thisfor the
relevant asset class under normal market conditions.

To estimate the cost, one or more reference indexes shouldshall be
identified for each asset class. Then, the average bid-ask spreads of the
underlying indexes sheuldshall be collected. The data collected
sheuldshall refer to the closing bid-ask spread at the ftenth} business day

feranetherbusiness-day}-ef-theof each month during the last year-ferthe
i

The bid-ask spreads collected isshall then be divided by two to obtain the
estimated cost of transaction effor each point in time. The average of
thisthose values is the estimated cost of transaction in each asset class
under normal market conditions.

Asset Classes

Government bonds Government bonds and similar instruments developed

market rating AAA-A
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Government bonds and similar instruments developed
market different rating below A

Government bonds emerging
markets (hard and  soft
currency)

Government bonds emerging markets (hard and soft
currency)

Investment grade corporate
bonds

Investment grade corporate bonds

Other corporate bonds

High yield corporate bonds

(ii) For the foHlewing-asset classes_indicated in the table below, transaction
costs (including explicit costs and implicit costs) shall be estimated either
by using comparable information or by adding estimates of explicit costs
to estimates of half the bid-ask spread, using the methodology described

whderin point (i).

Asset Classes

Liquidity

Money market instruments (for the sake of clarity,
money markets funds not included)

Shares developed markets

Large-cap shares (developed markets)

Mid-cap shares (developed markets)

Small-cap shares (developed markets)

Shares emerging markets

Large-cap shares (emerging markets)

Mid-cap shares (emerging markets)

Small-cap shares (emerging markets)

Listed derivatives

Listed derivatives

@iy  For the foleowing—asset classes indicated in the table below, the
transaction cost is the average of the observed cost of transaction (based
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on bid-ask spreads divided by two) in this asset class under normal
market conditions.

I When identifying the observed cost of transaction, results of a panel
survey may be taken into account.

Asset Classes

OTC

OTC Exotic options

OTC Plain vanilla options

OTC IRS, CDS and similar

OTC Swaps and similar instruments (different from IRS,
CDS and similar)

OTC FX Forwards developed markets

OTC FX Forwards emerging markets

22.

23.

24.

Estimates of portfolio turnover for a PRIIP that has been operating for less than one
year must be made on a consistent basis with the investment policy disclosed in the
offering documents. Estimates of portfolio turnover for a PRIIP that has been
operating for more than one year must be consistent with actual portfolio turnover.

For PRIIPs that have been operating for less than three years and that invest
predominantly in assets other than assets as referred to in point 9_of this Annex, the
PRIIP manufacturer shall estimate the transaction costs on the basis of the fair value
method using comparable assets.

Performance related fees
To calculate performance related fees. the following steps shall be taken:

(@)  compute the fees on the basis of historical data covering the last 5 years. The
average annual performance fees shall be computed in percentage terms,

()  where a full performance fees history is not available because the fund/share
class is new or the fund’’s terms have changed due to the introduction of the
performance fee or the change of one of its parameters, the abovementioned
method shall be adjusted according to the following steps:

(i) take the relevant available history of the performance fees of the
fund/share class;
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(if)

(iii)

(v)

v)

for any years for which data is not available:, estimate the return of the

fund/share class and, in case of a relative performance fee model, take
into account the historical series of the benchmark/hurdle rate;

estimate the return-of the fund/ share class;

for new funds, their return shall be estimated using the return of a
comparable fund or of a peer group. The estimated return shall be gross of
all the costs charged to the new fund. Therefore peer groups” returns need
to be adjusted by adding the average relevant costs charged according to
the rules of the new fund. For instance, in case of a new class with a
different fee structure, the returns of the-existingthis new class shall be
adjusted taking into account the costs of the newexisting class;

historical series. of the benchmark/hurdle rate.

compute the fees from the beginning of the sample period, as required in
sub-point (a), until the date of availability of the actual performance fee

data of the fund, applying the relevant algorithm to the abovementioned
historical series;

concatenate both performance fee series to one series over the full sample
period as required in sub-point (a);

compute the performance fees aceording—sub-peirt—(ajusing the
methodology referred to in point (a) (average of annual performance

fees).

66



25.

26.

