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Enough is enough: no more delays, get rid of KIDs 

Response to CP21/23 
 
The Association of Investment Companies (AIC) is a trade body for the closed-ended 
investment company sector.  We represent 364 investment companies, managing assets of 
some £250 billion as of 31 August 2021.  The AIC’s members are predominantly listed on the 
Main Market of the London Stock Exchange.  Some have shares admitted to trading on the 
Specialist Fund Segment; others are quoted on AIM.  The AIC’s members include investment 
trusts, Venture Capital Trusts (VCTs), UK Real Estate Investment Trusts (REITs) and non-UK 
companies.  Our non-UK members are primarily incorporated in Guernsey and Jersey. 
 
Investment companies offer access to a diversified portfolio and can hold assets including 
listed equity, unquoted shares, property, infrastructure, venture capital and debt.  Investment 
companies offer attractive options to increase diversification, provide alternative sources of 
income and secure superior returns.  They also create a significant source of potential 
competition in the market, notably with authorised open-ended funds.  They are widely held 
by retail investors. 
 
The Association of Investment companies (AIC) welcomes the opportunity to input to the 
Financial Conduct Authority’s (FCA) work on changes to the Key Information Documents 
(KIDs) regime.  The AIC has long campaigned for reform of KIDs which have been found to 
be consistently, and significantly, misleading. 
 
The problem with KIDs 
 
Our view of these disclosures was summed up in the title of our report, Burn Before 
Reading.  The key problem is that too many KIDs overstate potential performance and 
understate risks which can mislead consumers about the returns that they could receive.  But 
this is not their only problem: 
 

• KIDs are anti-competitive:  KIDs are not comparable with the Undertakings for Collective 
Investment in Transferable Securities (UCITS) Key Investor Information Document (KIID) 
but investors will compare the two documents and assume they are being given 
information on a like-for-like basis.  This is not the case.  This lack of comparability is not 
only highly misleading and potentially confusing for consumers it is anti-competitive.  False 
comparisons between the two disclosures threaten to distort the market.  A key principle 
of the KID was the concept of a standardised disclosure with the aim of creating a level 
playing field for investment products.  This has not been achieved by KIDs as UCITS 
continue to disclose their key features on a different basis.  
 

• KIDs may distract buyers from more useful disclosures:  The FCA has previously 
found that many consumers struggle to understand financial information due to low levels 
of financial literacy and the length, quantity and complexity of information provided (DP 
15/5 Smarter consumer communications).  Firms put considerable effort into preparing 
factsheets which include information which they consider will be of use investors.  KIDs 
compete with these and offer meaningless disclosures on risk and return.   

 

https://www.theaic.co.uk/sites/default/files/documents/AICBurnBeforeReadingSep18.pdf
https://www.theaic.co.uk/sites/default/files/documents/AICBurnBeforeReadingSep18.pdf
https://www.fca.org.uk/publication/discussion/dp15-05-smarter-consumer-communications.pdf
https://www.fca.org.uk/publication/discussion/dp15-05-smarter-consumer-communications.pdf
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• KIDs create compliance burdens for no benefit:  Preparers face a cumbersome 
process to calculate risk warning figures.  This is required even though the Summary Risk 
Indicator (SRI) methodology misleads investors about the risk associated with their 
investment.  The performance scenarios create similar burdens for (at best) no benefit.  
The process of preparing compliant KIDs provides no value for investors but does create 
costs. 
 

The reforms proposed in CP21/23 do not resolve these issues. 
 
The longer KIDs are provided to retail investors, the greater the risks that vulnerable 
consumers will be misled and suffer financial harm. 
 
