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EIOPA welcomes comments on the Consultation Paper on EIOPA's advice on the
development of an EU Single Market for personal pension products (PPP), focussing

ar.

G1: Would PPPs benefit from harmonisation of provider governance standards? \What
chould be the basis for provider governance standards for PPPs? Do you agree with
EIOPA's proposals?

Q2 Would PPPs benefit from harmonisation of product governance rules? What should
be the basis for product gowvernance rules for PPPs? Do you agree with EIOPA's
proposals?

Q3 Would PPPs benefit from harmonisation of distribution rules? What should be the
basis for distribution rules for PPPs? Do wou agree with EIOPA's proposals?

Q4 Would PPP benefit from harmonisation in disdosure rules? What should be the
basis of these rules? Do you agree with EIOPA's proposals?

G5 Are you aware of any differences in prudential regimes that would lead to an
unlewvel playing field amaongst PPP providers? Do you agree with EIOPA's view not to
add spedfic capital requirements for PPPsT

Q6: Are further supervisary powers - tailored to PEPP - necessary? Do you agree with
EIOPA's proposals?

07 Do wou agree with EIOPA's assessment of the paolicy options' impacts?



Taking into account further analvses and in particular stakeholders' input, EICPA now
proposes a PEPP that is characterized by the following features:

# Standardized information providion baszed on the proposzals of a KID within the
PRIIPs framework
» Standardised limited inpestment choices and  defining one default "core®

inwestment option, whidh takes into account the link between accurmulation and
decurnulation

Requlated, flexible, biometric and financial quarantees

Requlated, flexible caps on cost and charges

Requlated, flexible switching and transfer of funds

Mo specification of decumulation aptions

- b



AAE procedure

Comments until 6 April
Draft 12 April

MA approval 19 April
Due 26 April



2. Addressing failings of an inefficient
market

Individuals have been proven to manifest undesirable behavioural conduct based
on errors of cognition [bounded rationality, framing biasg) or emotional influences
[sktatus quo bias, reqret aversion bias), “ery often financial studies have
dernonstrated that suboptirnal choices are made in the context of lack of
infarrn ation and lack of perfect knowledge., In the caze of personal pensions,
consurners find & difficult to make optimal choices when confronted with 2
comples, eshaustive, difficult to understand and mukiple choice system that has a
utility beqginning in the distant future (triggering an inner conflict of opting for a
lang term goal in fawour for short term gratification], & well dewveloped,
straightforw ard, e=asy to understand and transparent personal pension product
would, in this situation, make a notable difference for the future of consumers and
perzonal pensions systems alike|



2.1 Setting appropriate provider governance
standards for personal pensions

For PPPs, EICPA thinks that the scope for the fit and proper regquirem ents must be
defined in the first place. The person or qroup of persons effectively running the
business, ulimately bearing the responszibility or holding a key function in the
walue chain, and should therefore posszesz aufficient skill knowledge and
experience to carry out the role(s), With regard to scope, MIFID O, UCITS and
AIFMD provide some insight into rules covering outsourced actvities, General
definidons of the scope of fit & proper requirements are contained in Salvency II
and CRD INYCRR, Once the scope has been defined the specific requirements that
must be fulfilled in order for a particular person to be reqarded azfit and proper to
bear the responsibility of his or her tasks in a PPP provider's value chain have
be determined. These requirements depend on the individual tasks that the
position holder must carry out IDD for example provides some requirements for
distribution posts [sufficient training and education among others), UCITS
describes prerequisites for eligible tied agents, market operators and data
praviders, where Solvency II and CRD INY CRE ==t out the requirements on an
abstract level, Good reputaton and integrity, as well as being able to demonstrate
that the person can act in the best interest of the clients are basic features every
candidate should exhibit (see e.q. AIFMD), CRD INY CRE require that the holder of
a podtion that iz within scope of the fit and proper requirem ents must devots
sufficient time to perfarm their duties and accordingly sets limit 2.9, on the
nurnber of contermporaneously-held directorships,



2.1 Setting appropriate provider governance
standards for personal pensions

Consistentdy with EIOPA's views in the P an PEPP, EIZPA believes that providers
should maintain a zound risk management funcdon and actuarial function, if
biometric risks are covered by the contracts issued. Furthermore, they should
have an effective internal contral svstem and reqular assessment of compliance
should farm part of this effecive internal control system, The framework for
internal contral should include at least administrative and accounting procedures
and reporting and compliance arrangements outsourcing arrangernents and
appropriate controls for outsourcing, Furthermore, the set-up should contain a
whistle-blowing requirerent for the compliance function to inform the supervizory
authority in those cases where the administrative, management board of the
provider does not take appropriate and timely remedial action, The whistde-blower
should be legally protected,