Carried interests

To calculate carried interests, the following steps shall be taken:

@@  compute the fees on the basis of historical data covering the last 5 years. The
average annual carried interests shall be computed in percentage terms;

()  where a full carried interests history is unavailable because the fund/share class
is new or the fund’s terms have changed due to the introduction of carried
interests or the change of one of its parameters, the abovementioned method
shall be adjusted according to the following steps:

0]

(if)

(iii)

(iv)

take the relevant available history of the carried interests of the fund/

share class; forany-yearsforwhich-data-is-notavatable:

for any vears for which data is not available, estimate the return of
the fund/ share class,

estimate-thereturn-of-the-fund/share—class; for new funds, their
return shall be estimated using the return of a comparable fund or
of a peer group. The estimated return shall be gross of all the costs
charged to the new fund. Therefore peer group*’s returns need to be
adjusted by adding the average relevant costs charged according to
the rules of the new fund. For instance, in case of a new class with a
different fee structure, the returns of the-existingthis new class
shall be adjusted taking into account the costs of the newexisting
class.

compute the carried interests from the beginning of the sample period, as
required in sub-point (a), until the date of availability of the actual carried
interests data of the fund, applying the relevant algorithm to the
abovementioned historical series;

concatenate both carried interests series to one series over the full sample
period as required in sub-point (a);

compute the carried interests acecerding—tousing the—sub-point—(a)

methodology referred to in point (a) (average of annual carried interests).

If no carried interests are taken throughout the investment, a warning needs to
accompany the indication of zero carried interests in the composition of costs table in
order to clarify that a payment of x % of the final return shall take place subsequently
to the exit of the investment.
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217.

28.

29.

30.

1. List of costs of PRIPs other than investment funds
Costs to be disclosed
One-off costs

A one-off cost is an entry and exit cost which include initial charges, commissions or
any other amount paid directly by the retail investor or deducted from a payment
received by or due to the retail investor.

One-off costs are borne by a PRIP other than an investment fund, whether they
represent expenses necessarily incurred in its operation, or the remuneration of any
party connected with it or providing services to it.

One-off entry costs and charges

One-off entry costs and charges include, but are not limited to, the following types that
shall be taken into account in the cost amount to be disclosed for PRIPs other than
investment funds:

(@) sales commissions;
(b)  structuring costs, including market-making costs (spread) and settlement costs;

(¢  hedging costs (to ensure that the PRIIP manufacturer is able to replicate the
performance of the derivative component of the structured product — these costs
include transaction costs)

(d) legal fees;

(e) costs for capital guarantee;

0] implicit premium paid to the issuer.
One-off exit costs and charges

One-off exit costs and charges include, but are not limited to, the following types that
shall be taken into account in the amount to be disclosed for PRIPs other than
investment funds:

@@  proportional fees;

()  bid-mid spread to sell the product and any explicit costs or penalties for early
exit applicable. The estimation of the bid-mid spread shall be done in relation to
the availability of a secondary market, to the market conditions and the type of
product. In the situation where the PRIIP manufacturer (or a related third party)
is the only available counterparty to buy the product on the secondary market, it
shall estimate the exit costs to be added to the fair value of the product according
to its internal policies:;
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(¢  3%-contract-for-difference (CFD) related costs such as:

(i) {a)-commissions charged by CFD providers — general commission or a
commission on each trade - i.e. on opening and closing a contract;

(i)  {b)-CFD trading such as bid-ask spreads, daily and overnight financing
costs, account management fees and taxes which are not already included
in the fair value.

Recurring Costs

32-Recurring costs are payments regularly deducted from all payments due to the
retail investor or from the amount invested.

33-Recurring costs include all types of cost borne by a PRIP other than an investment
fund whether they represent expenses necessarily incurred in its operation, or the
remuneration of any party connected with it or providing services to it.

34-The following list is indicative but not exhaustive of the types of recurring charge
that, Hwhere they are deducted or charged separately, shall be taken into account in the
amount to be disclosed:

(a) costs related to coupon payments;
(b)  costs of the underlying, if any.

Costs of PRIPs referred to in_point 12 of Annex Ill-peint-12
35-One-off-entry-costs-and-charges-One-off exit costs and charges are exchange fees,

clearing fees and settlement fees H#where known.