Given the long-standing and recognised problems with KIDs, this consultation is an 
inadequate effort to resolve the flaws with the legislation.  The FCA’s Call for Input: PRIIPs 
Regulation – initial experiences with the new requirements was published in July 2018.  The 
UK left the EU eight months ago.  Yet the reforms proposed still only tinker with the 
requirements rather than seeking to tackle the fundamental flaws of KIDs.  To put it bluntly, 
this is a missed opportunity.  Enough is enough.  The problems with KIDs cannot be fixed by 
a piecemeal approach to reform.  They can only be addressed by a robust and comprehensive 
regulatory and policy response that will ultimately lead to the abolition of KIDs and their 
replacement with something better. 
 
A fundamental review 
 
In its Policy Statement Amendments to the Packaged Retail Investment and Insurance-based 
Products Regulation, HM Treasury, July 2020, HM Treasury (HMT) stated its intention to 
undertake a wholesale review of the disclosure regime for UK retail investors.  The 
announcement of this review was welcome.  It should lead to reforms that result in investors 
receiving regulated information that is clear, fair and not misleading and which helps them 
make informed decisions.  KIDs fail this basic standard.  Their failure has been recognised by 
the repeated decision not to impose these disclosures on UCITS.  However, the risks of KIDs 
remain for investors in other investment products.  This makes the need for a review urgent.   
 
It is disappointing that the opportunity has not been taken to undertake this promised review 
now.  The piecemeal approach being taken to reform of KIDs will not provide the long-term 
solution necessary to protect consumers against these toxic disclosures.  
   
Fragmented changes to KIDs risk making a flawed disclosure worse.  As set out in our detailed 
comments, the changes proposed may help with some of the problems but create other 
issues.  The problems identified mean that the industry must go through the burden of making 
changes to their processes only to have to make further changes at a later date (an eventuality 
indicated by the FCA in the CP paras 3.13 – Performance scenarios and 3.24 – Past 
performance).  Further reform to improve the disclosures risks more investor confusion and 
increasing costs for businesses when in fact the best course of action would be to scrap these 
disclosures and to start again. 
 

https://www.fca.org.uk/publication/call-for-input/priips-regulation-initial-experiences-with-the-new-requirements.pdf
https://www.fca.org.uk/publication/call-for-input/priips-regulation-initial-experiences-with-the-new-requirements.pdf
file://///dc01/RedirectedFolders/MeganC/PRIIPs/Policy_Statement_-_PRIIPs__July_2020__HMT_Template%20(marked).pdf
file://///dc01/RedirectedFolders/MeganC/PRIIPs/Policy_Statement_-_PRIIPs__July_2020__HMT_Template%20(marked).pdf
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The AIC recommends that policymakers conduct a wholesale review of consumer 
disclosures as soon as possible.  This will allow for a considered debate on abolishing KIDS 
and introducing an appropriate disclosure for consumers. 
 
The objectives of the review should be to: 
 

• Create new consumer disclosures which better serve consumer needs.  A number of 
suggestions as to how to improve communication in asset management were set out in 
responses to the FCA’s feedback statement FS16/10 Smarter Consumer Communication 
(Chapter 3, Communication in Asset Management), these suggestions should be revisited 
and given due consideration. 

• Establish a level playing field where products competing in the same market are governed 
by the same requirements.   

• Ensure compliance burdens are proportionate. 
 
Suspend KIDs in advance of the full review 
 
Until the HMT review is completed, the AIC recommends that the KID regime is suspended, 
as KIDs are misleading and harmful to consumers.  Ideally the suspension would apply to all 
investment and insurance products.  This is justified in light of the UK’s lengthy extension of 
the UCITS exemption to implementing KIDs.  If KIDs are not good enough for UCITS products, 
they cannot be acceptable for investors in other products.  
 
Suspending KIDs would not deny investors helpful information.  Consumers made investment 
decisions on the basis of other information before KIDs were introduced.  Suspension would 
not mean that consumers would be without information - other materials would be provided. 
  
