Here are our comments about the questions n° 17-18-20-56-57-58-59

17. What are the advantages and disadvantages ofcBamethodology?

We understand the sensitivity approach as a comgileary method to the classic
commitment approach that aims at reaching a moeguate commitment calculation for
interest rate derivatives. In this perspective, i@pf2 is a more appropriate method than
Option 1 as Option 2 better suits with commitmeaitalation principles.

Indeed, Option 2 is based on the calculation ofuaderlying asset position that simply
translates in “cash terms” the derivative’s semgjtito the underlying’s changes in price.
This conversion naturally allows for netting undspecific and calibrated compensation
conditions.

Thus, in our view, Option 2 is in line with the B&d$l methodology as both are based on a
sensitivity approach. Notwithstanding, it is worthentioning that there is one major
distinction between the two methodologies whichoaats for the unmistakable difference in
goals. Indeed, the Basel Il methodology was desigfag the calculation of capital
requirements, whereas the sensitivity approactetsled in Option 2 is redesigned to match
with the global exposure calculation under the catment approach. In our members’ view,
this makes an undeniable positive feature undeio®t

In parallel, Option 1 sticks to a larger extenthe Basel Il methodology and obtains results
consistent with a capital requirements objectiveBbx 7, Statement 2 estimates the capital
requirement of each debt instrument as in Baseldthodology (see pages 169 and 170 of
Annex)". It can be interpreted as a VaR estimation aiglribt coherent with the commitment
approach of part 2 of the CESR document. It wdagldnuch better to use directly the general
VaR approach in part 3 of the CESR document. S&eéra is mixing the commitment and
the VaR approach and is therefore confusing.

We are not sure to understand how these resultgedom the end into a commitment
calculation (Box 7, page 20). Indeed, Statementr@ases a conversion of the capital
requirement (or VaR) into an exposure which hasadar Banks but not for UCITS (see
page 12 of Annex). Therefore, our members failt® Isow the use of a multiplier (12.5 in the
text) is consistent with a commitment calculatigpmach for the sake of calculating global
exposure for UCITS. Moreover, this conversion is cmmpatible with statement 1 of Box 14
of the general VaR approach (part 3 of the docujnent
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Step 2 in Option 1 allocates instruments to difiérsensitivity zones. Compared to the
maturity buckets proposed in Option 2 that areglesi to encompass the main debt issue
maturity points:
- Option 1 zones are less stable;
- Option 1 zones are defined based on volatility emelation assumptions less up-to-
date.

18. Which methodology do you consider more appropaie? Please give explanations and
indicate whether additional safeguards should be riluded.

As stated above, our members favour Option 2 wlich steadier and adequate method for
the purpose of global exposure calculation undeicttmmitment approach than Option 1.

19. In the last step of Option 1, the total amounis multiplied by 12.5. Do you consider
that (i) this takes due account of the sensitivitpf the UCITS and (ii) that this is in line
with the commitment conversion methodology (e.g. cwersion of the derivative into the
market value of the equivalent position in the unddying assets)?

(i) As we have already mentioned in our answeguestion 17, our members have remarked
that using this multiplier is consistent nor witietcommitment conversion method neither
with the general VaR approach as clearly this isanmethodology designed to answer the
specific needs of global exposure calculation. f#seilting figures under Option 1 correspond
to risk amounts that are meant to be used to deterthe capital required.

(i) Option 1 does take due account of the sengitod the UCITS, however this is interesting
only as part of the method in order to permit mgttand hedging; the goal is not to compute
sensitivities but to compute global exposure.

20. Under option 2 the target sensitivity of the UO'S can be longer than the sensitivity
of the derivative while the equivalent underlying msition is relatively small. This can
result in high levels of leverage within the UCITSPlease provide views on the additional
safeguards that could be introduced to mitigate tfd risk.

If the target sensitivity is in line with the inuegent strategy of the UCITS, the perceived gap
between the UCITS target sensitivity and the déinea’ sensitivity is clearly contained.

58. Please indicate which of the above criteria wddi provide sufficient safeguards for
investors in UCITS which apply this approach.