36—Recurring-costs—Recurring costs are hedging costs borne under normal market
conditions and stressed market conditions.

Calculation of implicit costs of PRIPs other than investment funds

37-For the purposes of the calculation of the implicit costs embedded in PRIPSs, the
PRIIP manufacturer shall refer to the issue price and, after the subscription period, to
the price available to purchase the product on a secondary market.

38-The difference between the price and the fair value of the product is considered as
an estimation of the total entry costs included in the price. If the PRIIP manufacturer is
unable to distinguish the relevant implicit costs to be disclosed as referred to in point
29 of this Annex using the-aforementioned difference between the price and the fair
value, it shall liaise with the issuer of the different components of the product, or the
relevant body, in order to gather the relevant information on thesethose costs.

39-Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction in the principal (or most advantageous) market at the
measurement date under current market conditions (i.e. an exit price) regardless of
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whether that price is directly observable or estimated using another valuation
technique.

40-The fair value policy that governs the measurement of the fair value shall set a
series of rules including in the following areas:

(@  governance;
()  methodology for the calculation of the fair value.

41-SuehThe rules_referred to in point 39 of this Annex shall aim at outlining a
valuation process that:

@  complies with the applicable accounting standards, in relation to fair value;

(b) makes sure that internal pricing models for PRIIPs are consistent with the
methodologies, modelling and standards used by the PRIIP manufacturer to
value its own portfolio under the hypothesis that the product is available for sale
or held for trading;

© is consistent with the level of complexity of the product and the type of
underlying;

(d)  takes into account the issuer credit risk and the uncertainty about the underlying;

()  sets the parameters to identify an active market in order to avoid risk mispricing
that could lead in extreme cases to significantly inaccurate estimates;

(f maximises the use of relevant observable market inputs and minimizes the use
of unobservable inputs.

42-The fair value of a structured product shall be determined on the basis of:

(@) market prices, Hwhere available or efficiently formed;

(b)  internal pricing models using as an input market values which are indirectly
connected to the product, derived from products with similar characteristics
(comparable approach);

(© internal pricing models based on inputs which are not derived directly from
market data for which estimations and assumptions must be formulated
(mark-to-model approach).

43-If the fair value cannot be derived from market prices, it shall be calculated using a
valuation technique that is able to represent properly the different factors affecting the
product payoff structure making maximum use of market data.

44-AThe valuation technique referred to in point 42 of this Annex shall consider the
following according to the complexity of the product:

70



N
~

&
o1

=
S

&
co

=
©

(@) the use of recent arm’’s length market transactions between knowledgeable,
professional counterparties;

()  reference to the current market price of another instrument that is substantially
the same;

(¢  the use of an appropriate discounted cash-flow model where the likelihood of
each cash flow is determined using an appropriate model of asset price
evolution.

45-In the case of subscription products, the fair value mustshall be calculated on the
date when the product terms are determined. This valuation date shall be close to the
beginning of the subscription period-and-a-criterion-to-update-costinformationtn-case
of. Where long offering periods or in-case-ef-high market volatility in-the-markets;-has
teexists, a criterion to update cost information shall be defined.

46—HWhere preliminary terms are used, costs need-teshall be calculated by using the
minimum terms of the product.

47-HWhere variable subscription prices are used, a procedure on how to incorporate
and disclose the cost effect of the varying subscription price has-teshall be defined.

I11.  List of Costs of Insurance-based investment products
Costs to be disclosed
One-off costs

48-A one-off cost is an entry and exit cost which includes initial charges, commissions
or any other amount paid directly by the retail investor or deducted from the first
payment or from a limited number of payments due to the retail investor or from a
payment upon redemption or termination of the product.

49.-One-off costs are borne by an insurance-based investment product, whether they
represent expenses necessarily incurred in its operation, or the remuneration of any
party connected with it or providing services to it.

50-One-off costs include, but are not limited to, the following types of entry costs and
charges that shall be taken into account in the amount to be disclosed for
insurance-based investment products:

(@) structuring or marketing costs;
(b) acquisition, distribution, sales costs;

(c)  processing/operating costs (including costs for the management of the insurance
cover);

(d)  cost part of biometric risk premiums referred to in point 6659 of this Annex;
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()  costs of holding required capital (up front part to be disclosed insofar as they are
charged).