The FCA has previously acknowledged that most consumers do not read KIIDs and many are 
put off by similar potentially confusing financial documents.  In CP18/9 Consultation on further 
remedies – Asset Management Market Study (AMMS) the FCA found: 
 

“…25% of investors consult the KIID, and that 34% consult either the factsheet or 
some other form of fund documentation.  Behavioural data gathered as part of the 
AMMS also suggest that the top 3 factors considered by those retail investors that 
consult fund documentation are all financial.  (CP18/9 Consultation on further 
remedies – AMMS, para 20, Annex 2 Cost Benefit Analysis.) 

 
It is likely that a similar proportion do not pay much regard to the KIDs (those that do are at 
risk of being misled).  The FCA itself acknowledges that “Consumers are far more likely to 
read fund factsheets than key information documents.  This is partly because key information 
documents are written in a legalistic style because firms view them as formal documents with 
heavily regulated content.”  (CP18/9 Consultation on further remedies – AMMS, para 3, Annex 
3 Summary of the Fund Objectives Working Group.) 
 
While KIIDs may not be ideal consumer disclosures at least they are not actively harmful.  The 
same cannot be said for KIDs.   
 

https://www.fca.org.uk/publication/feedback/fs16-10.pdf
https://www.fca.org.uk/publication/consultation/cp18-09.pdf
https://www.fca.org.uk/publication/consultation/cp18-09.pdf
https://www.fca.org.uk/publication/consultation/cp18-09.pdf
https://www.fca.org.uk/publication/consultation/cp18-09.pdf
https://www.fca.org.uk/publication/consultation/cp18-09.pdf
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Suspension/abolition of the KID will not disadvantage those investors that do not read the KID, 
but it will benefit those that do read it as it reduces the risk of them being misled.  This is 
particularly important as the KID was specifically designed to be accessible to vulnerable 
consumers but, as the FCA has stated, it is these consumers that are at the greatest risk for 
confusing, overly-jargonistic documents.  
 
Proposed implementation timetable 
 
The AIC has concerns about the FCA’s proposed timetable for implementation.  The intention 
to introduce the proposed changes by January 2022 sets an unreasonable timetable.   
 
We fail to see the urgency to implement changes within three months given that the FCA has 
lived with these flawed disclosures for three years without raising significant reservations 
about them.  There was ample time for consultation and consideration of possible reforms 
before the FCA was granted its powers under the Financial Services Act 2021.  Given the lack 
of urgency shown by the FCA to date, a more appropriate approach would be to suspend the 
disclosures so that full consideration can be given to the changes required to be made to the 
KID as part of a full review of consumer disclosures. 
 
At the time of writing there has been no indication of the results of the consumer testing on 
performance information.  There remains a lack of clarity on whether the performance 
measures if implemented as proposed will work.  There is also a lack of clarity around how 
the SRI proposals are expected to operate.  There should be guidance for preparers on how 
to implement the FCA’s proposals, if they are adopted, including when and how adjustments 
to SRI figures should be made. 
 
If these changes are introduced, the AIC recommends they should be delayed for up to 12 
months (i.e. until January 2023).  The longer period should be used to allow the FCA to consult 
on guidance and publish it before the changes apply. This would allow time for the industry to 
prepare for the change.   
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QUESTIONS 
 
Q1: Do you agree with our proposed rules to clarify the scope of the PRIIPs regime? 
 
No.  Even within the confines of a targeted review of PRIIPs they are inadequate.  A bolder 
approach could reduce compliance burdens and competitive distortions by excluding a wider 
range of PRIIPs.  The AIC recommends that the FCA should use the powers it has been 
given more extensively to clarify the scope of the PRIIPs regulation and protect consumers 
against receiving misleading information. 
 
The FCA has chosen to use its powers to clarify the scope of the PRIIPs regulation narrowly.  
It is only currently intending to exclude corporate bonds (para 2.15).  These powers could be 
used to make other scope changes.  The rules say that: 
 

The FCA may make rules specifying whether or not a product, or category of 
product, falls within the definition of a PRIIP for the purposes of this Regulation (UK 
PRIIPs Regulation, article 4A) 

 
In the absence of the rules being suspended for all PRIIPs, the AIC recommends that 
investment companies, defined as those complying with Chapter 15 of the Listing Rules; and 
those with shares admitted to trading on the Specialist Fund Segment of the London Stock 
Exchange; and ‘investing companies’ with shares admitted to trading on AIM, be exempted.   
 