EIZPA beliewves that the principles gqowverning rermuneration policy should be
designed zuch that a remuneration policy must be consistert with, and prom ote,
zound and effective risk management [(concurrent wording in CED IN UCITS and
AIFMD], In order to avoid conflicts of interest, 3 quiding principle should be that
the remuneraton according to an eligible palicy enaures that the remunerated
person always acks in the best interest of the consumer, Additionally, there could
be an abligation introduced o publicly disclose sither the remuneration palicy, or -
probably moare effective in terms of transparency and consumer protection — the
actual remuneraton structure,



2.1 Setting appropriate provider governance
standards for personal pensions

EICPA believes that the risk self-assessment carried out by 3 provider should not
only comprise the review of the risks zpecific to the business of offering PPP
product(s]l, such as liquidity, market, credit, possibly insurance, biometric and
langevity rizks and — connected to that — the =zalvency position of the PPP pravider,
Al types of risks that could affect the provider should be challenged: operational
tisks, risks arising from likely changes in the legal, economic and social fram ework

of the relevant markets and many more,

The risk self-assessment should be conducted regularly, presumably on an annual
basis, and brought to the attention of the supervizor, The assumptions made
should be clear and the range and granularity of risks considered should be
propottionate to the nature, volume and complesity of the PPP products offered.

EICPA zuggests to follow the szector-zpecific requirementz on the use of
depositories to best reflect the provider's characteristics and business model, as
those requirements are not necessarily specific to PPPs,

fz the emphasiz outsourcing receives in the legal acts abvioudy heavily depends
on the type of PPP provider, EIOPA recommends that relving on the applicable
European requlation gqoverning outsourcing applicable to the specific PPP provider
would be a simple and effective zalution,



2.1 Setting appropriate provider governance
standards for personal pensions

In EICPA = view, PPP providers must have in place an effective risk-mmanagement
sustern comprizing strategies, processes and reporting procedures neceszary to
identify, measure, maonitar, manage and report, on a continuous basis the risks and
their interdependendes, at an individual and at an aggreqgated level, to which they are
or could be esposed. That rizsk-management zvstern must be effective and well
integrated into the organizational structure and in the decizsion-making processes of
the PPP provider with proper consideration of the perzonz who effectively run the
entity or have ather key functions,

Consistently with EICOPA s views in the CP on PEPP. EICPA believes that prowviders
should have an effective intermal control swstermn and reqular assessment of
compliance should form part of this effective internal control system. The internal

audit function would need to include an evaluation of the adequacy and effectiveness
of the internal control systern and other elements of the system of gqovernance of

providers, including the outsourced aitical or important functions or actvities,

EICPA considers it essential that sufficient supervisory powers exist far every PPP to
ensure the interests of PPP benefidaries are effectively protected, irrespective of the
leqal form of the PPP provider, In general, EICPA considers the responsibilities and
powers of supervisors as set out in sectoral requlation as a strong basiz foar this, but

care may be needed to ensure clear allocations of responsibilites in ooss-barder
sifuations,



2.2 Information to PPP holders

EICPA recommends that, based on EIOPA = previous findings, effective inform ation
provizion hasto be framed in terms of clear behavioural purposzses, seek to answer
kew quesztions, it should as far as possible be personally engaging and should
restrict the number of topics covered (short and simple), while using reference
points and svleS language that can work for the intended audience. As such,
whilst information provision will not directdy mitigate bounded rationality problems,
it may prove helpful with angeoing consumer engagement Additionally, there is
evidence suggesting that interactive automated tools can have a positive impadt
on consurmers actual decision-making, In this respect, leszonsz learned from
behawvioural economics should be considered when designing such toals,

Consurmers should not become detached from the retirement zawvings process,
Therefore, EIOPA recommends that prospective and current pension savers should
receive effective infarmation from prowviders, For thizs reason, a “lavering approach®
seems important in a first layer of inform ation consumers should be able to find
answers to their "key’ questions. In subszequent lavers of information consumers
should be able to retrieve answers to further questions, The content can be more
comples for engaged consumers, Additdonally, legal information should be
retrievable and be written in comprehensible language,



2.2 Information to PPP holders

It iz impottant to acknowledge that lavering of information should be permitted,
including the additon of links in the PPP disdosure to where more detailed
inform ation can be found., A provider should make certain that the member
dizpozes of the neceszzary and immediate comparable information in order to be
able to choose based on hiz own profile from the available choices reqarding the
characteristics of the available PPPs (risk and reward characteristics, structure of
the product, implied costs), However, the bazic PPP disclozure and it=focusz on kew
"&b’ should not be undermined by lavering, for instance by remowing or
downplaving important inform ation, The PPP disclosure should in all cases offer a
fair, clear and not misleading representaton of the PPP, which is balanced and
objective,



2.2 Information to PPP holders

& common basic structure for PPP pre-contractual disclosures - as a starting point,
EIZPA would propose the following basic structure for dewelaping PPP discloaures,
building on the PRIIPs KID, though this might need adapting as necessary for different
PPP:z and their features:

+ Deataila of the requlator/supervisor, the identity of the PPP provider, and how
to contact these

*+ Whatis thia PPP?* This could also include information on how the PPP works -
inwestrnent objectives and the strategy for achieving them, including on how
the de-rizking, if applicable, waorks and any limitations 2.9, on assets that are
inwested in. The information should address whether the consumer needs to
chooze between investrnents, [In the latter case, the information could be =plit
between 2 general docurment about the PPP in general and more specific
infarmation about each investrment option, including details of its risks rewards
and costs] Where the PPP offers biormetric risk cowver it should be explained in
this section,

+ What ara tha rigks and what could I gat in return® Depending on whether
there iz a chaice offered thiz would shaw the risks and returns in a balanced
way to show the rigks plainly and clearly, but alzo communicate how accepting
short term walatility might be appropriate for getting better long term
outcomes, Far PPPs the concept of risk has to be considered with respect to
diffarent time horizans, consistendy with the distance to retirement of
individuals and to the life-cycle approach to investrment, Awoiding short term
rizk can mean facing other rizk=s (2.9, linked to inflation] over the langer term;
risks anyway need to be taken to get returns, The secdon zhould include
projecions ta retirernent under different scenarioz, and information on the

passible income in retirernent, It should also addrezs whether the PPP includes
a guarantes, and, if any, the limitations ar features of thiz quarantes, In this
content a risk indicator similar to that with the PRIIPs KID could be designed
to indicate risk in the short term, while performance scenarios could be mare
useful for communicating risk in the long term, Howewer, consumer testing
might be used to consider how these instruments need to be adjusted to
ensure the dear communication of a balanced message on riskz and rewards
overall, in wiew of the long halding periods that have to be cansidered for PPPs,



2.2 Information to PPP holders

What if tha PPP providar ia not abla to pay out? Information on whether
the PPP provider iz a participant in a guarantee scheme in case of defaul
cshould be included, This can be very important where different PPP providers
are differently covered,

What are the costa® This should include all costs - in a manner that is
consistent with the approach used for the PRIIPs KID - covering both PPP cozts
and thoze at the level| of the underlving investments Clook through”l. It should
include both monetary and % fiqures, and include “cumulative’ fiqures to the
retirernent date used far the projection information,

Can I access my funds sarly and what would it cost® Can I switch my
investrnents to another PPP provider and what would it cost? This information
should be included as relevant, The costs assodated with ordinary switching
(between different investment optons but staving with the zame provider)
zhould be included in the cost section, &ny limitations on early redemption, for
instance in view of investment in less liquid assets, should be dearly disclozed
here,

What happana if I dig? This secton should address this particular situation.

What happana if I atop paying® This could include information on whether
you can get your money J transfer your money to another PPP provider during
the lite of the contract. It should not simply duplicate information related to
zw itching.

What choices will I nead to makse in tha futura? Different PPPs can offer
different possibilities, depending on national laws, as to the future steps the
consurmer might need to take — this could include, for instance, a chaoice ower
whether to take a lump sum on retirement, or on the type of annuity to be
taken, It could also, during the life of the PPR. be necessary to assess the
performance of the PPP and itz continued appropriateness. These should be
stressed in the PPP disclasure,

How can I complain® This should include infarmation on complaints handling.

thear information.



2.2 Information to PPP holders

In EIOP&'s view, the cost dizsdosures in the PRIIP= KID should be considered for
use as a basiz for PPP disclosures, following a similar calculation methodolagy and

presentational approach, There may need to be some supplementation of detailed
measures to show how spedfic costs related to PPPs are to be calculated or

esimated, For PPPs, however, a large part of the costs will typically be the costs
telating to the management of the underlving investrents, where thess
underlying investments may be in practice PRIIPs whose investment management

costs will be disclozed in their respective KID,

EICPA iz of the view that the type of information that iz relevant for the pre-
contractual phase need to be followed-through in the annual statement which

consurm ers shall receive, Hereby, particular attention should be given o
infarm ation concerning:

*+ Risks and return
* Costs
* Choices: Accessto funds and switching, cancellation of contributions

# Decumulation



2.2 Information to PPP holders

EICPA believes that critical decision making points and reaching the decumulation
phase need to be prepared properly by prowviding tailored inform ation at national
level [due to regulation on deocimulation being specific to Member States] in
advance of these events,

In EIOPA's wiew sudh standardization of the information prowided to consumers
would be ezzental (though not sufficient in t=self] to the success of a PEPP, This is
becausze consistency in information would be crucial in the cross-border situation,
aiding both consumers in using and comparing PEPPs across different providers,
including those working cross-border, while it would be alzo crucial in allowing far
smooth oooperation between host and home supervisors, Experience in other
markets — including that for UCITS - has shown that divergent disclosure and
marketing requirements need to be tackled through standardization if the full
benefits of the Single Market are o be realized,