Recurring costs

53-Recurring costs are payments regularly deducted from all payments from the retail
investor or from the amount invested or amounts that are not allocated to the
policyholder according to a profit sharing mechanism.

52—The recurring costs include all types of costs borne by an insurance-based
investment product whether they represent expenses necessarily incurred in its
operation, or the remuneration of any party connected with it or providing services to
it.

53-The following list is indicative but not exhaustive of the types of recurring charge
that shall be taken into account in the amount to be disclosed:

(@) structuring or marketing costs;
(b) acquisition, distribution, sales costs;

(c)  processing / operating costs (including costs for the management of insurance
cover);

(d)  cost part of biometric risk premiums referred to in point 6659 of this Annex;

(e) other administrative costs;

() costs of holding capital (recurring part to be disclosed insofar_as they are
charged);

(@  Any amount implicitly charged on the amount invested such as the costs
incurred for the management of the investments of the insurance company
(deposit fees, costs for new investments, etc.);

(hy  payments to third parties to meet costs necessarily incurred in connection with
the acquisition or disposal of any asset owned by the insurance-based
investment product (including transaction costs as referred to in points 7 to 23 of
this Annex).

54-Where an insurance-based investment product invests a part of its assets in UCITS;
or AlFs; in a PRIIP other than UCITS efor AlFs or in an investment product other than
a PRIIP, points 5(1), 5(m) and 5(n)_of this Annex shall be applied respectively.

Cost disclosure of the biometric risk premium of insurance based investment
products Costs part of biometric risk premiums

55-Biometric risk premiums are those premiums paid directly by the retail investor or
deducted from the amounts credited to the mathematical provision or from the
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participation bonus of the insurance policy, that are intended to cover the statistical risk
of benefit payments from insurance coverage.

56-The fair value of biometric risk premiums is the expected present value (according
to the interest rates referred to in point 7271(a)_of this Annex) of the future benefit
payments from insurance coverage taking into account_the following:

(@  best estimate assumptions on these benefit payments derived from the
individual risk profile of the portfolio of the individual manufacturer;-and;

(b)  other payoffs related to insurance cover (rebates on biometric risk premiums
paid back to the policy holders, increase of benefit payments, reduction of future
premiums, etc.) resulting from profit sharing mechanisms (legal and/or
contractual).

57-Best estimate assumptions on future benefit payments from insurance coverage
shall be set in a realistic way.

58-The estimated future benefit payments shall not include prudency margins or costs
for the management of the insurance cover.

59-For manufacturers within the scope of Directive 2009/138/EC these best estimate
assumptions shall be consistent with the respective assumptions used for the
calculation of the technical provisions in the Solvency Il balance sheet.

60--The cost part of biometric risk premiums is the difference between biometric risk
premiums charged to the retail investor referred to in point 5554 of this Annex and the
fair value of the biometric risk premiums referred to in peints—-56:point 55 of this
Annex.

peint53(d)-the A PRIIP manufacturer may include the full biometric risk premiums in
the calculation of one-off;_costs or recurring costs._in the place of the cost part of it.

PART 2
Summary cost indicators and Sempeundcompound effect of the costs

I Summary cost indicators

indi -
62-The summary cost indicator of the PRIIP is the reduction of the yield due to total

costs calculated aceording-tein accordance with points 7170 to #3-72 of this Annex.

63-For the calculation of the summary cost indicator the costs to be disclosed referred
to in point #372 of this Annex shall be the total costs. This shall equal for investment
funds the sum of the costs as referred to in points 1 and 2 of this Annex plus the sum of
the costs as referred to in points 4 and 6 _of this Annex; for PRIPs other than investment
funds, except PRIIPs referred in point 12 of Annex IV peint-12;, the sum of the costs as
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referred to in points 27 and 28 of this Annex plus the sum of the costs as referred to in

pointpoints 31 and 32 and-33of this Annex; for PRIIPs referred to in-Anrex-P/peint
12; point 12 of

Annex 1V, the sum of the costs as referred to in points 35-areé-3634 and 35 of this
Annex; and for insurance-based investment products, the sum of the costs as referred
to in points 48-and-4947 and 48 plus the sum of the costs as referred to in points 51-and
5250 and 51 of this Annex. The total costs shall also include exit penalties,
relevant:where relevant.