The FCA could also extend this exception to all PRIIPs that are not marketed within the EU. 
 
Q2: Are there remaining areas of ambiguity in the scope of the PRIIPs Regulation which 
would not be addressed by the proposed rules, and if so, which? 
 
See our response to Q1 above.  
 
Q3: Do you agree with the proposed guidance on conditions for a PRIIP to be regarded 
as not made available to retail investors? 
 
No, the AIC recommends that the FCA should make a fundamental change in approach and 
reverse the test of ‘made available’ so that the provision of a KID determines if a product is 
‘meant’ for retail investors.  If a manufacturer does not produce a KID this should automatically 
mean that the product is not meant for retail investors and therefore not ‘made available’ to 
retail investors.   
 
This approach would mean that the distributor could only sell a retail investor a PRIIP if a KID 
is available.  This puts the regulatory responsibility in the correct place, as it is the distributor 
which has duties to ensure that required information is provided before a transaction is 
allowed.  If a product is sold to an investor and a KID is not available this would mean that the 
distributor had breached its regulatory obligations and action can be taken as appropriate.   
 
If the AIC’s recommendation as set out above is not accepted, the proposed guidance is 
nonetheless inappropriate.  In particular, the guidance should not impose a minimum figure 
investment limit as suggested in the proposals.  The AIC recommends that the investment 
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limit be removed from the guidance to prevent some products being deemed to be ‘meant’ for 
retail investors when this is not the correct position.  
 
Q4: Do you agree with our proposal to remove the requirement for the KID to display 
performance scenarios? 
 
The AIC welcomes the acknowledgement that there are issues with the performance 
scenarios caused by its flawed methodology.  In the absence of a more fundamental review, 
the AIC supports the decision to withdraw the performance scenarios.  Misleading scenarios 
are a key failing with KIDs and as the FCA notes, they “pose risks to consumers” (para. 3.12).  
The required methodology creates performance illustrations, which misleadingly give 
consumers an outlook for potential future returns which is either too positive or too negative. 
 
However, while the regulator’s intention to make changes is welcome, the proposals set out 
in the CP are far from being a solution (see response to Q5).   
 
Reduction in yield 

The AIC recommends that the FCA should abolish the Reduction in Yield (RIY) calculation 
which is used for the cost disclosures.  It is based on the “moderate” performance scenario 
and uses the same holding periods as in the performance scenarios.  If this is not removed 
then preparers will have to calculate the moderate scenario to make this disclosure, which is 
disproportionate.  It is also inappropriate given the wider flaws in the performance scenario 
approach. 
 
The AIC recommends that the RIY disclosure should instead be replaced by a nominal growth 
figure which could be set either by the FCA or by the preparer i.e., if the fund grew at 5% then 
the cost would be £X.  
 
Q5: Do you agree with our proposal to require PRIIP manufacturers to include a 
narrative description of performance in the KID? a) If so, should the FCA specify the 
factors that the narrative should cover (as applicable)? 
 
The AIC does not agree with the proposal to substitute narrative in the place of performance 
scenarios.  The AIC recommends replacing performance scenarios with past performance, 
calculated on the same basis used for UCITS KIIDs.  
 
A narrative disclosure will mean PRIIPs continue not to be comparable with UCITS, which 
represent the majority of the market.   
 
With this in mind, insofar as the FCA has considered disclosing past performance for PRIIPs, 
it is unclear why it would propose a methodology which differs from UCITS.  If a change to 
past performance methodology is appropriate, it should be discussed in relation to all 
investment products and adopted for all at the same time. 
 
