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Introduction
Please make your introductory comments below, if any:
< ESMA_COMMENT_PRIIPs_1>
· Response to the questions 1-22
· Focus on an academic risk modelling perspective (scientific findings of theoretical and empirical research) to improve the efficiency of regulation and consumer protection
· Proposals to reduce systemic distortions of competition in a highly differentiated spectrum of financial products resp. return/risk profiles (concerning risk framing)
· Fundamental critique on traditional paradigm of ‘one size fits all’ (single risk indicator)
· Request for the regulator 
· to set stronger incentives for higher forecasting accuracy (and its transparency) with respect to the intended and inevitable strong ex ante view (in contrast to a ‘naive’ ex post view which generally means a dubious low level inference),
· to avoid a misleading and counterproductive standardisation of risk model types (referring to the danger of herding, administrative cluster risk/modelling biases and moral hazard in financial engineering),
· to strictly separate all risk modelling issues from risk framing,
· to concentrate standardisation on a broad (‘full’/high level) risk framing, not on risk modelling (work always in progress),
· to revaluate the claim for ‘comparability’ and ‘stable/stability’ against the background of the complex of problems of ‘garbage in/garbage out’ and ‘enforced’ highly biased risk models,
· to be more cautious to textbook knowledge (which tends to neglect more advanced insights of academic research e.g. arising from econophysics in a nonlinear statistic framework)
< ESMA_COMMENT_PRIIPs_1>



1. Please state your preference on the general approach how a distribution of returns should be established for the risk indicator and performance scenarios’ purposes. Include your considerations and caveats. 

<ESMA_QUESTION_PRIIPs_1>
The discussion should mainly refer to the return distributions’ potential estimation errors of (I) the stochastic moments 1-4 (mean, standard deviation, skewness, kurtosis) on (II) certain time periods concerning (III) certain states (conditional asset pricing: e.g. time varying risk premia & term structure).

Since we know that the first stochastic moment of a return distribution is time varying, even the first moment is a risk parameter with increasing importance concerning long horizon.expectations (uncertainty of growth rate).

The general approach concerning a “single risk indicator” is a strong violation against insights of modern capital market theory which means 
(I) ‘the multi-dimension property of financial risk’ and 
(II) ‘multi-dimension property of investor preferences’
Both types of dimensions are defining in a model world the numbers of degrees of freedom. From a mathematical point of view a ‘single risk indicator’ leads to great mismatch (missing solution of a problem) and from a practical point of view to heavy confusion and information deficit. It also implies a high potential of abuse by financial engineering, distortions of competition and misperception of investors as a result of a potential weighting bias of the different risk dimensions. So, the general approach concerning the ‘single risk indicator’ imposes a space of strong restrictions leading to limited validity.

Approach a): inappropriate if based on small or midsize historical data samples. The estimation of the first stochastic moment (conditional or unconditional mean) requires very large samples (>> 30 years of return data) to reduce the sampling error in a substantial manner. (Caveats: Active strategies? Missing benchmarks? New Products? Structural shifts of strategies?) This approach does not allow generating unbiased performance scenarios. A single return pass does not convey the information content of a fully parameterised model of a data generation process (DGP) – the main task of a well skilled risk/asset manager. This approach heavily suffers from modelling tail risk due to small sample bias and gives high incentives for data mining.

Approach b): The advantage of b) in relation to a) only refers to modelling (conditional) volatility (2. stochastic moment). All other caveats remains substantial.

Approach c): A better approach, but it suffers from availability of broad market data. Keep in mind that well specified models of heteroskedasticity almost have the same volatility forecasting accuracy like implied volatility models based on conventional option pricing theory (e.g. ex ante-measures like VIX, VSTOXX etc.). Option implied volatility models are not really necessary to provide a low biased ex ante view of second stochastic moment at certain time horizons. From a theoretical and empirical point of view, joint information of ex ante and ex post elements produces the lowest estimation errors of volatility and higher moments. Financial regulation should encourage improvement (innovation) of risk models by (I) promoting internal risk models and by (II) supporting competition including platforms of publicity of forecasting accuracy. Furthermore, this reduces the probability of herding and institutionally driven systemic risk.

Approach d): If the regulator predefine parameters, he takes a huge “master bet” and systematically ignores specific/valuable information of the risk/asset manager. The prudent insights of financial regulation concerning banks gives a lot of reason to avoid things like ‘institutional procyclicality’. This concepts prevents competition and innovation of risk models.
If the risk/asset manager predefine the parameters there should be full transparency of the parameters (see introduction above concerning the dimensions of risk from a risk framing perspective).

There should only be predefined parameters concerning the first stochastic moment (return expectation: very high uncertainty). This means a ceiling value (cap) for the risk premium of an unleveraged risk asset (e.g. 4%) to avoid a ‘rat race bias’ of framing the medium and long term risk.

Predefining all parameters is completely incompatible with the diversity of products and leads to heavy distortion of competition and systemic biases.

Approach e): This is the first best solution, but it strongly depends on introducing publicity of measuring forecast errors/accuracy and minimum distributional information concerning the (basic) DGPs (first stochastic moment). Referring to dynamic or option based (static) asset allocation strategies the number and properties of the basic DGPs (first moments of the asset classes) should be publicated.to avoid any abuse.

This approach implies a new paradigm of financial regulation with high potential of efficiency for all stake holders: 
(1) improvement of risk models by innovation and competition (risk/asset managers)
(2) lower regulatory costs (by avoiding development of disputable risk models and assumptions, usually lagging the newest developments of industry and research)
(3) low-biased and more detailed risk information following the academic recommendations of highly standardised but ‘full’ risk framing (investor/consumer).

Due to the implementation costs and limitations of practice a good starting point to approach the ‘first best solution e)’ will be to combine d) and e) and allowing some elements of c) in a first step.

Keep in mind that the criterion “comparability” should mainly be claimed to the risk framing, not to the kind of modelling (DGP and its parameters), if (a) there are some restrictions limiting potential abuse and (b) providing a high level of competition by transparency/publicity of forecasting accuracy referring to stochastic moments 2-4. 