One-off costs and entry/ exit cost ratios

64-The entry and exit costs ratio of the PRIIP shall be the reduction of the annual yield
due to entry and exit costs calculated according to points 7170 to #3-72 of this Annex.

65-For the calculation of the entry and exit costs ratio the costs to be disclosed referred
to in point 7372 of this Annex shall for investments funds be the entry and exit costs
according to points 1 and 2_of this Annex; points 27 and 28 of this Annex for PRIPs
other than investment funds, except PRIIPs referred in Arnex-P/point 12_of Annex
1V; point 35 for PRIIPs referred in Anrex-P/point 12 of Annex IV; and points 47 and
48 ana-490f this Annex for insurance-based investment products. Exit costs shall also
include exit penalties, Hwhere relevant.

Recurring costs, portfolio transaction costs and insurance costs / other recurring costs
ratios

66--The portfolio transaction costs, insurance costs and other recurring costs ratio of
the PRIIP shall be the reduction of the annual yield due to portfolio transaction costs
and other recurring costs calculated according to points 7170 to #3-72 of this Annex.

67-For the calculation of the portfolio transaction costs ratio and the insurance costs
ratio_the following shall apply:

(@) Ferfor the calculation of the portfolio transaction, the costs to be disclosed
referred to in point 7372 shall be the portfolio transaction costs according to
points 7 to 23 of this Annex for investment funds, point 29(c) of this Annex for
PRIPs other than investment funds, except PRIIPs referred in ppoint 12 of
Annex IV-peint—212;, and point 5352(h) of this Annex for insurance based
investment products:;

(b)  Ferfor the calculation of the insurance costs ratio, the costs to be disclosed
referred to in point 7372 of this Annex shall be the insurance costs according to
points 59 and 60 and-61of this Annex for insurance based investment products.

68—-The other recurring costs ratio shall be the reduction of the annual yield due to
other recurring costs that is calculated as the difference between the summary cost
indicator according to point 6261 of this Annex and the sum of the one-off costs ratio,
according to point 64,63 of this Annex, plus portfolio transaction costs ratio, according
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to point 67-66(a), plus insurance costs ratio, according to point 67-66(b)_of this Annex,
plus the incidental costs ratios, according to point 69-68 of this Annex.

Incidental costs and incidental costs ratios (performance fees and carried interests
ratio)

69-For the calculation of the performance fees ratio, the cost to be disclosed referred to
in point 7372 shall be the portfolio incidental costs according to point 6 (a)_of this
Annex for investment funds. For the calculation of the carried interests ratio, the cost to
be disclosed referred to in point 7372 of this Annex shall be the portfolio incidental
costs according to point 6 (b) of this Annex for investment funds.

76-The **ongoing costs”’, “‘performance fees”” and ‘“carried interests*’ as referred to in
Annex VII are respectively the *‘recurring costs’, ‘‘performance fees ratio’’ and

*“carried interests ratio” as referred to in the-presentthis Annex-\ and in Article 5.
Calculation of summary cost indicator

#+-The summary cost indicator shall be calculated as the difference between two
percentages i and r where r is the annual internal rate of return in relation to gross
payments by the retail investor and estimated benefit payments to the retail investor
during the recommended holding period and i is the annual internal rate of return for
the respective cost free scenario.

7#2-The estimation of future benefit payments under point 7170 of this Annex shall be
based on the following assumptions:

(@) Except for PRIIPs as referred to in point 12 of Annex 1V, the annual internal rate
of return, i.e. the performance, of the PRIIP shall be calculated applying the
methodology and the underlying hypothesis used for the estimation of the
moderate scenario from the performance scenarios section of the key
information document;

()  Fhethe benefit payments shall be estimated under the assumption that all costs
included in the total costs according to point 6362 of this Annex are deducted;

(© Ferfor PRIIPs as referred to in point 12 of Annex 1V, the performance shall be 3

%.