If the FCA considers a narrative approach is appropriate, then it should introduce the same 
approach for all investment products (both PRIIPs and UCITS) at the same time.   
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If a narrative disclosure were required, more guidance should be provided on how this would 
be prepared.  The need for guidance on this issue justifies delaying the introduction of these 
proposals for up to a year. 
 
Q6: Do you agree with our decision not to include past performance as part of our 
proposals for information on performance a) if not, can you please explain why you 
think the addition of past performance in the KID alongside a narrative description of 
performance would be useful to consumers and their investment decision making? 
 
The AIC agrees that past performance information should not be included alongside a 
narrative description of performance.  However, the AIC also recommends that a narrative 
disclosure on performance should not be included in advance of a broader review of consumer 
disclosures. 
 
The AIC recommends that performance scenarios should be replaced with a disclosure of 
past performance calculated on the same basis as UCITS past performance disclosure.  Past 
performance information in the KID will provide better information to consumers.  While it does 
have some shortcomings, it is widely understood.  The AIC proposal would also make KIDs 
more comparable with the UCITS KIID. 
 
The FCA has chosen to not include past performance as part of the information required for 
the narrative on performance but has included draft text giving an indication of how past 
performance could be presented in the revised regulatory technical standards (RTS) (Annex 
4A, Performance information, para 4(d)). 
 
The draft text indicates that the regulator would expect gross and net returns to be included 
as part of the methodology (Annex 4A, Performance information, para 4(d)).   
 
No justification has been provided for requiring PRIIPs preparers to provide this information 
when it is not required for UCITS, which is, by far, the largest part of the market.  The AIC 
recommends that past performance is disclosed in the KID on the same basis as in the UCITS 
KIID. 
 
The AIC recommends that any changes to the presentation of past performance (for PRIIPs 
and UCITS) should be considered as part of the wider review of consumer disclosures.  If 
changes are made, they should be applied to all funds at the same time.  
 
We note that the FCA is undertaking consumer testing of its proposed changes to include 
performance information in place of performance scenarios.  Testing is important to gauge 
consumers’ understanding of the information presented in the KIDs.  It would have been useful 
to have the results of the consumer testing before making these proposals.  However, the 
findings of this testing could help inform the wider review of consumer disclosures. 
 
 
 
 



 
 
 
 

Enough is enough: no more delays, get rid of KIDs 

 

8 
 

Q7: Do you agree with our proposal to require PRIIPs manufacturers to upgrade a 
product’s SRI score where the score resulting from application of the RTS methodology 
seems to underestimate the level of risk? 
 
The AIC has significant concerns with this proposal and our recommendation is that 
preparers are not given discretion to adjust the risk rating attached to the product.   
 
The Summary Risk Indicator (SRI) is and remains a misleading indicator of risk.  Simply 
adjusting the risk rating at someone’s discretion does not stop SRIs being misleading to 
investors or make it a better description of all the risks.  The SRI only gives an indication of 
historic volatility and it can be misleading.  Even if a preparer changes the risk rating shown, 
it will not provide a true summary of the risks of an investment, just a different, largely 
meaningless, number.  At least, under the current requirements, all SRIs are potentially 
misleading in the same way.  They are comparably misleading. 
 
As well as doing nothing to address the fundamental problems with the SRI, the proposal also 
raises a number of as yet unanswered issues for preparers: 
 

• How is the decision to change to be made?  The PRIIPs Regulation sets out a specific 
set of rules which preparers follow to arrive at the SRI figure.  The FCA’s proposal asks 
preparers to take a view on whether to depart from a mandated disclosure in a way which 
does not resolve the misleading nature of SRIs.  The FCA nonetheless expects a provider 
which has increased its SRI to provide a “brief explanation of the risk factors the 
manufacturer believes were not adequately reflected in the summary risk indicator.”  As 
no other risk factors are used to calculate the SRI how does a preparer judge whether to 
increase an SRI?  The FCA’s request for an explanation of why an SRI is changed 
suggests that all SRIs should be changed, because none adequately reflect the risk of a 
product.  All they do is indicate historic volatility. 
 