2.3 Distribution of PPP

Two specific aspects are worth highlighting:

&+

The first iz the long term nature of PPPz and the necessity, therefore, in
EICPA's view, for a long term focus in the prowvizsion of distributon ssrvices,
including adwice, This relates, amongst other things, to the support consum ers
will need at future trigger points - for the correct angoing monitaring of their
PPP arranqements, and the need to plan ahead when approaching retirement.,

The second izthe role of non-advized distribution. While EIOPA recognizzs this
will not be a channel that iz suited to all consumers and their needs, and that
advice haz a crucial role to play for zome consumers with more comples needs,
EICPA considers that non-advized distribution has a2 key role to play,
patticularly in the context of a highly-standardized PEPP and itz proposed
‘default’ option, which will have an inherent high level of built-in consumer
protection, EIOPA supports the consurer protecton approach which wvaries
consurner protections in wiew of the complexity of the product and the extent of
detriment possible for the consumer. As noted, EICOPA believes it will be crucial
for the PEPP that non-advised online zales of the defaul option are possible in
a cost-effective manner,



2.3 Distribution of PPP

EICPA believes that the standardisation of a PEPP allows for additional possibilites
particularly in the contest of online distribution and non-advised sales,

online distribution could indeed help to alleviate the information asymmetry
between PEPP providers and PEPP holders, Consumers may derive benefits from
online distribution, particularly in the area of cost zavings, Further benefits may be
realized ezpecially when dizclosure requirerents and product comparability are -
due to standardization - able to facilitate effective comparizons between different
PEPP offerings In wiew of these factors, EIOPA believes it would be beneficial, alsa
in wiew of aiding the development of the single market, o facilitate non-adwvized
online distribution of the PEPP, by enszuring that the defaul investment option of
the PEPP iz alwavs designated - by wirtue of itz strong regqulaton - az 'non-
comples' zo asz to awoid the application of appropriateness requirements, as
required for comples instruments under MIFID and comples IBIPs under IDD,
'Dermands and needs' requirements foreseen in the IDD for all insurance
distribution shall need to be calibrated carefully in the context of anline zales of
insurance-based PEPPs,

That zaid, one should be mindful that the digital PEPP market of the future rmay
intraduce some new specific conzum er detriment or inarease, due to the nature of
the internet, the scale of difficulties that exist already in offline distribution, It will
be important for palicymakers and distributors alike to be alert to the potential for
such developments and work proactively to manage them in the best interests of
CONSUM ers,



2.3 Distribution of PPP

EICPA would like to highlight the following specific points that in its view are of
particular relevance, in the contest of the requirem ents set outin the IDD, MIFID
and DMD*® for insurance baszed investrment products and financial instruments that
are dmilar to PPPs

L

The nature and scope of any advice should be made very clear, including any
limitations on the range of the advice, In non-advized zales, the consumer
cshould be wvery carefully informed of this fact, and any impression of advice
awnided, The risk taken on by the consumer in such a case should be made
clear,

Access to advice is likely to be important for many consumers, even though
EICPA does not consider a mandatory advice regime to be appropriate.

Zoaling off periods should be available,

When assessing the suitability of a3 PPP, advisors should take into account the
long term nature of a PPP commitment, and the consumers' expectations in the
content of retirement, including the options that may be awvailable at
retirernent, Cther pension arrangernents that the consurmer has should also be
considerad,



2.3 Distribution of PPP

To properly provide ongoing advice services and be proadtive in daoing sa, EIOPA
believes that the diswributor will need to monitor and review the product in the
context of the zaver's needs and future planz. For known trigger events such as
when the zaver iz nearing retirernent the provider or distributar az appropriate will
need to prompt the saver about the upcoming event and ensure that the
consumer has all the required relevant information to deal with these trigger
events and that such information has been provided in a clear and understandable
form. Contact details should be prowvided to allow the saver to seek further
infarm ation, ask questons or seek adwice i appropriate,



3. Single Market for personal pensions —
opportunity for greater etficiency gains

To achieve a consumer-centric approach, EIOPS propozes that providers rust:

L

L

L

Identify a target market
Consider the neads of the target market
Design products that offer solutions for these needs

Zarry out stress testing of the product, e.q. using realistic 'worst' (and 'best")
case sCenarios to ensure a clear understanding

Select appropriate distributon channels, and ensure these channels understand
the nature of the product on offer and the target market for which it may be
suitable

Manaqe potential risks for the target market on an ongoing basiz

Monitor that the product is being sold to the right consumers in the right target
market

Account for changing consumer behaviour over ime



3. Single Market for personal pensions —
opportunity for greater etficiency gains

Product standardisation iz notjust about generating efficiency gains, it also helps
aovercome information  asymmetry, The economic rationale for  product
standardization typically stem = from the need to reduce both transaction costs and
infarm ation  asymmetries, Whilst lower transzaction costs result in decreasing
production and distribution costs, they also reduce zearch costs (e.q. time and
effort]) for consumers by sending transparent signals on the product quality, In
addition, product standardization can facilitate economies of scale and cost
efficiencies, two elements necessary to foster competition and innovaton, In the
context of persanal pensions, product standardization presents five benefits:

(11 By simplifeing the characteristics of PPPs, product standardization szeks to
avercome inform ation asymmetries as well az help consumers overcome cognitive
and behavioural biases which often lead them to sub-optimal (retirerment saving)
autcormes;

(2) By reducing the diversity and number of product characteristics e.q. choice of
investrent options, product standardizaton can lead to econamies of scale and
hence lower costs, Furtherrnore, simplifeing and reducing the number of product
characteristics through standardization can help PPP market plavers better focus
an their target market through a better alignment of consumers' needs This in
turn, helps facilitate market take-up for PPPs;

(3] Product standardizsation facilitates irformation standardization which in turn
aszsists consumers with waluable and transparent information to evaluate and
compare product characteristics of PPPs,



3. Single Market for personal pensions —
opportunity for greater etficiency gains

(4] Product standardisation represents an important instrument to facilitate the
diffusion of product innovation, Whilst the development of new PPPsis a necessary
condition for promoting innowatdan, it is not sufficient, on its own, the diffusion of
innovation, such as newly created PPPsz, iz a pre-requisite to any future positive
impact on the economy., By reducing information asymmetries and enabling
qreater product comparability, product standardiszation can increase the probability
for consumers to purchase PPPs, especially if standardization led to lawer costs far
cansum ers through economies of scale, Achieving critical mass consecutively
increaszes the likelihood for new innowvations.

(2] In the contest of the EU Single Market, sstting common PPP characteristics
and minirmum quality standards that consider both the needs and behavioural
biases of EU consumers would ease market access barriers, This iz becauss
product standardisation at EU level would facilitate more stable and predictable
behaviour between market plavers seeking to offer PEPP by lowering information
costs, Furthermore, reducing the variety of PPP characteristics through a simplified

PEFF would contribute to increasing cross-border and intra-sectoral transactions
within the Single Market,



3. Single Market for personal pensions —
opportunity for greater etficiency gains

EICPA does not favaur periodical cost-free switching periods per =se, Introducing a
minirmurn investment period in PPPz or the PEPP could make the PEPP lesz
attractive to consumers compared with the products currently available at national
markets, Howewver, in order to avoid an uneven alignment of shaor-term liabilities
and long-term investments that create cosdy liquidity risk and may eventually
even impact financial stability, some limitations on switching, such asz minimum
holding periods should be possible.Setting dates or tming of periodical free
transfers could determine consumer behawviour, potentially against their own
interests, It could delay their switch to the nest cost-free period or give the
i pression consumers need to switch during a specific period, asthey cannot da it
with the zame costs in the upcoming vears,

Costs for switching need to be fair - the implementaton of a right for consumers
to switch between PPP providers qoesz hand in hand with a cost increase for the
PPP prowiders, In order to mitigate the risk that costs are being hidden or
mutualized between all PPP holders of one prowvider, ewvertually reducing
investrment returns for those who are not switching, EICPA is of the wview that
tranzparent, clearly allocated costs of switching are preferable to mandated free-
of-charqe switdhing, The applicable charqes should be fair and reflect the true
costz borne. Punitive chargez would be prevented by full transparency, az
endorsed by market pressure, However, national supemizory authorities should be
attentuwe to actual market practices and monitor if the actual switching costs are
reasonable and reflect the administration and transaction costs actually borne,



3. Single Market for personal pensions —
opportunity for greater etficiency gains

EICPA agrees that a cap on costs and charges should be the measure of last resort:
in an imperfect market like personal pensions, Clearly, in termsz of fostering
healthy competiton and using rarket pressure through disclosure, caps on costs
and charqesz are not the first-best option., Howewver, considering consumers'
cognitive biases, az explained in the information section, and shortcamings in full
standardization of these comples products, it may require setting caps on cost and
charges - at least for the default investment option - in the interest of the
consumer. Setting the right level of the cap may need to be left to the Member
States' discretion to tailor it to local cost structures In addition, the need for
additional supervizory powers tailored to PEPP may need further considerations in
the future which could invalve:

+ Developing a common EU standard defined level of a Total Expensze Ratio
[TER]), expensesin relation to services provided, applicable to PERP

+ Requiring providers to disclose the target charge/TER for each of PEPP's
inwestnent options and if exceeded, systematically inform and esplain to both
PEFP holders and national supervisory authorities the reasons and remedial
acdons

EICPA rermains of the wiew that the benefits of standardization, including
optimising returns and cutdng costs through economies of scale can largely be
achieved in the accumulation phase. EICPA would require further analvsiz on the
advantages and disadvantages of various decurulation aptions [ar a combination
thereof)l, ie lump sums programmed withdrawals, life-time (inflatdon-indesed)
annuities, as well as, ongoing-life styled =zaving=