13—Calewlations—forFor _the purpose of the calculation of the cost free scenario
mentionedas referred to in point 7370 of this Annex the following shall apply:

(@  Ferfor the calculation of i either gross payments by the retail investor from the
calculation of r shall be reduced by the costs to be disclosed or the projected
benefit payments to the retail investor from the calculation of r shall be
increased under the assumption that the amounts of the costs to be disclosed had
additionally been invested. Then i is the annual internal rate of return in relation
to these adjusted payments by and to the retail investor:;
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()  Wherewhere costs to be disclosed can be expressed as a constant percentage of
the value of the assets they may be disregarded in the calculation described in

point #372(a)_of this Annex and instead be added to ithe percentage of the
annual internal rate of return (i) for the respective cost free scenario afterwards.
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Specific requirements for PRIPs other than investment funds:

74-For the purpose of the calculation of the cost free scenario mentionedas referred to
in point £370 of this Annex for PRIPs other than investment funds, gross payments by
the retail investor from the calculation of r, as referred to in point 73,72 of this Annex,
shall be reduced by the costs to be disclosed.

Specific requirements for insurance-based investment products:

7#5—For the purpose of the calculations described in points #1-+te—7370 to 72 of this
Annex, it shall be assumed that, for insurance-based investment products-it-shaH-be
assumed-that, no payments resulting from insurance coverage occur during the holding
period-e-. Therefore/That is to say, the calculation of the summary cost indicator shall
be solely based on estimated endowment benefit payments.

76-To the extent recurring and one-off costs are covered by explicit costs that are a
fixed part of the premium calculation of the product the calculation of recurring and
one-off costs shall be based on these explicit costs.

+#—ProfitFor_profit participation for insurance based investment products_the
following shall apply:

(@) Whenwhen calculating recurring costs and one-off costs for insurance-based
investment products amounts retained from the investment return through profit
sharing mechanisms shall be considered as costs;

()  Wherewhere a part of the costs is returned to policy holders by separate cost
bonuses this shall be considered as a cost rebate that reduces cost deductions
provided:

(i) Fhethat the cost bonuses are declared separately from other parts of the
participation bonus and are intended for refunding parts of the costs by
the contractual terms of the product.

iy ~ Fhethat the insurer can substantiate on the basis of sound actuarial
methods that expected future cost bonuses are covered by expected future
profits that result from prudent assumptions on future costs.

Calculation of ratios
Anti-double counting principle

#8—If one type of cost is covered by two or more types of costs as referred to in the
presentthis Annex, thisthat type of cost shall only be accounted for once in the
calculation of the indicators (ratios) which are based on it.

Other specifications

79— FheseThe ratios shall be expressed as a percentage to two decimal places.
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80—FheseThe ratios shall be calculated at least once a year.

81TheseThe ratios shall be based on the most recent cost calculations which the
PRIIP manufacturer has determined. Without prejudice to point #8;77 of this Annex ,
the costs are assessed on an “‘all taxes included’’ basis.

As for investment funds the following shall apply:

(a) a separate calculation shall be performed for each share class, but if the units of
two or more classes rank pari passu, a single calculation may be performed for
them;

(b) in the case of a fund which is an umbrella, each constituent compartment or
sub-fund shall be treated separately for the purpose of this Annex, but any
charges attributable to the fund as a whole shall be apportioned among all of the
sub-funds on a basis that is fair to all investors.

82—Apart from the first calculation for a new PRIIP, and if not stated otherwise,
thesethe ratios shall be calculated at least once a year, on an ex-post basis. Where it is
considered unsuitable to use the ex-post figure because of a material change, an
estimate may be used instead until reliable ex-post figures reflecting the impact of the
material change become available.

83—-The ex-post figures shall be based on recent cost calculations which the PRIIP
manufacturer has determined on reasonable grounds to be appropriate for that purpose.
The figures may be based on the costs set out in the PRIIP*’s statement of operations
published in its latest annual or half-yearly report, if thisthat statement is sufficiently
recent—. It it is not_sufficiently recent, a comparable calculation based on the costs
charged during a more recent 12-month period shall be used instead.

84—Information about the ratios that were applicable during previous years / periods
shall be published at the location which is specified in the key information document as
the general source of further information for investors who require it.