• How would the decision to change the SRI be justified and would the same 
considerations apply to all PRIIPs KIDs prepared by the issuer?  There is no fair basis 
to expect a preparer to use its discretion.  For example, if the SRI is changed for one 
product offered by a firm, would it have to change the SRI for all others it offers?  How can 
the case for changing an SRI be justified for one product but not another?  Should an SRI 
be changed to accommodate, for example, the risk of a fund suspension?  Would other 
risks involve increasing the risk by, say, one rank or more?  How would a view be taken 
on whether raising by one rank is enough?  

 

• What are the legal implications?  The proposals create legal and compliance risks for 
preparers by requiring them to go against a mandated disclosure.  Choosing to increase 
the SRI, or not, could give rise to issues in respect of redress and legal responsibility in 
the event of consumer claims.  This could be a particular risk if the SRI is changed for one 
product but not another.  

 

• What are the supervisory implications?  The FCA has provided no indication about how 
it will approach firms which have decided (reasonably) simply to follow the required 
methodology.  It has not set out how the FCA would view a decision not to change an SRI 
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and whether following the methodology would create the potential for supervisory or 
enforcement action.   

 
The FCA does not appear to have considered in detail when and how an SRI should be 
changed and the compliance issues arising for preparers. 
 
Preparers will, in all likelihood, be reluctant to use their discretion to voluntarily change SRIs 
which defeats the object of the proposal.  The FCA has placed the onus on providers while 
still requiring them to prepare a fundamentally misleading disclosure.  This is not an 
acceptable regulatory approach.   
 
The proposal does nothing to resolve the problem that the KID SRI looks the same as the 
UCITS risk indicator but measures risk in a different way.  This is another way in which it is 
misleading.  It also means that it has the potential to distort competition. 
 
One justification for the SRI is that it allows different PRIIPs to be compared.  Allowing 
discretion means that investors would no longer be able to gain this, albeit minor, benefit.  The 
reduction in comparability again undermines the value of this disclosure being included at all. 
 
If, despite the manifest shortcomings of this proposal, discretion is allowed, then the AIC 
recommends the FCA provides clear guidance on when and how it should be applied.  Also, 
the AIC recommends it is made clear that use of this discretion is voluntary.  That is, preparers 
‘may’ change the SRI rather than ‘must’.  
 
Notwithstanding the discussion above, the AIC recommends that the FCA should abolish the 
SRI in its current form and consult on introducing an entirely new approach which should be 
applied to both PRIIPs and UCITS. 
 
The AIC recommends that the appropriateness of the SRI as a disclosure is considered as 
part of the wider review of consumer disclosures.   
 
Q8: Do you agree with our proposal that PRIIPs which are issued by venture capital 
trusts should be assigned a summary risk indicator of at least 6? 
 
No.  The AIC has significant concerns with this proposal.  The problems with the SRI are 
significant and are as important as the harm arising from the misleading performance 
scenarios.  The SRI does not capture the full risks of a product and it is unreasonable to expect 
investors to draw sufficient meaning from a single number, without an appropriate frame of 
reference.  Setting an arbitrary figure for a product does not fix the underlying issue of the 
SRI’s flawed methodology. 
 
It is unclear why the FCA has arbitrarily set the SRI for VCTs at six and why VCTs have been 
singled out over and above other products for which an SRI could be mandated.  It seems 
likely that this decision was supported by the AIC’s analysis (set out in Burn Before Reading) 
that VCT SRI’s are lower than seems appropriate for an investment conventionally considered 
to be ‘higher risk’.  Other types of PRIIP may also show systemically low SRIs. The AIC is 
unconvinced that the FCA’s other proposal to encourage preparers to increase SRIs will be 
sufficient to resolve the potential consumer harm arising.  

