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Internal note on PRIPS Regulation’s scope


At the 26 September distribution taskforce meeting, members agreed that Insurance Europe should request the exclusion of pension products from the PRIPs scope, as well as the exclusion of traditional life insurance products. However, it was agreed that arguments should be further developed on both of these points. Based on the discussions during the meeting, please find relevant arguments set out below, on which members are kindly requested to provide their feedback.


Exclusion of all pensions from the scope
Insurance Europe acknowledges that in order for consumers to make an informed decision about saving for their retirement, they need to be informed about their options in the most appropriate way. The aim of the PRIPs KID is to provide consistent information on comparable investment products and to aid consumers in their decision-making. However, the proposed KID cannot fulfil this function with regard to pension products, which are distinct from other types of investment and characterised by substantial diversity across different Members States. Unlike other PRIPs, pensions are characterised by i) a type of savings product which must provide a secure income in retirement; and ii) offer limited or no access during the accumulation phase. Insurance Europe believes that given these features of pension products, the disclosure information requirements suggested in the PRIPs KID are not appropriate. For example, it lacks information with regard to key pension product features such as who bears the risk, eligibility to receive state subsidies, the role of employers; and the tax treatments are determined at Member State level. Therefore, it should not be the aim of the proposal to force all pension products within the untailored scope of PRIPs but rather to ensure – as indicated in the Commission’s White Paper on Pensions – that consumer disclosure information for individual pension products is improved building on the PRIPs initiative.

In addition, Insurance Europe opposes the view that in general pension products generally create exposure to investment risk for consumers. Rather, pension products are linked to Member States’ social policy because they relieve the burden of state retirement income provision, which Member States are struggling to maintain. They also have a different functionality compared with investment products, eg the inclusion of a biometric component and the duration of the contract. 

Against this background, Insurance Europe suggests to replace article 2 (e) and (f) with an article 2 (e): pension products as defined under article 4 (d). 
In addition, Insurance Europe suggests adding extra constraints to the definition of pension products in line with the objectives of the European White Paper “An Agenda for Adequate, Safe and Sustainable Pensions”. As such, article 4(d) becomes: “'pension products' means products which under national law are recognised as  having the primary purpose of providing the investor an secure income in retirement, with limited or no access for other purposes,  and which entitles the investor to certain benefits;” 

For reasons of legal certainty, the text should also exclude explicitly all state retirement income provision from the PRIPs initiative, regardless of whether it is managed by the state itself or by a financial institution such as an insurer. Insurance Europe highlights that these pensions form part of the national social security system,. As such there are no EU competencies in place.  have a fixed amount repayable determined by national law, and are not in any way to be confused with an investment.”




Exclusion of traditional life insurance products
The objective of the PRIPs proposal is about improving the transparency of retail investment products including insurance products used for investment purposes. However, the objective of traditional life insurance products is to provide security for its customers. Traditional life insurance products are recession-proof and not linked with the ups and downs of the market. They provide a solution for those who are mostly seeking insurance rather than investment. Therefore, unlike for unit linked products, applying a KID to traditional life insurance products does not seem appropriate; as such products do not have the characteristics of a PRIP and would confuse the consumer. 

More specifically, in the case of traditional life insurance products, i.e. products where the investment risk is borne by the insurer, the earnings gained by the policyholder bear no direct relationship with investment policy. In fact, the policyholder is protected by the insurer against the risk of loss upon the expiry of the insurance contract or upon certain contractually agreed insured events (eg surrender, death) on the basis of contractually guaranteed commitments to pay benefits. Characteristic elements of such life insurance products are the spread of risks within the community of insured and over time, with different security mechanisms being used. Thus, the insurer provides a genuine transformation service for its customers. In the case of profit sharing, which is regulated by law, the agreed benefits may increase if: a) investment income earned by the insurance company is higher than necessary to cover the commitment to provide benefits; b) the real expense ratio is lower than calculated beforehand; and/or c) technical risks have occurred to a smaller extent than had been calculated. Unlike UCITS, for example, contractual commitments to provide benefits are covered by solvency capital, so that any loss of capital due to insolvency of the provider becomes improbable. 

Finally, disclosures rules in the Solvency II regulation already set down the information requirements for these products. 

In the Solvency II Directive, a clear distinction is made between life insurance products which are linked with investment funds and those not. Therefore Insurance Europe urges to amend article 2 (a) to: “life insurance products as defined under Annex II, I of Directive 2009/138/EC” 

· Exclusion of life insurance products where the investment risk is borne by the insurer. 

The objective of the PRIPs proposal is about improving the transparency of retail investment products including insurance products used for investment purposes. However, some life insurance products, which are currently in scope, do not expose the investor directly to market fluctuations. Instead the investment risk is borne by the insurer and the earnings gained by the policyholder bear no direct relationship with investment policy. The policyholder is protected by the insurer against any losses upon contractually agreed insured events (eg death) on the basis of contractually guaranteed commitments to pay benefits. These products do not have the characteristics of PRIPs and should therefore not be in the scope of PRIPs. Moreover these life insurance products provide a solution for those who are mostly seeking insurance rather than investment.

Characteristic elements of such life insurance products include the spread of risks within the community of insured and over time, with different security mechanisms being used. In the case of profit sharing, which is regulated by law, the agreed benefits may increase if: a) investment income earned by the insurance company is higher than necessary to cover the commitment to provide benefits; b) the real expense ratio is lower than calculated beforehand; and/or c) technical risks have occurred to a smaller extent than had been calculated. Unlike UCITS, for example, contractual commitments to provide benefits are covered by solvency capital, so that any loss of capital due to insolvency of the provider becomes improbable. 

[bookmark: _GoBack]Finally, Solvency II disclosures rules (Article 185) already set out  the information requirements for these products. Insurance Europe believes that given these features of life insurance products where the consumer does not bear the investment risk, the additional disclosure information requirements as suggested in the PRIPs KID are not appropriate; they would rather confuse the consumer. For example, the only risk of a life insurance policy where the investment risk is borne by the insurer is the insurer’s default risk. This information will be provided to the consumer by the means of article 185 2(d) from the Solvency II Directive. 

Therefore Insurance Europe urges to amend article 2 (a) to: “life insurance products where the investment risk is borne by the insurer” 
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