Our comments on the list of criteria provided bySETE

1. Thefund is passively managed and structured to achieve a pre-defined payoff

As mentioned above, we agree on this criteria, idem/that the term “passive” means that the
manager, at all times, (i) will have to respectphemised payoff, without any right to change
it, and (i) must make sure that he will be ableatthieve the required payoff, in practice
through derivatives. This should of course not fpibithe manager from his other duties,
which are active by nature, like actively managihgs relations with derivatives
counterparties, actively entering and unwinding ivdgives, changing counterparties,
managing counterparty risks, managing inflow antflows etc.



2. The pre-defined payoff is based on a calculation formula relating to the
performance of financial instruments or other financial parameters

As mentioned above, we agree on this criteria. Wkeve that this is the only possible
meaning of a “pre-defined payoff”.

3. Thefund has a final maturity date not exceeding 9 years

We believe that such safeguard is acceptable, simpeactice most of these funds have a
maturity that is lower than 10 years Structuredd=uare purchased by investors on the basis
that they will hold them until maturity so it makssnse not to extend too much this duration.
It seems to us; however, that 9 year is a littteédm short. We would rather propose 15 years.

4. Thefund isnot open to new subscriptions

We believe that this is not completely necessarg.pfdposed hereunder an alternative which
is to close the fund if and when it is not abledspect the standard risk guidelines.

5. The prospectus contains full disclosure regarding the investment policy, underlying
exposures and pay-off formulas. It should also contain information on leverage levels
and the specific risks associated with investing in such a fund.

We agree on this. We believe that, since the paggifedetermined, it should be explained to
investors, in a summary way in the KID, and in aenbetailed way in the full prospectus.

6. The final predefined payoff is guaranteed by a credit institution located in the
OECD or by entity subject to prudential supervision

We agree. We believe that it is essential to make shat the formula is effectively
guaranteed at maturity. For the sake of these tuese we should consider as Structured
Funds only funds where reaching their promised qgfayt maturity is not only a fiduciary
duty of the manager but also a legally binding nement. We therefore believe that it is
important to require that the final predefined gay® guaranteed by an external entity with
enough capital to make a strong, legally bindind enforceable commitment.

7. Investors capital on _maturity is quaranteed by a credit institution located in the
OECD or by an entity subject to prudential supervision; or capital protection on
maturity is obtained through investments in deposits, debt securities of high quality
such as debt securities issued by an entity subject to prudential supervision and
registered in a Member State of the EEA or debt securities issued or guaranteed by a
Member State of the EEA




Structured Funds are sometimes, but not alwaystat@uaranteed. In fact, they are less and
less so, due to the low interest rates level. Thederlyings can be indices or any allocation
of securities, in general shares. Their returns rmaylinked, for example, to the prices

reached, at some pre-determined dates, by shatdsetlong to a pre-determined basket.

It would be very restrictive to limit such funds ¢apital guaranteed funds. Investors would
have a protected downside but at the price of g M@iited possible upside, especially if the

maturity is limited to 9 years. Very few formula®owd therefore make sense and investors
would be extremely restricted in their choice. Stuwed Notes would become the only

standard of the market, at the detriment of UCEiShe very time where the EU commission

realizes, in the course of the PRIPs debate, tHalT® are much more regulated and

protective of investors than alternative products.

59. Can you suggest any additional criteria?

Yes, we believe that additional safeguards areilplesS hese safeguards are there in order to
make sure that the Structured Products guidelinesused only to the extent that they are
necessary. Standard guidelines should be implemastenuch as possible.

1. An obligation to respect at any time counterparty risks reguirement

Structured Funds can respect these constrairdagyltioubt, it should be made clear that they
will not have any specific guideline in this respec

2. An obligation to comply with all the standard guidelines at inception

Structured Funds should be created only the extattthey comply with all the standard
guidelines at inception. If they are not able tompdy at inception, they should not be created.

3. An obligation to comply with all the standard guidelines as long as the fund is
mar keted

If at some point the manager sees that the starglad#lines, as regards the commitment
approach and as regards the issuer concentratnits,licannot be respected, the fund should
close to new subscriptions and stop being marketed.

4. An anti-avoidancerule

It would be prohibited to create a Structured Fwitkre the formula itself shows that the
fund will never be able to respect the standardejines during its life.

Example of a fund that should not be allowed: adfwith an indexation on an appropriate

number of securities in order to respect propeermdiication at inception but that, over time,

has an exposition that is reduced automatically tmmber of securities that is too limited to
allow proper diversification, even if the markeinddions were at that time the same as at
inception.