https://www.theaic.co.uk/system/files?file=private-file/AICBurnBeforeReadingSep18.pdf
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Property funds provide an example of a sector where SRIs may be systemically misleading.  
Providers have the option to produce a NURS-KII document (UCITS KIID) instead of a KID 
and are not required to include Summary Risk and Reward Indicator (SRRI) as per the FCA 
Collective Investment Schemes sourcebook: 
 

“a non-UCITS retail scheme where the authorised fund manager or ICVC has 
prepared a NURS-KII document instead of a key information document.” (Article 
8(6) COLL Appendix 2 Modifications to the KII Regulation for KII-compliant NURS.) 

 
It might be considered that this optionality resolves concerns about flawed risk ratings.  
However, problems still arise.  During the past year most of the open-ended property sector 
was forced to suspend due to liquidity mismatches and valuation uncertainty.  This risk was a 
significant one which was not captured in the SRI. 
 
However, the SRI’s these funds would disclose are systemically low.  We have reviewed 
available data for 15 open-ended property funds.  All of these are daily traded (and therefore 
vulnerable to liquidity mismatches).  All are currently available to retail investors. 
 
Of these funds, 13 have made available the SRI they would disclose under the PRIIPs 
methodology.  Every one of them discloses a PRIIPs SRI of either 2 or 3.   
 
Were open ended property funds providing a PRIIPs KID, the SRIs for the sector would be 
low in comparison with other funds.  They would also be a misleading indicator of risk given 
the clear potential for suspension.  These SRIs are also inherently low given the fundamental 
risks of property as an asset class.  Given this, it seems likely that other sectors which cannot 
opt out of the PRIIPs regime will also be making systemically low SRI disclosures. 
 
Where property funds are concerned, we understand that none of these funds are 
accompanied by a PRIIPs KID.  Instead, they are distributed with a KIID.  These disclosures 
do not include an SRRI (or SRI). 
 
This does not resolve the problem of misleading risk indicators for these funds.  The AIC has 
consistently raised its concern that numerical risk disclosures would be used to filter product 
choices on platforms and other online tools.  
 
Using the filtering tools of a prominent, mainstream, retail investment platform, we have 
reviewed information provided for various open-ended property funds.  These show the SRRI 
methodology being used within filtering tools.  We have identified examples of open-ended 
property funds showing SRRIs of two being highlighted.  This disclosure is available to the 
retail investor even though the KIID itself does not include this information.  Investors can use 
this disclosure to rate the risk of these products in comparison with other funds and are at risk 
of being misled. 
 
Rather than setting arbitrary figures for VCTs, and creating unclear options to change 
individual ratings, the FCA should take steps to abolish the flawed SRI methodology and 
review the overall approach to risk disclosure – including the SRRI disclosure used for UCITS.  
In advance of exploring this issue in a wider review of all consumer disclosures, the FCA 
should not make any changes to the PRIIPs SRI methodology. 

https://www.handbook.fca.org.uk/handbook/glossary/G3444n.html?date=2021-09-27
https://www.handbook.fca.org.uk/handbook/glossary/G769.html?date=2021-09-27
https://www.handbook.fca.org.uk/handbook/glossary/G87.html?date=2021-09-27
https://www.handbook.fca.org.uk/handbook/glossary/G511.html?date=2021-09-27
https://www.handbook.fca.org.uk/handbook/glossary/G3444n.html?date=2021-09-27
https://www.handbook.fca.org.uk/handbook/glossary/G2935k.html?date=2021-09-27
https://www.handbook.fca.org.uk/handbook/COLL/Appendix/2/1.html
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If the FCA considers setting a prescribed ranking for particular sectors to be appropriate, it 
should consider a similar approach for open-ended property funds and require them to prepare 
a PRIIPs KID including that ranking. 
 
Q9: Are there other PRIIPs in respect of which the FCA should specify the summary 
risk indicator? a) If so, please let us know which, with your reasons and any evidence 
you may have.  
 