In this context there are a lot of widespread misunderstandings: 
1) ‘Value-at-Risk” (VaR) is not a model and not a concept. 
a. It is just a measure of risk (as one isolated element of a risk framing concerning a spectrum). However, the estimation of a VaR depends on the DGP and a specific model to estimate the return density function.
b. It can be estimated by very different methods.
2) The estimation of the first stochastic moment of any risky asset (at least intertemporal) suffers from the highest uncertainty resp. sampling error related to naive (simple ex post-based) forecasting. This is the stochastic justification of the legal disclaimer ‘past performance does not necessarily predict future results’ and gives mathematical reason to fully discriminate between ex post-view and ex ante-view.
3) The estimation of the second stochastic moments generally has the lowest uncertainty and delivers good/sufficient forecasts in a well specified conditional volatility framework.
4) The higher the moments 3, 4, (5, etc. are not relevant), the more the (Knightian) uncertainty increases. Modelling of fat tails (referring to 4. Moment >> 3) by power law usually implies an unconditional framework and so contains a reduced information content concerning forecastability.
5) Conventional risk models (platonic world) claims existence of finite-variance of return distribution (defined 2. moment at a certain time horizon). Financial research (Econophysics) analyzing tail risks, nonlinearity in DGP, and autocorrelation of absolute returns delivers empirical evidence of non-existing (ex ante) variance. That means (only related on one single but very important stylized fact!)
a. measuring ex post variance (well defined) and estimating (ex ante) variance (???) are completely different topics,
b. any regulatory standard of (textbook) modelling includes a high potential of misspecification even supposing no moral hazard
c. there is a structural deficit of reporting forecasting accuracy and (parameter/model) uncertainty in order to unveil the performance of risk models and to support unbiased expectations of investors/consumers
d. there should be space and competition enough for financial innovation concerning risk modelling and maybe even the kind of risk framing as the most important interface to the investors/consumers

The aggregation of information (the different risk dimensions and their disputable weighting function, usually implied by expected utility theory or behavioral finance) should be a task of consultants which have access to consumer’s individual preferences or a task of general financial education. Again, from a theoretical point of view there can’t be a ‘single risk indicator’ as a meaningful ‘all-in-one’ or ‘one-size-fits-all’. The same argumentation is applicable on the SRRI.

<ESMA_QUESTION_PRIIPs_1>
2. How should the regulatory technical standards define a model and the method of choosing the model parameters for the purposes of calculating a risk measure and determining performance under a variety of scenarios?

<ESMA_QUESTION_PRIIPs_2>
Financial regulation should neither specify any risk model (without any alternative) nor a broad spectrum of parameters of the DGP. There can’t be any ‘macro prudential oversight’ of risk modelling. There is heavy danger of institutionalised self referentiality (referring to the history of financial market crises, herding effects, procyclicality debate etc.).
The only parameter which should be regulated (as a starting point) is the first stochastic moment (mean of excess return or real return; ceiling for an unleveraged risky asset) to avoid moral hazard and a ‘rat race bias’, especially concerning medium/long forecasts.

In contrast to that there should be a strong technical standard of (a) "full" risk framing and (b) high level publicity and supervisory of forecasting accuracy measures to (i) improve the quality of the models (incentives) and (ii) to capture the unavoidable system intrinsic (parameter) uncertainty (beyond common heteroskedasticity).

<ESMA_QUESTION_PRIIPs_2>
3. Please state your view on what benchmark should be used and why. Are there specific products or underlying investments for which a specific growth rate would be more or less applicable?

<ESMA_QUESTION_PRIIPs_3>
Only short term risk can be reported on a nominal base without danger of cognition errors.
Even medium term risk should be reported on an adjusted base (excess return: difference to risk-free growth rate)
Long term risk must be reported on an adjusted base. Excess return is an appropriate way, but from the consumer’s perspective an inflation adjustment may be more informative (concerning consumption planning of Strategic Asset Allocation (SAA) or Liability Driven Investment (LDI)).

In doubt, an inflation adjustment concerning all forecasting horizons is an appropriate, unified risk framing.

A further risk dimension is active risk referring to a (strategic) benchmark. Active risk is a special relative risk defined as a specific excess return. All active products needs a benchmark to specify the active risk. So, a fourth choice should be introduced resp. compulsory: the (ex ante-defined) strategic benchmark.

The (implied) ‘true” strategic benchmark may deviate from the ex ante-defined benchmark (=strategic benchmark mismatch). This is a certain active risk which is a special case of ‘parameter uncertainty’.
Consumer protection means detecting/estimating this kind of active risk referring to a benchmark. The amount of parameter uncertainty of the active risk (realized vs. targeted) is an important indicator of the quality of the risk management and the depth of product knowledge.

So the risk framing should include information about (a) active risk (e.g. Tracking Error) and (b) its parameter uncertainty (Vola of Vola)

The theory of Strategic Asset Allocation (SAA) tells us that there must not be (at least should not be) any investment product without an appropriate benchmark.

<ESMA_QUESTION_PRIIPs_3>
4. What would be the most reasonable approach to specify the growth rates? Would any of these approaches not work for a specific type of product or underlying investment? 

<ESMA_QUESTION_PRIIPs_4>
The return density function, especially the first stochastic moment ‘return expectation’ should be defined on excess or real returns. Nominal returns are influenced by inflation (per definition) and changing states of nominal interest rates.
This recommendation follows the paradigm of real consumption based asset pricing theory under rational expectations.

Life-insurance based investment products generally have long investment horizons. The impact of any cognition errors concerning inflation impact is dramatically increasing with the time horizon. There should not be a structural break of risk framing concerning different investment horizon of financial products, so using (I) nominal returns and (II) a discrete return definition (vs. continuous returns) are not recommendable.