3. Single Market for personal pensions —
opportunity for greater etficiency gains

EIZPA believes that the eszental features of the PEPP should include a default
investrment opton and, if provided, a limited number of alternative inwvestment
optdonzs that adhere to the following quiding principle =

L

Simplicity: The default investrent option consists of investment vehicles that
zeek to meet a range of needs =uitable for a largqe proportion of consumers
within the Single Market, PEPPs can also include a limited szet of alternative
investment optons to the default investmnent option where decision-m aking is
made as simple as possible for consumers, Alernative inwvestment options
available to consurmers should be limmited and set in such a way that it prevents
consumer choice owverload and confusion. The akernative investment options
should offer a range of funds from several broad investment strategies that
work and are suitable for most consumers within the Single Market Self-
investment whereby financial sophisticated consurmers build their own portfolio
iz prohibited and cannot be offered in PEPPs az an investrnent option. Including
a bespoke self-investment opton in PEPPs would make product standardization
redundant whilst hindering PEPPs' goal to provide a simple and trustw orthy
product, Prowviders must offer PEPP following the principle of quided chaice
architecture and clear labelling of investment options where the default in PEPP
represents one inwvestrent option located within a set of limited straightforward
akernatives that does not averwhelm consum ers,



3. Single Market for personal pensions —

L

opportunity for greater etficiency gains

Duty of Care: Prowviders must adhere to the Prudent Person Principle and act
zalely in the best interest of consurmers with respect to investrent matters,
Because one of PEPP's objectives iz to help consumers secure a source of
retirernent income, all investrnent options available in PEPPs must protect
consurners from inappropriate risk exposure through adequate and svstermatic
te-balancing of aszset allocation as they approach retirement or other
appropriate means. The mechanisms used to secure a source of retirement
incorne  for PEPP haolders should alse account for relevant forms  of
decurmulation, i available, Providers must assess the appropriateness of PEPPs
for potential custormers nearing retirement to ensure ks suiability, Providers
must reqularly assess the angoing suitability of the default investrent option
for PEPP haolders in the default opton against the objective of PEPPs (see bhelow
Yalue-for-Money), Similarly, providers must reqularly rewview the ongaing
suitability of the charge level for consumers. In the event that the default
investrnent option becormes unsuitable (e.q. following a requlatory changel,
providers must act promptly in the sole and best interest of consumers in the
default option to adiust the investnent strateqy of the default option, Any
change in the default investment opton must be supported by tmely,
transparent and easily understood communications to consurners in the defaul
apdon,



3. Single Market for personal pensions —

L

opportunity for greater etficiency gains

Yalue for Monew All inwestnent options in PEPPs including the default option
neaed to provide good quality and wvalue for money to PEPP holders which
includes the objective to maximise returns at defined risk levels for that
inwestrnent opton so that it pavs to save in a PEPP, Providers are required to
dizcloze standardized charges information in a2 consistent wav annually to
CONSUMers,

Fairmess: Costs for switching provider and transfer of funds are to be fair and
transparent and should consist of a relatively minor fee to reflecting the true
costs borne for administering the switdhing process, Therefore, there should be
no implicit or explicit commercial barriers forcing consumers to stay with the

sarme provider at any point in tirme,

Adaptability: PEPPs should be capable of incorporating flexible features to
enable providers adapt PEPPs to a diverse EU personal pension landscape =o
that: (1] PEPP=s cater for zatisfving potential dermand to cowver against certain
tizsks zuch as biometric risk and the provision of a minimum return quarantee,
both of which should be supported by robust zolvency requirements and (2)
consumers can choose a retirement age as well as appropriate forms of
decurmulaton, if available in the relevant ELjurisdicton,



4. Requirements of a prudential regime

EICPA iz of the view that, when imposing capital requirements, the focus should
lay on the product and not on the provider, Especially since the consumer will
erpect an equal level of protection against adverse developrments irrespective of
the provider, More research hasz to be undertaken to understand i and where
eristing solvency requirements hawve to be touched to achieve the goals of
improving PPPs and to dewvelop a relevant framework for PEPP. It does not zeem
teasible or proportionate to design one zolvency regime that fitz all possible PEPP
providers and characteristics of possible PEPPs,

& prudent person principle, and in particular, the need for proper diversfication and
effective risk managerment can be seen az a critical feature to secure optimal

outcomes for consumers based on sound management of their investments and
proper monitoring of the sustainabiliy of quarantees offered to consumers Thosze
principles are for example all well reflected in &ticles 132 o 135 of Directive
20091 35/ BC,

In addition to that, EICPA believes that any provider should be required to establish
an investrnent policy for its PPPs and to describe i in a writken statement, The incame



4. Requirements of a prudential regime

& European level, it iz reasonable to only address thosze providers that are
authorized according to European legislation, also in wview of the sufficiency of
theze for crass-border activities,