See our response to Q8 above.  The question implies that the FCA has not undertaken its own 
analysis on this issue.  This is a worry.  The AIC has highlighted problems because of concerns 
that investors may be misled.  Other stakeholders may consider that the SRI is intended to be 
a measure of historic volatility and therefore that it is reasonable to disclose what is required 
by the methodology. 
 
The inclusion of this question supports the view that the proposal to allow preparers to 
increase the SRI for a product if they consider it to be too low, is an inadequate response to 
the flaws of the current methodology. 
 
Q10: Do you agree with our proposal to increase the character limit for disclosures of 
uncaptured risk?  
 
Yes. 
 
Q11: Do you agree with technical amendments we are proposing to make to the PRIIPs 
RTS for transaction costs? 
 
The FCA has stated in the CP that it does not intend to revisit the ‘slippage’ methodology.  
This does not change the fact that this methodology can result in anomalous disclosures of 
‘negative’ costs.  The CP notes that “genuine negative transaction costs should be quite rare”.  
Rare or not, these disclosures, are not helpful and can only be confusing for retail investors 
and underlines the fundamental flaws in the approach. 
 
The AIC remains sceptical about the slippage methodology.  Our recommendation is that an 
alternative approach, such as a ‘half-spread’ methodology should be considered as an 
alternative to the slippage methodology.   
 
The AIC also recommends that the PRIIPs cost methodology is considered as part of the 
planned wider review of consumer disclosures. 
 
Q12: Do you agree with our proposed amendments in relation to antidilution? 
 
The AIC has no comments on this question. 
 
Q13: Do you agree with our proposed clarification in relation to OTC bond 
transactions? 
 
The AIC has no comments on this question. 
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Q14: Do you agree with our proposed shift to a spread model in calculating costs for 
index-tracking funds? 
 
The FCA has chosen to amend the calculation of transaction costs for index-tracking funds for 
the very reason that this methodology does not work for many other PRIIPs.   
 
As with index-tracking funds, some investment companies have smaller, more concentrated 
portfolios which trade less frequently.  As a consequence, the potential for high volumes of 
trades, across the portfolio, to average out positive and negative costs is less likely. 
 
The securities held by the PRIIP may have characteristics (for example, where they are 
relatively less liquid) or be traded on markets where it cannot be assumed that price variations 
during the investment process will necessarily average out to create a neutral result.  The 
investment style employed by the asset manager might consistently involve purchasing 
securities where the price is falling.  This might reduce the likelihood of positive and negative 
transaction costs averaging over time.  
 
Even if the concept of slippage in relation to transaction costs is reliable, and even though it 
has some value for certain professional or institutional purposes, it is far from clear that 
disclosing this amount has real value for retail investors.  A ‘negative’ cost suggests, 
counterintuitively, that the process of buying and selling investments does not result in 
reduction in the value of a product’s assets.  This simply does not make sense from a common-
sense, consumer-orientated perspective of what a ‘cost’ is.  
 
The FCA insists that discrepancies have been caused by calculation errors.  It may be that 
process will improve the calculation of slippage costs in accordance with the methodology.  
Nonetheless, the AIC remains cautious about the value of this disclosure to retail investors.  If 
a ‘correct’ calculation can result in a ‘negative’ cost, or reduce explicit costs, then it is not a 
helpful consumer disclosure: it is confusing.  Customers or intermediaries using these 
disclosures may get a distorted impression of a product and how it compares with others.  This 
could lead to them making a poor investment decision.  It could distort competition.  The impact 
of the current transaction costs methodology should therefore also be considered in relation 
to other PRIIPs. 
 
The AIC recommends that the PRIIPs cost methodology is considered as part of the planned 
wider review of consumer disclosures. 
 
Q15: Do you agree with our proposal to clarify how to calculate the average price of 
transaction costs? 
 
Yes.  This may increase consistency and could be helpful for preparers. 
 
 

September 2021  
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