<ESMA_QUESTION_PRIIPs_4>
5. Please state your view on what time frame or frames should the Risk Indicator and Performance Scenarios be based

<ESMA_QUESTION_PRIIPs_5>
A ‘full risk framing approach’ should include information about the following risk dimensions (best case: applicable on the aggregate of the three different sources of risk: market, credit, liquidity – but at least on market risk as a starting point):
(1) Information about the risk profile (including reference to benchmark): upside and downside of a distribution (e.g. avoiding asymmetric, singular downside related VaR-measure): distinction of convex and concave profiles >>> cascade of VaR-measures
(2) Information about different time horizons (time frame): e.g. including a meaningful time scaling like (3 months, 12 months, 4 years, 16 years); mapping time horizon effects as heteroskedasticity, term structure of volatility due to autocorrelation, mean reversion of the pricing kernel’s risk premia etc.
(3) Normalisation/Growth rate: nominal versus excess (referring to default free rate) versus real (referring to inflation)
(4) Information about active risk (at least against exogenous benchmark, optionally against implied benchmark)
(5) Information about path dependency (against exogenous benchmark; measure of a certain type of inefficiency referring to expected utility theory)
(6) Parameter uncertainty (small sample estimation bias)

(1-4) should be the minimum standard for financial regulation. (5,6) should be a long term goal of financial regulation to provide a higher level of transparency

Due to the complex of risk aggregation problems (missing subadditivity of VaR, conditional correlations, different levels of estimation errors etc.) the three sources of risk (market, credit, and liquidity) should be separately reported (idea: three sources of risk leads to three parts of risk framing).

The concept of VaR-based ‘full risk framing’ is applicable on market risk without any restrictions across all different types of products to yield maximum comparability. 

A low level risk framing is appropriate concerning credit risk and liquidity risk due to the worse relation of high estimation biases (low forecasting benefits) and high modelling costs.

<ESMA_QUESTION_PRIIPs_5>
6. Do you have any views on these considerations on the assessment of credit risk, and in particular regarding the use of credit ratings?

<ESMA_QUESTION_PRIIPs_6>
(1) Credit ratings should only be used in the case of missing credit spreads.
(2) A (qualitative) credit rating should always be transformed into a corresponding ‘average (unconditional) credit spread’ (implying credit default probabilities and recovery rates) based on long term historical data.

Keep in mind: Every qualitative measure is highly arbitrary and immunise against empirical evidence and regulatory supervisory. So, every measure (even low level scaling of communication as rating agencies do so) should be defined on a quantitative background, despite the fact that some additional narrative information might be helpful.
<ESMA_QUESTION_PRIIPs_6>
7. Do you agree that liquidity issues should be reflected in the risk section, in addition to clarifications provided in other section of the KID? 

<ESMA_QUESTION_PRIIPs_7>
No (for the reason of high estimation errors and missing widespread known models).
The place of considering liquidity issues is in another section of KID (either quantitative or qualitative manner; near by liquidity profile).
Liquidity risk is an important part of total risk and highly correlated with market risk (to some extent redundant information). This is rather an argument against mixing of information and keeping an eye on transparency of calculations.
<ESMA_QUESTION_PRIIPs_7>
8. Do you consider that qualitative measures such as the ones proposed are appropriate or that they need to be supplemented with some quantitative measure to some extent?

<ESMA_QUESTION_PRIIPs_8>
Qualitative measures generally can only be a weak substitute for quantitative measures. The bid/ask spread (best bid/best ask) in combination with the quoted volumes (at least offered by a market maker) are a feasable indicator for illiquidity costs as long as no estimated market impact function is available.

Qualitative measures provide a huge space of misinterpretation and misperception of true costs. Nevertheless they can provide some valuable structural information.
<ESMA_QUESTION_PRIIPs_8>
9. Please state your views on the most appropriate criteria and risk levels´ definition in case this approach was selected. 

<ESMA_QUESTION_PRIIPs_9>
# state-dependent inconsistent definitions due to changing term structures
# missing competitive neutrality due to tilt to convex strategies (contra concave strategies; even high degree of distortion of competition between products with dynamic and static hedging)
# missing transparency ("dicriminatory power") refering to (a) basic types of risk profiles (convex vs. concave) and (b) investment horizons
# heavy tilt to normative issues than to descriptive issues
# What is the definition (operationalisation!) of ‘investment horizon’?
<ESMA_QUESTION_PRIIPs_9>
10. Please state your views on the required parameters and possible amendments to this indicator.

<ESMA_QUESTION_PRIIPs_10>
The indication may lead to high estimation errors of aggregate volatility;
(1)  The naive time scaling rule per square root of time ignores autocorrelation effects and the persistence patterns of volatility.
(2) The addition of both risk components ignores an interdependency between the bond and the risky asset.
(3) The model is restricted on volatility (scaled standard deviation based on certain distribution assumptions) 
<ESMA_QUESTION_PRIIPs_10>
11. Please state your views on the appropriate details to regulate this approach, should it be selected. 

<ESMA_QUESTION_PRIIPs_11>
The reported five disadvantages clearly rule out the advantages. Missing any theoretical and academic support is a heavy burden and put doubts on the forecasting accuracy. The restriction on the volatility as a model-based risk measure (type of scaling) is a good example of the deficit of a partial risk framing and its limits concerning the huge universe of products and risk profiles which can’t be adequately described with a single risk measure. So, distortion of competition and discrimination are important issues. The diversity of risk profiles prevents any effective amendment of the approach.

The disadvantage concerning ‘Applicability’ is much more important than already put down in writing: the limitation is not primary a question of periodicity of returns, rather a fundamental misperception of the characteristic of the return data generation processes (DGP) and their term structures of volatility.
Only a few examples for many open questions:
1) Is a guaranteed 80% NAV-Floor static portfolio insurance (OBPI) less or more risky than a non-guaranteed (90% NAV-Floor) dynamic portfolio insurance (CPPI).
2) What is the impact of an additional cap (concave element) in a basically convex strategy (OBPI or CPPI)? 
3) Is the regulator able to validate the calculations of the deltas of strategies with barrier options (and large gammas)?
4) What is the incentive to calculate an unbiased delta?
<ESMA_QUESTION_PRIIPs_11>
12. Please state your views on the general principles of this approach, should it be selected. How would you like to see the risk measure and parameters, why? 

