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 Memo
for Action
   
	To:
	Life Committee; Single Market Committee; Distribution TF; Joint Retail Investment Products TF; Joint Information Requirements TF

	From:
	Macro-Economics, Life and Pensions department    DOCPROPERTY Coauthors \* MERGEFORMAT 

	Date:
	21 September 2012

	Reference:
	LIF-12-026

	
	

	Subject:
	Insurance Europe proposed arguments on PRIPs scope


 

Action requested

Members are kindly invited to provide their feedback to the secretariat (hilliard@insuranceeurope.eu) by Wednesday 26 September at 16:00 CET on the arguments developed below, requesting the exclusion of pensions from the scope of PRIPs and a similar treatment for products with similar levels of complexity.

Summary
At the 12 September distribution taskforce meeting, members agreed that Insurance Europe should request the exclusion of pension products from the PRIPs scope, as well as a similar treatment for products which have a similar level of complexity, eg deposits. 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 pensions from scope
The aim of the PRIPs KID is to provide comparable information on 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 i) regular savings to provide (life-long) income in retirement; and ii) limited access during the accumulation phase.

Insurance Europe opposes the view that all pension products create exposure to investment risk for consumers. Pension products are inextricably linked to social policy because they relieve the burden of state retirement income provision, which Member States are struggling to maintain, and have a different functionality to investment products, eg biometric risk and contractual horizon. Insurance Europe acknowledges that in order for consumers to make an informed decision about their retirement, they need to be informed in the most appropriate way. However, Insurance Europe believes that given the specificities of pension products, different pre-contractual information requirements are needed than those suggested in the PRIPs KID; for instance, who bears the risk, eligibility to receive state subsidies, tax breaks (minimum/maximum contributions). Therefore, it should not be the aim of the proposal to force all pension related products within the scope of PRIPs but rather to ensure – as indicated in the White Paper on Pensions – that consumer information for individual pension products is improved building on the PRIPs initiative.

Therefore, Insurance Europe suggests to replace article 2 (e) and (f) with an article 2 (e) on pension products as defined under article 4 (d).

· Similar treatment based on the underlying economic purpose of the product

Insurance Europe stresses the strong need for a level playing field under the PRIPs initiative as regards the variety of products where the underlying economic purposes are similar. For example, a fixed income bond and a traditional life insurance product might look very different, but might be equally used to deliver the same investment proposition. Traditional life insurance products with a guarantee are not risky investment products – similar to deposits – but are rather products that provide an extra reward depending on the performance of the fund linked to the contract as a possible extra benefit for the client. 

In the case of traditional life insurance products, the earnings gained by the policyholder bear no direct relationship with investment risk. 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 (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, leading to very little fluctuation in performance. 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. 

Furthermore, it should be acknowledged that these products are no more complex than deposit products and thus deserve the same treatment regarding the scope. It is important to ensure that there is a level playing field between products with similar levels of complexity and which share the same underlying economic purpose.
Next steps

A revised version of Insurance Europe’s preliminary concerns on the pre-contractual disclosures aspect of the PRIPs proposal, which is being looked at in meetings of its expert group on disclosures, will be circulated separately by the Single Market department, along with draft key messages on PRIPs (including the scope).

A meeting of the distribution taskforce will take place on Thursday 27 September (see SMC-12-039) in order to finalise the Insurance Europe position on IMD2 and PRIPs to allow for effective lobbying of the European Parliament and Council as soon as possible. Members are therefore invited to provide their feedback on the arguments developed on the PRIPs scope by Wednesday 26 September at 16:00 CET.
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