85-Where the costs attributable to an underlying UCITS or AIF are to be taken into
account _the following shall apply:

@@  the cost indicator of each underlying UCITS or AIF isshall be pro-rated
according to the proportion of the PRIIP’s net asset value which that UCITS or
AIF represents at the relevant date (being the date at which the PRIIP*’s figures
are taken);

()  all the pro-rated figures areshall be added to the total cost figure of the investing
PRIIP itself, thus presenting a single total.

Calculation methodology for new PRIIPs
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86-In place of ex-post data, estimates shall be used in the calculation of the different
types of costs. Such estimates shall be carried out by adopting as proxies either a
comparable PRIIP or a peer group.

87—For PRIIPs which charge a fixed all-inclusive fee, that figurefee shall be used
(provided it includes all costs to be presented under the PRIIPs cost disclosure
requirements).

88-For PRIIPs which set a cap or maximum on the amount that can be charged, (and
provided it includes all costs to be presented under the PRIIPs cost disclosure
requirements) where-tastead-that figurecap or maximum shall be used_instead so long
as the PRIIP manufacturer gives a commitment to respect the published figure and to
absorb any costs that would otherwise cause it to be exceeded.

89-If, in the PRIIP manufacturer:’s opinion, expressing a figure to two decimal places
would be likely to suggest a spurious degree of accuracy to investors, it shall be
sufficient to express that figure to one decimal place.

90-The PRIIP manufacturer shall ensure that the accuracy of the estimated figure is
kept under review. The PRIIP manufacturer shall determine when it is appropriate to
begin using ex-post figures rather than an estimate; but in any case it shall, no later than
12 months after the date on which the PRIIP was first offered for sale in any Member
State, review the accuracy of the estimate by calculating a figure on an ex-post basis.

II.  Compound effect of the costs
Common requirements to all types of PRIIPs

91-The table(s) referred to in Article 5-ef-this-Regulation shall contain an indication of
the total costs in monetary and percentage terms for the case that the retail investor
invests, respectively 10 000 € (for all PRIIPs except regular premium insurance-based
investment products), or 1 000 € yearly (for regular premium insurance-based
investment products) during different holding periods, including the recommended
holding period. The holding periods to be shown are those referred to in points 14 to 16
of Annex IV. Where a product is considered not to have an alternative liquidity facility
promoted by the PRIIP manufacturer or a third party, or where there is an absence of
liquidity arrangements, or for those PRI1IPs as referred to in point 12 of Annex IV-peint
12the-aferementioned, that indication of costs may be shown only at maturity or at the
recommended holding period.

92-Where the currency of the PRIIP is not in Euros, an amount of a similar magnitude
to those set out in point 9390 of this Annex and which is cleanly divisible by 1000 shall
be used.

93-The total costs shall include one-off, recurring and incidental costs, and, Hwhere
relevant, exit penalties.
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94-Exit penalties are to be distinguished from other exit costs which have to be paid in
any case and therefore always need to be included in the one-off costs.

95-The relevance of exit penalties depends on the holding period of the investment and
the exact moment when the product is cashed in. Exit penalties are not relevant if the
investment is kept for the recommended holding period.
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ANNEX VII
PRESENTATION OF COSTS

The Reduction in Yield (RIY) shows what impact the total costs you pay will have on the
investment return you might get. The total costs take into account one-off, ongoing and
incidental costs.

The amounts shown here are the cumulative costs of the product itself, for three different
holding periods. They include potential early exit penalties. The figures assume you invest
[€10 000 (OR €1000 each year for regular premium PRIIPS)]. The figures are estimates and
may change in the future.

Table 1
Cost over time

The person selling you or advising you about this product may charge you other costs. If so,
this person will provide you with information about these costs, and show you the impact that
all costs will have on your investment over time.

Table 2
Composition of costs
The table below shows:

«TFhethe impact each year of the different types of costs on the investment return you
might get at the end of the recommended holding period;

«Whatthe meaning of the different cost categories-+rean.
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On the same basis, the additional impact of your insurance premium payments (equivalent to
the estimated value of insurance benefits) is [x%]. Details of the insurance benefits such as
death benefits are in the section “what is this product”.
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For PRIIPs offering a range of options for investment, PRIIP manufacturers shall use the table
1 and table 2 of this Annex for the presentation of the costs, showing for each of the figures in
each table, as relevant, the range of the costs.
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