<ESMA_QUESTION_PRIIPs_12>
Monte Carlo-Simulation (MCS) belongs to the most advanced risk modelling approach which leads to high quality risk models even concerning complex non-linear option profiles or path-dependent strategies without (!) imposing highly restricted models like Black/Scholes etc. Therefore, it can provide low biased estimation results even in complex cases without available closed form formula solutions of textbook knowledge. It leads to comparability across all types of products assuming that there are minimum standards of transparency of stochastic properties of the basic DGPs.

Of course, credit risk factors (e.g. concerning structured products of investment banking) can be integrated, but applying MCS only on Market Risk might an appropriate way to reduce complexity and implementation costs.

All relevant risk measures of market/segment related risk (and derived strategy risk) can be generated by a well specified MCS (stochastic moments 1-4, different time horizons (time scaling cascade), a symmetric VaR-cascade (by regulation fixed set of quantiles: e.g. 99,9%, 99%, 95%, 90%, 75%, 50%, 25%, 10%, 5%, 1%, 0,1%) leads to full transparency of the tradeoff between upside and downside; number of runs >100,000 reduces a bias coming from sampling errors). The implicit redundancy of reporting stochastic moments 1-4 and the VaR-cascade delivers information about the risk modelling concept and accuracy.
CVaR (the reporting of expected shortfall measure) should be avoided due to interpretation problems for average investors/consumers.

MCS can deliver information about (Knightian) uncertainty (parameter risk; simple case of model mining) under the assumption of fixed parameters by analysing the stochastic of the relevant risk measures along the simulation runs.

There always should be a comparison between expected risk measures and a long term average of the reported risk measures to unveil the impact of (high level) conditional asset pricing related to a reference point. It even reveals low level risk models which are based on unconditional asset pricing models.
<ESMA_QUESTION_PRIIPs_12>
13. Please state your views on the potential use of a two-level indicator. What kind of differentiators should be set both for the first level and the second level of such an indicator? 

<ESMA_QUESTION_PRIIPs_13>
The clear-cut discrimination of the financial products is one of the most important requirement of a prudent regulation. Referring to the insight that there can’t be a reasonable single risk indicator every enhancement of the risk framing on the long way to ‘full risk framing’ is desirable. It’s a big mistake to rely on pleasing consumer testing if we know that there a heavy deficits of financial education.

Due to lowest estimation errors the second stochastic moment (resp. volatility based on an appropriate time scaling model or an alternative volatility proxy in more advanced nonlinear risk models based on the assumption that there does not exist a finite variance under power law distribution) can establish a ‘first level’ bucket risk classification. To avoid any cross border problems and adverse incentives the information of a higher scale level (precisely, the effective annualized standard deviation of the return distribution at a certain time horizon) should be additionally published. It is not clear how to include the investment horizon (definition?) just relying on one single risk measure.

All other information related to full risk framing (higher moments, VaR-cascade) can be subsumed to ‘second level’. There should be an advice that relying only on ‘first level’-information is not sufficient for an unbiased risk evaluation of a financial product.

There should only be one scale for all asset classes. Any other solution prevents comparability and leads to confusion. The main objective is providing one risk framing for all products which means all asset classes. Otherwise the investors/consumer is confronted with a ‘moving target’.

There should be a restriction of the return definition: log returns don’t suffer from the heavy shortcomings of some mathematical artefacts like (1) Jensen’s Inequality, (2) Siegel’s Paradox and (3) the Two Envelopes Problem – these issues affects risk framing by return distribution’s standard deviation/variance and VaRs and may lead to a misunderstanding of the measures applying comparisons.
<ESMA_QUESTION_PRIIPs_13>
14. Do you have suggestions or concrete proposals on which risk scale to use and where or how the cut-off points should be determined?

<ESMA_QUESTION_PRIIPs_14>

Yes.
There should be an economically easy-to-understand-scale of the VaR limits expressed in % of initial investment. This means applying a certain ‘factor-based scaling rule’ to define the cut-off points in a log return context.
E.g: ‘The next cut-off point increases the risk defined by (annualized) standard deviation with factor X’. That means a log return-(excess/real) based volatility cascade to define the buckets e.g. 1%, 2%, 4%, 8%, 16%, 32% These values can be transformed to VaR Limits (unfortunately) only under highly restrictive assumptions. Nevertheless, the estimated volatilities reps. VaRs should not rely on a naive (time) scaling rule but should be derived of a well-specified risk model.

Keep in mind again that any focus on a single VaR-measure implies a very important information loss and heavy distortion of competition concerning (1) convexity/concavity of a risk profile (referring to the third stochastic moment) and (2) tail risk (referring to the fourth stochastic moment) and (3) time horizon effects (e.g. term structure of volatility, term structure of skewness etc.)
<ESMA_QUESTION_PRIIPs_14>
15. Please express your views on the assessment described above and the relative relevance of the different criteria that may be considered.

<ESMA_QUESTION_PRIIPs_15>
Defining standardized scenarios without conveying any probabilistic information is useless and produces a lot of confusion due to different reference points in the mind of an investor/consumer. In the context of behavioral finance ((I) errors in expectations, (II) errors in preferences) every ‘stress test’ is biased by the shortfall of a vague point estimation instead of interpreting a spectral information. There is broad literature of academic critique on banking regulation concerning stress tests.
Simple what if-scenarios may be easily produced, but are highly non-informative at least for private investors and give reason for moral hazard by a lot of financial engineering just around these scenarios and cut-off-points. To this extend the probability approach is more stable than the what-if-approach.

The great danger of a normative approach is discussed in A1. Any normative approach should be restricted on (1) risk framing, 2) publicity and regulatory supervisory of forecasting accuracy, and 3) transparency and some limitations of basic assumptions (e.g. first stochastic moment) of the DGPs which may lean on some insights of capital market theory and (very) long term empirical evidence.

A ‘stable probability’ is not an objective by itself referring to many stylized facts of empirical research. Vice versa, the kind of stability above is an indicator of (1) a misspecified risk model and (2) an informational deficit concerning the degree of uncertainty and sampling errors.

Warning notice:
In mathematics a ‘-stable distribution’ has a completely different meaning (context of tail exponent estimation). Using the term ‘stable’ in the present risk context may lead to some confusion.
<ESMA_QUESTION_PRIIPs_15>
16. Do you think that these principles are sufficient to avoid the risks of manufacturers presenting a non-realistic performance picture of the product? Do you think that they should be reinforced?

