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Cost disclosures

MiFID II requires investment firms to disclose all costs to the
clients both on ex-ante and ex-post basis.

The legal requirements and ESMA guidelines provide limited
guidance on how to structure the reporting.

At the same time it is of crucial importance to report to the client
that will be informative in a way that will allow the client to
understand the charges and will not be a deterrent.

Moreover, reporting on costs will most likely require changes and
enhancements in IT systems to be able to have all information
available ex-ante (including mark-up’s/margin/).

Why is it an issue now? MiFID II Article 24.4; Delegated Regulation Article 50,
Article 59.9

• MiFID II requires the investment firm to disclose to the client
information on all costs and charges related to financial
instruments and ancillary services (e.g. management fees,
advisory fees, custodian fees, entry- and exit charges etc.).

• The disclosure has to be both as % and as given value.

• The information has to be presented both on ex-ante and
on ex-post basis.

• At least annually, the firm has to inform the client
on costs incurred.

• A margin embedded in the margin of a financial instrument
has to be disclosed.

• On an ex-ante and ex-post basis, the client has to be provided
with an illustration showing the effect of the overall
costs and charges on the return of investment.
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Cost disclosures – 3 different regimes

KID (PRIIPS) KIID (UCITS) MIFID II

Product coverage Close ended investment funds
Structured products
Insurance linked products
OTC derivatives.

Open ended investment funds. Financial instruments.

Client type Retail investors (same as MiFID II
retail clients).

All clients purchasing UCITS products
(aimed at retail investors).

Retail and professional clients
Eligible counterparties unless agreed
not to report.

Document format Three A4 pages. Two A4 pages. -

Information about risks Aggregated risk indicator 1-7
(includes market and credit risk).

Aggregated risk indicator 1-7
(includes market risk).

Any form of presentation.

Range of the disclosed costs All costs and charges. All costs and charges. All costs and charges, including margins
built into the instrument’s price.

Form of the cost presentation Percentage (Reduction in Yield)
and in amount, in different
investment horizons.

Percentage. Percentage and in amount + impact on
return on investment.

Cost aggregation Costs presented in the aggregated
form and by categories.

Costs presented by categories. Costs presented in the aggregated form
and by categories.

Moment of the cost disclosure Ex-ante and ex-post. Ex-post. Ex-ante and ex-post.

Investments scenarios 3 scenarios (pessimistic, moderate
and optimistic) based on
historical data.

Historical results for the period of
10 years.

-

Source: PwC analysis.
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Cost disclosure – Estimated impact on business (1/2)

Segment Impact

Impact on client fees

Short term Long term

Retail clients (natural persons)

Mass segment No significant changes expected – Investment products are mainly sold thru ‘push’
actions, where price is of secondary importance, however due to cost transparency
some products may have to be overhauled (i.e. those where PRIIPs scenarios will be
always negative).

 

Affluent segment Clients served in a branch – Same logic as for mass segment.  

Guided self serve client – In the short term, same as for mass clients, but in the
long term those clients will be able to compare prices and will be willing to change
bank relation if pricing is significantly worse.

 

Self-directed clients – Those clients that will be able to compare costs between
institutions and will be willing to change them (mostly clients of electronic platforms
– In many countries this group is <5% of total retail investors).

 

Private banking As private banking is currently done on selected products and mostly performance
based we do not expect significant impact in this segment.
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Cost disclosure – Estimated impact on business (2/2)

Segment Impact

Impact on client fees

Short term Long term

Corporate clients

Small corporates Those companies usually do not invest in complicated structured products, therefore
there will be no need to revise products. Sales logic is either hedging driven or same as
in mass segment – Driven by banks sales force.

 

Mid-caps Those companies will be able to understand the logic of costs, will be most likely
asking for additional splits of costs and will be discussing lowering fees. However due
to limited size, their bargaining power will not be significant.