EICPA is of the view that current authorization regimes zhould be used and that
the provision of PEPP should be limited to those prowviders authorized under a
televant European Directiwe, Consequenty, the authorization received may limit

the range of PEPPs that can be offered according the authorisaton,

& product passport is based on the fad that a PEPP provider would be a financial
institutions authorized and supervised - in relation to the PPP business - by its
home Member State and such authorization and supervision ensures a high level
of consurmer protection and the neceszzary prudential requirements as well as

requirer ents on conduck of business,

Az PEPP is intended as a standardized product, for the notification procedure it
cshould be satisfactory to  enable cross-border marketing upon a product
nottication, Such a notification should be [in the line with CITS and AIFMD)
feazsible upon a certfication that the provider simultaneously complies with the EL
harmonized regime applicable to s activity [e.q. UCITS management company)
and a certification that PEPP complies with the EU rules,

&z PEPP holders bear investn ent risk, EICPA believes that it is therefore essental
to put in place a suitable =upervisory framework which empowers national
authorities to check on the mandatory elements of the PEPP including:

# The PEPF':= investrnent options, for instance, their perdormance, compliance
with Prudent Person Principle, the execution of the investment policy;

# The default investmnent option including monitoring s onqoing switability o
generate good outcomes and Value for Money for PEPP holders,



5. Conclusions

EICPA came to several conclusions on requirements for providers and product
features that would improve the efficiency of the current PPP market in light of the
current circurmstances and nature of the PPP market EICOPA believes the leqgal

framewark that needs to be developed should be capable of most effectively and
efficienty implementing thosze palicies,

EICPS considered =everal policy options, acknowledging their individual and
aggreqgate merits, weighted them and aszseszed them in terms of application in the
current rmarket situation:

&

Product features - investment options: EICPA asseszsed whether to regulate the
nurmber and the nature of investnent options. The analysis showed that
unlimited andfor unrequlated investment options withowt a defauk "core®
investrnent options increasing the complesity of the products would lead to
suboptimal results for consumers and efficiency loszes far providers,

Product features - biometric and financial quarantees: EICPA considered
whether quarantees are an indispenzable or dizadvantageous feature of PPPs,
and consequently whether to require aor to ban them for PPPs. Considering the
current PPP landscape and the market situation, EICP& concluded that the

provision of quarantees should be allowed, vet not be required, to cater for
satisfying potential demand to cover against certain risks,
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5. Conclusions

Product featurez - awitching of providers and invezstment options: EICPA
azsessed the regulation of transfers of funds and the poszibiliy of switching
providers of PPPs, Initally EIOPA contemplated free-of-charge switching
provisions at specified points in time (for example every five to ten vears into
the contractl, Other options would have been to prevent switching to
emphasize the long-term nature of those contracts, Eventually EIOPA came to
the conclusion to requlate switching and transfer of funds, which shaould
naturally be possible during the lfe of the contract, in a principle-bazed
mannet,

Product features - cap on cost and charges: Charges have a major influence on
the outcarnes of PPPs, therefore EIOPA considered whether there iz the need to
requlate costs and charges or o leave them up to the detarmination by market
forces, The current ciroum stances for PPPs in Europe, and specifically in some
Mermber States, would call for setting an appropriate cap on costs and charges
for PPPs Howewer, the difficulties of appropriately regulating such a cap at
European level, led EIOPA o conclude not to require a cap at European lewel,
but to requlate it in principle,

Product features - decurmulation: Reguiremnents relating fo retirernent age and
decurnulation optons are highly diverse in the EU. EICPA azsessed possible
benefitz of regulating both areas at European level, Given the current diversity
and the individual conditions in the Member States, EIOPA reckoned that the
benefits of standardising those features would not autweigh the difficukties of
properly requlating them and o0 achieve optimal outcormes for every Mermber
State,
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5. Conclusions

Information provision: EICOPA assessed the need to requlate information
provision relating to PPPs to consumers. The optons were not o requlate them
spedfically, to requlate therm in high-level, principle-based termsz or to requlate
thern through standardisation and rules. EICPA weighted the importance of
telewant information provision in terms of consumer protection and leading to
efficiency gqains for providers and ewventually viewed standardization as the
most favourable option - howewer, acknowleding the specificities of PPPs in
cornparison to PEPP,

Conduct of business PPPs are not neceszarily simple products and can affect
individuals' lives greatly, which in turn may have conszquences on regulating
distributor's conduct of business, EIOPA contemplated the need to requlate the
provision of adwice and conflict of interest mitigating measures specifically for
PPP= or to leave it up to s=ctoral rules, EIOPA appreciated the value of level
plaving field considerations and consistent features to zafequard consumers'
interests - and concluded that it may be most efficient and effective to usze the
telewant sectoral rules of MIFID and IDD as a starting point for all PPPs,