<ESMA_QUESTION_PRIIPs_16>
A16.1: No.
Providing systematically biased risk forecasts is the worst case of financial regulation. Neither external models nor internal models can avoid systematic biases 
(I) without monitoring the level of forecasting accuracy (e.g. Mean Absolute Error (MAE), Root Mean Square Error (RMSE), Mean Logarithm of Absolute Error (MLAE)) at least concerning the 2. stochastic moment or proxy definitions of variance.
(II) without implementation of strong incentives to improve the risk models on their way to higher forecasting accuracy by deeper understanding of financial products

Both, the financial industry and the regulator should invest in (1) knowledge, operational technology of backtesting procedures, and (2) the supervisory and publicity of the results of quantifying the model/parameter uncertainty and implications of small sample biases.

Instead of standardisation of models (avoiding subtly cluster estimation risk) the regulator should only impose some restrictions on basic assumptions of the DGPs (at least on benchmark level, first stochastic moment) and should separate the risk framing of passive risk from active risk (tracking error, information ratio)

A16.2: The conclusion of A16.1 gives reason that the ‘principles’ should be reinforced by changing the paradigma of supervision:
1. promotion of competition in the field of risk modelling instead of inappropriate standardisation
2. claiming more transparency instead of normative information aggregation (more differentiated but standardised risk framing, concept of ‘full risk framing’ instead of ‘single indicator’ concept)
3. setting stronger incentives by publication the asset manager’s forecasting accuracy (meaningful standardisation)
4. separation of risk and (knightian) uncertainty issues
5. more attention to model mining and data mining issues concerning the ex post/ex ante inference of forecasting process)
6. strong separation of passive and active risk
7. strong separation of path dependent and path independent risk
8. enforcement of benchmark definitions (strong proposition of capital market theory: there must not be benchmark-free concepts)
9. general acceptance of conditional asset pricing, especially conditional volatility (no misleading claim of ‘stability’ of risk framing in a highly conditional world)
<ESMA_QUESTION_PRIIPs_16>
17. Do you think the options presented would represent appropriate performance scenarios? What other standardized scenarios may be fixed?

<ESMA_QUESTION_PRIIPs_17>
No.
There is no way of presenting appropriate performance scenarios based on a historical path. (case a)). Using highly overlapping data (‘launched weekly...’) does not convey significant more information than a single path. This concept ignores the impacts of path dependency and does not unveil certain conditional product characteristics due to data mining issues.

Case b) ignores the impacts of path dependency, too.
Ceiling values for growth rates could be conditionally defined on the base of a broad market related (benchmark) return/risk tradeoff (Sharpe Ratio).
<ESMA_QUESTION_PRIIPs_17>
18. Which percentiles do you think should be set? 

<ESMA_QUESTION_PRIIPs_18>
A symmetric cascade of percentiles/quantiles give a good approximation of a ‘full’ risk framing approach.
E.g. the quantiles 99.9%, 99%, 95%, 90%, 75%, 50%, 25%, 10%, 5%, 1%, 0.1% covers a broad spectrum of states; the degrees of freedom should be large enough to cope with different return profiles (convex, concave, convex/concave, concave/convex) and other nonlinearities.
<ESMA_QUESTION_PRIIPs_18>
19. Do you have any views on possible combinations?

<ESMA_QUESTION_PRIIPs_19>
Financial products deliver a certain return/risk-profile (trade-off of the stochastic moments 1-4 and sensitivity to benchmark assets known as ‘risk profile’ (convexity/concavity)). Any risk framing should present upside and downside scenarios in an unbiased (unfiltered perception of upside and downside) way to avoid any perceptual disturbance (cognition bias) of the return/risk trade-off.

Defining an ‘insurance event’ is a critical task due to fundamental differences between dynamic and static portfolio insurance and differs from product to product. Furthermore, only an extreme (VaR) quantile definition leads to comparability by using a standardised risk framing.

Any kind of combined approaches rather reduces transparency and comparability. A well specified probability approach based on MCS and ‘full’ risk framing does not need a definition of an additional insurance event.
Such an insurance event is regularly included in the (low biased) return density. Every insurance event is based on a different definition, so there can’t be a standardisation from the point of view of risk modelling. Defining an extreme event without any broadly accepted probability of such an event (rational expectation) makes no sense.
<ESMA_QUESTION_PRIIPs_19>
20. Do you think that credit events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_20>
No.
The characteristics of credit risk is substantial different despite the fact of increasing correlation in market broad stress situations.

It is a general advice to fully separate market risk from credit risk and liquidity risk in the risk framing which leads to more transparency. There are fundamental problems of risk aggregation and risk evaluation (e.g. consider the implications of different higher stochastic moments of the three different types of DGPs and certain aspects of (sub)additivity etc.).

Estimation of credit risk suffers from much more uncertainty than market risk (see the low forecasting accuracy of rating agencies) and modelling the market impact function (liquidity risk) is far from broad industry practice.
<ESMA_QUESTION_PRIIPs_20>
21. Do you think that such redemption events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_21>
No.
The return/risk characteristics of the product should be fully separated from aspects of (liquidity) preferences of the investor/consumer. Transparency of the costs related to different investment horizon (subscription fees, redemption fees, performance fees) is very important, but due to motivation and modelling background a separate issue (rather deterministic than stochastic; partially depending on volumes; path dependent option profile of performance fees). It would be just another case that aggregation/integration of information induces confusion and a loss of interpretable content.
<ESMA_QUESTION_PRIIPs_21>
22. Do you think that performance in the case of exit before the recommended holding period should be shown? Do you think that fair value should be the figure shown in the case of structured products, other bonds or AIFs? Do you see any other methodological issues in computing performance in several holding periods?

<ESMA_QUESTION_PRIIPs_22>
Yes.
The answer is based on the fact that there will never be a (one) reasonable investment horizon for each product. The fiction of a recommended investment horizon imposes heavy distortions of risk framing (normative approach instead of preferable descriptive approach). 