 

Large caps Those institutions will have both sufficient understanding and bargaining power to
discuss pricing logic with the banks and demand price decrease.
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Cost disclosure – Example (ex-post disclosure)

Investment

product

Maturity

date

Initial value

(notional)

End of

period value

(without

costs and

charges)

Gain/loss on investment

(without costs and

charges)

Costs and

charges incurred

Net gain/loss on

investment (including

costs and charges)

EUR % EUR % EUR %

1 3 4 5 6 7 8 9 10 11

Investment fund X N/A 1,000 1,100 +100 +10% 50 5% +50 +5%

Share Y N/A 10 25 +15 +150% 5 50% +10 +100%

Total 1,010 1,125 115 11% 55 5% 60 6%

Costs related to

investment services1
50 N/A

Grand total 1,010 1,125 115 11% 105 10% 10 1%

1 All costs that cannot be directly linked to the product, e.g. investment advisory or cost related to brokerage account maintenance.
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How can PwC help? (1/3)
We have regulatory experience, access to European network of experts and can support the
client in IT implementation

• Which costs are to be disclosed?

• How to estimate costs on an ex-ante basis?

• How to report margins* (mark-up/mark-down) for
financial instruments?

• How to make the margin more understandable for the client?

• How to inform the client ex-ante on margins in
‘durable medium’?

• How to report ancillary services (e.g. which instruments should
the costs be allocated to)?

• How should the illustration look like? Should it be ‘personalised’
(i.e. reflect the terms and conditions of the instrument the client is
planning to buy) or general?

• In terms of derivatives – How to calculate the impact of cost on
return on investment (e.g. it should be calculated in relation to the
nominal of instrument, collateral/deposit, how should hedging
transactions be treated)?

• How to report structured products (cost related to option
embedded in products)?

• How to report future costs related to derivatives – Should the
costs shown be on discounted?

• Is tax paid by the firm on behalf of the client a cost?

Conversation starters

Margins

The margin can be split and allocated into additional elements (e.g. CVA,
liquidity margin) with the revenue margin being shown only as a fraction
of overall margin.

IT powered solutions

Having all the cost disclosures readily available and shown on net
estimated basis requires changes in IT systems. A tool for margin
reporting has either to be included in client’s core system or a standalone
application has to be prepared – PwC can either define the application
itself or support in definition of IT specifications.

Illustrative examples

PwC has readily available examples of reports to the to the client which
show how the disclosure should be made, including how to aggregate
costs of ancillary services, how report for complex (structured) products.

Relations with regulators

PwC has a direct access to ESMA and national regulators and can seek
their guidance when needed but more importantly make sure that cost
disclosure will be in line with regulators expectations.

Enabling access to European network

PwC has set up a European network of experts to ensure that cost
disclosure recommendations follow European best practices.

How can PwC help?
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How can PwC help? (2/3)
High level architecture for standalone application

Finalisation of PDF
document

There will be functionalities
that enable to do modification
of permanent phrases of
final reports.

Full auditability of actions
made by system’s users will
be ensured.

Export to PDF

'Reporting' layout

Defined templates will be filled
and presented for the end user.
The tool will store the
information about all the data
sources and crucial elements
of calculations.

Presentation

Calculation

The tool would have specific
formulas implemented to
ensure automatic calculations
(mark-up’s/margin).

Two modes of calculation
would be possible: production
and simulation.

Calculation

Operation steering

To allow flexibility and
scalability of the application
it will have modular structure.
With user modifications in
configuration module this
would enable a repeated
calculation of selected
elements based on the
same data.

We plan administrative
(assignment of maker/checker
roles so application would fit
into operational processes) as
well as business parameters
to steer such elements like:
costs to be disclosed, cost
allocation paths).

Parameterisation

Data loading

Functionalities under this layer
are implemented to ensure an
easy integration of various
data sources.

We understand that the data
can be loaded from different
systems/files, so we will design
a tool which can integrate data
and maintain flexibility of the
system at the same time.

Extraction and
transformation
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How can PwC help? (3/3)
Flexible architecture will provide a safe access and simple way for adjustments in the future

Access through the web browser with intuitive interface

Various levels of access and integration of Active Directory

Three-layered architecture, scaling components

Assistance for planning and process queuing as well as for calculations
(multi user usage)

The separation of reporting structures from application engine structures

ETL process that integrates additional data from various sources into
data model in application

All of the calculation processes (fully auditable) programmed
in .Net or Java

Example of a high-level tool diagram

REST API

Load balancerTask queue

Cloud or on-premise calculation engine

WebsitePersonal
computers

SQL Server
Reporting
structures

Generic ETL

Active directory

User’s
datasheets

NoSQL redis state
server and
cache store

Data
warehouse
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