5. Conclusions

EICOPA concluded that, whilst both approaches are possible, the analysiz showed
that particularly in terms= of reaping efficiency gains for consumers, providers and
competent authorities alike, a standardizsed PEPP requlated by a second regime
would promize superior outcomes than harmonized regimes. Considering the
current PPP market, the introduction of a3 PEPP via a second regime is expected to
lzad to minirmum implementaton efforts and masimum effectiveness, compared to
probably considerable lead timez to amend all relevant Directives and dewvelop
i plermenting measures to arrive at a similarly standardized PEPP. In addition, the
tisk of creating requlatory arbitrage would be sizeable in light of holistically
different prudential approaches that potentially cannot be fully harmonised in
terms of one contract class,

In order to achiewe a true Single Market for pensions and to avercorme barriers to
use the efficiency qains of the Single Market and ensuring a high level of consum er
protection, it is therefore EICPA's view that only a second regime PEPP will be
capable of realistically tadiling the currently under-developed EJ market for aoss-
border pensions,



AAE Responses to 2015 Consultation



EIOPA's draft advice on the development of an EU Single Market for personal pension
products prim arily assesses opportunities to improve the current personal pensions
market through a Pan-European Personal Pensions Product (PEFPP), as publically
consulted in July 2015,

In the recent consultation paper on PEFP, EIOPA set out essential characteristics,
which should be standardised and mandatory in the PEPP;

s High level investment principles;

o A default investment opfion featuring either a guarantee or lifecyding strategy with
de-risking,;

o Limiting the number of alternative investment options {If provided);

s Periodic free-of-charge provider switch.,



Quotes from AAE response to 2015
consultation

It would be an advantage for the consumer to know that any PEPP
they are considering meets basic requirements that are all meant to
assure that the product is in their interest - The consultation refers
to a pension product. Nevertheless it primarily seems to focus on
the saving/accumulation phase and very little on the actual
pension/decumulation phase - Our approach would be to start
with the retirement income and try to create a
saving/accumulation pattern leading to anticipated income in
retirement

We would expect that the possibility for providers to bring their
product to the market in more Member States contributes to
establishing a level-playing-field for providers and will thus enhance
competition which we expect to be advantageous for consumers.
This would add to consumer protection and to the trust that
consumers should rightly have in any PEPP offering



Quotes from AAE response to 2015
consultation

Consumer protection in our view is not necessarily the same as
certainty on a financial outcome. Consumer protection for us is
much more about providing good insights and background to
the products and clarity about what, and in which circumstances,
the consumer can expect from a product

On several places in the consultation a reference is made to a
money back guarantee. Although this may sound attractive to
policyholders, it should be made very clear that a zero return
would almost certainly result in a significant loss of
purchasing power

lifestyle strategy depends on the decumulation option
chosen (or permitted in a Member State) and cannot be
standardized in isolation



Quotes from AAE response to 2015
consultation

Good governance - Having professionally qualified experts, like
actuaries, in providers can be an important contribution to
consumer protection

surprised to see no mention of “vulnerable customers”

PEPP will be a standardised (and hence simple) product - hence the
proposal to have few funds, and nothing too complex.

We think that for product providers the existing authorisation
rules are sufficient. For a new (PEPP) product a stand-alone
regime for product features might make sense

In most countries you can have very different products as such. But
then countries have their own national tax codes that define what
are the tax efficient products. We feel that tax reasons will be one
of the main problems of any PEPP product as of now



Quotes from AAE response to 2015
consultation

Perhaps the standard should be based on annuitisation in retirement
as standard for the decumulation phase

Offering 5 investment options could be fine if one of the 5 is a free
investment choice ogtion. In addition to 3 life cycle offerings we would
:i)ké:) to see the possibility of an individual target arrangement (Managed

providers should have a duty to offer a range of funds which are
appropriate to the target customers for the PEPP, and then a
duty to oversee the performance of them, as well as the continuous
appropriateness of the investment strategies selected

There should be equivalence of benefit security for customers,
irrespective of the type of entity that provides the product. Solvency II
sets out a framework for insurers under which policyholder security is
addressed by a sophisticated Igovernance structure, in which actuaries
and other risk professionals play an important role. EIOPA should be
careful that they dont weaken customer protection by encouraging
entities without ORSAs etc to provide long-term guaranteed products



Quotes from AAE response to 2015
consultation

we also want to stress that policyholders can't just have their
cake and eat it. Liquidity with no charge on switching is
probably more important than picking up any illiquidity premium.
Perhaps this is where communication about investment risk and
consequences is very important. Also, moving from illiquid
investments can be facilitated by giving the provider the right to
defer switches for up to, say 6 months rather than by allowing
immediate switches along with a charge.

We support the proposition that the starting point for disclosure
should be the PRIIPs disclosure. It is important the be clear
about costs. Premia for biometric or other risks are often
perceived as costs by consumers, but they aren’t