Any normative focus means predetermined evaluation of economic facts in the sense of expected utility functions of the fiction of a representative investors. It should not be the task of regulation to define a representative investor (what kind of utility function is appropriate?).

Some business models of insurance companies rely on early exits. Therefore it is strongly recommendable to deliver transparency of early exits and the corresponding costs (normalised by using annualised log return avoiding time horizon related mathematical issues). This avoids distortion of competition in relation to other investment vehicles with much lower exit costs (investment funds).

The fair value approach is the best substitute in case of missing observable market prices.

The first best solution is the integration of early exists at certain standardised points of time (e.g. interim periods of 20%, 40%, and 80% of the planned time frame) concerning a normative investment horizon based on predetermined calculation formulas:

[bookmark: _GoBack]There might be a chance to define an investment horizon in an objective manner (instead of asking the product developers for their arbitrary view...) by using (I) either the expiration date of a product (e.g. life cycle products, certain guarantee products) or by using (II) the modified duration. Although this term (different definitions of duration) is commonly applied on bond products keep in mind that academic literature offers methods to calculate the duration (different measures) of almost every product, especially the ‘implied equity duration’ of equity funds based on their dividend processes (cash flow stream)
<ESMA_QUESTION_PRIIPs_22>
23. Are the two types of entry costs listed here clear enough? Should the list be further detailed or completed (notably in the case of acquisition costs)? Should some of these costs included in the on-going charges? 

<ESMA_QUESTION_PRIIPs_23>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_23>
24. How should the list be completed? Do you think this list should explicitly mention carried interest in the case of private equity funds?

<ESMA_QUESTION_PRIIPs_24>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_24>
25. Should these fees be further specified? 

<ESMA_QUESTION_PRIIPs_25>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_25>
26. Should these fees be further specified? The “recovering fees” cover the following situation: when an investor receives income from foreign investments, the third-country government may heavily tax it. Investors may be entitled to reclaim the difference but they will still lose money in the recovering process (fee to be paid).

<ESMA_QUESTION_PRIIPs_26>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_26>
27. Should these fees be further specified? The “recovering fees” cover the following situation: when an investor receives income from foreign investments, the third-country government may heavily tax it. Investors may be entitled to reclaim the difference but they will still lose money in the recovering process (fee to be paid).

<ESMA_QUESTION_PRIIPs_27>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_27>
28. This list is taken from the CESR guidelines on cost disclosure for UCITS. What is missing in the case of retail AIFs (real estate funds, private equity funds)? 

<ESMA_QUESTION_PRIIPs_28>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_28>
29. Which are the specific issues in relation to this type of costs? 

<ESMA_QUESTION_PRIIPs_29>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_29>
30. Is it relevant to include this type of costs in the costs to be disclosed in the on-going charges? Which are the specific issues in relation to this type of costs? Which definition of Costs for capital guarantee or capital protection would you suggest? (Contribution for deposit insurance or cost of external guarantor?)

<ESMA_QUESTION_PRIIPs_30>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_30>
31. Which are the specific issues in relation to this type of costs? Should the scope of these costs be narrowed to administrative costs in connection with investments in derivative instruments? In that respect, it could be argued that margin calls itself should not be considered as costs. The possible rationale behind this reasoning would be that margin calls may result in missed revenues, since no return is realized on the cash amount that is deposited, and that: 

<ESMA_QUESTION_PRIIPs_31>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_31>
32. Which are the specific issues in relation to this type of costs? Should this type of costs be further detailed/ defined? 

<ESMA_QUESTION_PRIIPs_32>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_32>
33. How to deal with the uncertainty if, how and when the dividend will be paid out to the investors? Do you agree that dividends can be measured ex-post and estimated ex-ante and that estimation of future dividends for main indices are normally available?

<ESMA_QUESTION_PRIIPs_33>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_33>
34. Is this description comprehensive? 

<ESMA_QUESTION_PRIIPs_34>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_34>
35. Can you identify any difficulties with calculating and presenting explicit broker commissions? How can explicit broker commissions best be calculated ex-ante?

<ESMA_QUESTION_PRIIPs_35>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_35>
36. How can the total of costs related to transaction taxes best be calculated? How should this be done to give the best estimate ex-ante? Are there other explicit costs relating to transactions that should be identified? Do you think that ticket fees (booking fees paid to custody banks that are billed separately from the annual custodian fee paid for depositing the securities) should be added to this list?

<ESMA_QUESTION_PRIIPs_36>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_36>
37. As regards the abovementioned estimate, can the fair value approach be used?[footnoteRef:3]  [3:  One could also argue that all fund managers either have their own dealing desk or sub-contract this to other dealing desks. Since the principle of Best Execution is paramount, the dealers should know the typical spread in the securities with which they deal.] 


<ESMA_QUESTION_PRIIPs_37>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_37>
38. Can you identify any other difficulties with calculating and presenting the bid-ask spread? Do you believe broker commissions included in the spread should be disclosed? If so, which of the above mentioned approaches do you think would be more suitable for ex-ante calculations or are there alternative methods not explored above? 

<ESMA_QUESTION_PRIIPs_38>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_38>
39. Do you believe that market impact costs should be part of the costs presented under the PRIIPs regulation? If so, how can the market impact costs best be calculated? How should this be done to give the best estimate ex-ante?

<ESMA_QUESTION_PRIIPs_39>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_39>
40. How should entry- and exit charges be calculated considering the different ways of charging these charges? How should this be done to give the best estimate ex-ante? Can you identify any other problems related to calculating and presenting entry- and exit fees?

<ESMA_QUESTION_PRIIPs_40>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_40>
41. Which other technical specifications would you suggest adding to the abovementioned methodology? Which other technical issues do you identify as regards the implementation of the methodology?

<ESMA_QUESTION_PRIIPs_41>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_41>
42. Do you think that an explicit definition of performance fees should be included? Do you think the definition by IOSCO is relevant in the specific context of the cost disclosure of the PRIIPs Regulation?

<ESMA_QUESTION_PRIIPs_42>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_42>
43. What would be the appropriate assumption for the rate of returns, in general and in the specific case of the calculation of performance fees?

<ESMA_QUESTION_PRIIPs_43>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_43>
44. Which option do you favor? Do you identify another possible approach to the disclosure and calculation of performance fees in the context of the KID?

<ESMA_QUESTION_PRIIPs_44>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_44>
45. Which of the above mentioned options 1 and 2 for the calculation of aggregate costs would you prefer? Do you agree with above mentioned assumptions on the specificities of the costs of life-insurance products? How should the breakdown of costs showing costs specific to the insurance cover be specified? Do you think that risk-type riders (e.g. term or disability or accident insurances) have to be disregarded in the calculation of the aggregated cost indicator? How shall risk-type rider be defined in this context? (one possible approach might be: A risk-type rider in this context is an additional insurance cover without a savings element, which has separate contractual terms and separate premiums and that the customer is not obliged to buy as a compulsory part of the product). 

<ESMA_QUESTION_PRIIPs_45>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_45>
46. Do you think this list is comprehensive? Should these different types of costs be further defined? 

<ESMA_QUESTION_PRIIPs_46>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_46>
47. Do you agree that guaranteed interest rate and surrender options should be handled in the above mentioned way? Do you know other contractual options, which have to be considered? If yes how?

<ESMA_QUESTION_PRIIPs_47>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_47>
48. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_48>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_48>
49. Do you think this list and breakdown is comprehensive? 

<ESMA_QUESTION_PRIIPs_49>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_49>
50. Should the methodology for the calculation of these costs be further specified? How?

<ESMA_QUESTION_PRIIPs_50>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_50>
51. Should the methodology for the calculation of these costs be further specified? How?

<ESMA_QUESTION_PRIIPs_51>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_51>
52. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_52>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_52>
53. Should the methodology for the calculation of these costs be further specified? How? Do fund related costs also exist for with profit life insurance products?

<ESMA_QUESTION_PRIIPs_53>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_53>
54. How to ensure that the look-through approach is consistent with what is applied in the case of funds of funds?

<ESMA_QUESTION_PRIIPs_54>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_54>
55. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_55>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_55>
56. Which above mentioned or further options do you support, and why? More generally, how to measure costs that are passed to policy holders via profit participation mechanisms? Would you say that they are known to the insurance company? Do you think an estimate based on the previous historical data is the most appropriate methodology for the calculation of these costs?

<ESMA_QUESTION_PRIIPs_56>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_56>
57. Is this type of costs really specific to with-profit life-insurance products? Do you agree that these costs should be accounted for as on-going costs?

<ESMA_QUESTION_PRIIPs_57>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_57>
58. Do you think the list of costs of life-insurance products presented above is comprehensive? Which types of costs should be added? 

<ESMA_QUESTION_PRIIPs_58>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_58>
59. To what extent are those two approaches similar and should lead to the same results?

<ESMA_QUESTION_PRIIPs_59>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_59>
60. In comparison to structured products, do you see any specificity of costs of structured deposits? Do you think that the potential external guarantees of structured deposits might just have to be taken into account in the estimation of the fair value of these products?

<ESMA_QUESTION_PRIIPs_60>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_60>
61. Do you agree with the above mentioned list of entry costs? Which of these costs are embedded in the price? Should we differentiate between “delta 1” and “option based” structured products? In which cases do you think that some of these costs might not be known to the manufacturer? Which of these types of costs should be further defined?

<ESMA_QUESTION_PRIIPs_61>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_61>
62. To what extent do you think these types of costs should be further defined and detailed? 

<ESMA_QUESTION_PRIIPs_62>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_62>
63. How would you estimate ex ante the spread referred to above in (b), in the case the product is listed as in the case it is not? Should maximum spreads, when available, be considered? Should the term “proportional fees” be further defined? Which definition would you suggest?

<ESMA_QUESTION_PRIIPs_63>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_63>
64. Do you agree with the list of costs outlined above? Which types of costs would require more precise definitions? To what extent should the methodology be prescriptive in the definition and calculation methodologies of the different types of costs?

<ESMA_QUESTION_PRIIPs_64>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_64>
65. Would you include other cost components? 

<ESMA_QUESTION_PRIIPs_65>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_65>
66. Under which hypothesis should the costs of the underlying be included?

<ESMA_QUESTION_PRIIPs_66>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_66>
67. How would you deal with the issue of the amortization of the entry costs during the life of the product? For derivatives it will be notably important to define what the invested capital is, in order to calculate percentages. The possibilities include: the amount paid (i.e. option premium price or initial margin/collateral) or the exposure (to be defined for optional derivatives). Do you see other possible approaches on this specific point?

<ESMA_QUESTION_PRIIPs_67>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_67>
68. Do you think that there are products with ongoing hedging costs (to ensure that the manufacturer is able to replicate the performance of the derivative component of the structured product)? 

<ESMA_QUESTION_PRIIPs_68>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_68>
69. Do you agree with the general framework outlined above? 

<ESMA_QUESTION_PRIIPs_69>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_69>
70. Which criteria should be chosen to update the values in the KID when input data change significantly?

<ESMA_QUESTION_PRIIPs_70>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_70>
71. As the evolution of underlying asset/s should be taken into account, are there specific issues to be tackled with in relation to specific types of underlying? To what extent should the RTS be prescriptive on the risk premium?

<ESMA_QUESTION_PRIIPs_71>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_71>
72. Are you aware of any other assumptions to be set?

<ESMA_QUESTION_PRIIPs_72>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_72>
73. Having in mind that most of the applied models in banking are forward looking (e.g. using implied volatility instead of historical volatility) which are the pros and cons of backward looking approach and forward looking approach? 

<ESMA_QUESTION_PRIIPs_73>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_73>
74. Do you think that there are other risk free curves that could be considered?

<ESMA_QUESTION_PRIIPs_74>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_74>
75. Do you think that there are other market data that could be used to determine the credit risk? Do you think that implied credit spreads from other issuer bonds (other than structured products) could be used?

<ESMA_QUESTION_PRIIPs_75>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_75>
76. How would you determine the credit risk in the absence of market data and which are the criteria to identify the comparable?

<ESMA_QUESTION_PRIIPs_76>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_76>
77. How would you include the counterparty risk in the valuation? Would you include specific models to include counterparty risk in valuation (CVA models)? How would you consider the counterparty risk for pure derivatives?

<ESMA_QUESTION_PRIIPs_77>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_77>
78. In which circumstances do you think parameters cannot be computed/estimated using market data? What would you suggest to deal with this issue? 

<ESMA_QUESTION_PRIIPs_78>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_78>
79. Would it be meaningful to prescribe specific pricing models for structured products, derivatives and CFDs? If yes which are the pros and cons of parametric and non-parametric models?

<ESMA_QUESTION_PRIIPs_79>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_79>
80. What should be the value of x? (in the case of UCITS, x=5, but the extent to which this is appropriate for other types of PRIIPs, notably life-insurance products, is unclear). 

<ESMA_QUESTION_PRIIPs_80>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_80>
81. Should this principle be further explained / detailed? Should the terms “rank pari passu” be adapted to fit the different types of PRIIPs? 

<ESMA_QUESTION_PRIIPs_81>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_81>
82. What should be the relevant figure for the initial invested amount to be taken into account for the calculation of cost figures? Should a higher initial investment amount be taken into account not to overestimate the impact of fixed costs? How should the situation of products with regular payments be taken into account for that specific purpose? (Would an invested amount of 1 000 euros per period of time be a relevant figure?) 

<ESMA_QUESTION_PRIIPs_82>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_82>
83. For some life-insurance products, the costs will differ on the age of the customer and other parameters. How to take into account this specific type of PRIIPs for the purpose of aggregating the costs? Should several KIDs for several ages be considered?

<ESMA_QUESTION_PRIIPs_83>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_83>
84. Do you agree with the abovementioned considerations? Which difficulties do you identify in the annualisation of costs?

<ESMA_QUESTION_PRIIPs_84>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_84>
85. Which other assumptions would be needed there? In the case of life-insurance products, to what extent should the amortization methodology related to the amortization methodology of the premium calculation? To what extent should the chosen holding period be related to the recommended holding period?

<ESMA_QUESTION_PRIIPs_85>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_85>
86. This definition of the ratio is taken from the CESR guidelines on cost disclosure for UCITS. Is it appropriate also in the case of retail AIFs? Should it be amended? Another approach to calculate these costs is to calculate the ratio of the total of these amortized costs to the invested amount in the fund. However in that case the question remains as to how to aggregate this ratio with the on-going charges ratio. Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate?

<ESMA_QUESTION_PRIIPs_86>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_86>
87. What would be other options to define the TCR ratio in the case of life-insurance products? What about the case of regular payments or regular increasing? Which definition would you favour? How to ensure a level playing field and a common definition with the other types of PRIIPs in this regard? Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate? To what extent do these possible calculation methodologies fit the case of insurance products with regular payments? 

<ESMA_QUESTION_PRIIPs_87>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_87>
88. What would be other options to define the TCR ratio in the case of structured products? Do you identify other specific issues in relation to the TCR if applied to structured products? Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate? For derivatives, it might be the case that it is necessary to further define the concept of investment to be used as denominator of the ratio. Possibilities include the use of the actual sums paid and received (i.e. initial margins, variation margins, collateral postings, various payoffs, etc.) or the use of the exposure (i.e. market value of the derivative underlying). Do you think these approaches would be appropriate?

<ESMA_QUESTION_PRIIPs_88>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_88>
89. This definition of the ratio is taken from the CESR guidelines on cost disclosure for UCITS. Is it appropriate also in the case of retail AIFs? Should it be amended? Another possible approach could be to use the ratio between the total amount of costs over the holding period and the average net investment (assumed during the whole period, in order to take into account future additional investments, partial withdrawals, payments (i.e. programmed investments or disinvestments)). Do you think this approach would be appropriate?

<ESMA_QUESTION_PRIIPs_89>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_89>
90. These different aforementioned principles are taken from the CESR guidelines on cost disclosure for UCITS. Is it also appropriate in the PRIIPs context?

<ESMA_QUESTION_PRIIPs_90>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_90>
91. To what extent do the principles and methodologies presented for funds in the case of on-going charges apply to life-insurance products?

<ESMA_QUESTION_PRIIPs_91>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_91>
92. Do you think this methodology should be further detailed? To what extent do you think this methodology is appropriate and feasible (notably in terms of calibration of the model)? It might indeed be considered that valuation models for Solvency II usually are not likely to be designed for per contract calculations. Life insurers may restrict the calculation of technical provisions in the Solvency II-Balance-Sheet to homogenous risk groups. Furthermore they are allowed to use simplified calculation methods if the error is immaterial at the portfolio level. As profit sharing mechanisms in many countries are applied on the company level and not on a per contract level, projected cash flows from future discretionary benefits will not easily be broken down on a per product or even a per contract basis with the existing Solvency II-Valuation-Models. 

<ESMA_QUESTION_PRIIPs_92>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_92>
93. Do you identify any specific issue in relation to the implementation of the RIY approach to funds?

<ESMA_QUESTION_PRIIPs_93>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_93>
94. In addition to the abovementioned issues and the issues raised in relation to TCR when applied to structured products, do you identify any other specific issue in relation to the implementation of the RIY approach to structured products?

<ESMA_QUESTION_PRIIPs_94>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_94>
95. Do you agree with the above-mentioned assessment? Should the calculation basis for returns be the net investment amount (i.e. costs deducted)? Do you identify specific issues in relation to the calculation per se of the cumulative effect of costs?

<ESMA_QUESTION_PRIIPs_95>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_95>
96. Is this the structure of a typical transaction? What costs impact the return available to purchasers of the product?

<ESMA_QUESTION_PRIIPs_96>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_96>
97. What costs impact the return paid on the products?

<ESMA_QUESTION_PRIIPs_97>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_97>
98. What are the potential difficulties in calculating costs of an SPV investment using a TCR approach?

<ESMA_QUESTION_PRIIPs_98>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_98>
99. What are the potential difficulties in calculating costs of an SPV investment using a RIY approach?

<ESMA_QUESTION_PRIIPs_99>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_99>
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