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[bookmark: _Toc280628648]Responding to this paper 
EBA, EIOPA and ESMA (the ESAs) welcome comments on this Technical Discussion Paper on Risk, Performance Scenarios and Cost Disclosures in Key Information Documents for Packaged Retail and Insurance-based Investment Products (PRIIPs).

Instructions
Please note that, in order to facilitate the analysis of the large number of responses expected, you are requested to use this file to send your response so as to allow them to be processed more efficiently. Therefore, the ESAs will only be able to consider responses which follow the instructions described below:
· use this form and send your responses in Word format (pdf documents will not be considered except for annexes);
· do not remove the tags of type < ESMA_QUESTION_PRIIPs_1> - i.e. the response to one question has to be framed by the 2 tags corresponding to the question; and
· if you do not have a response to a question, do not delete it and leave the text “TYPE YOUR TEXT HERE” between the tags.
Responses are most helpful:
· if they respond to the question stated;
· contain a clear rationale, including on any related costs and benefits; and
· describe any alternatives that the ESAs should consider

Naming protocol
In order to facilitate the handling of stakeholders responses please save your document using the following format:
ESA_TDP_PRIIPs_NAMEOFCOMPANY_NAMEOFDOCUMENT.
E.g. if the respondent were XXXX, the name of the reply form would be:
ESA_TDP_PRIIPs_XXXX_REPLYFORM or 
ESA_TDP_PRIIPs_XXXX_ANNEX1
To help you navigate this document more easily, bookmarks are available in “Navigation Pane” for Word 2010 and in “Document Map” for Word 2007.

Deadline
Responses must reach us by 17 August 2015.
All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input/Consultations’. 
[bookmark: _Toc335141334]
Publication of responses
[bookmark: _Toc335141335]All contributions received will be published following the close of the consultation, unless you request otherwise. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with the ESAs’ rules on public access to documents.[footnoteRef:2] We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by the Board of Appeal of the ESAs and the European Ombudsman.  [2:  See https://eiopa.europa.eu/about-eiopa/legal-framework/public-access-to-documents/index.html. ] 


Data protection
Information on data protection can be found on the different ESAs’ websites under the heading ‘Legal notice’.
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	Name of the company / organisation
	WallStreetDocs Ltd.
	Activity
	Document automation and related analytics for structured products

	Are you representing an association?
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	United Kingdom



Introduction
Please make your introductory comments below, if any:
< ESMA_COMMENT_PRIIPs_1>
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August 17, 2015

Via Web Upload to www.esma.europa.eu

	Re:
	Comments on Technical Discussion Paper – Risk, Performance Scenarios and Cost Disclosures In Key Information Documents for Packaged Retail and Insurance-based Investment Products (PRIIPs)



Dear Sir or Madam:
WallStreetDocs provides manufacturers of Packaged Retail and Insurance-based Investment Products (PRIIPs) with document automation and related analytical solutions.  Because we work with manufacturers in all geographic regions, we are familiar with the disclosure practices in different markets.
We appreciate the opportunity to comment on the Technical Discussion Paper – Risk, Performance Scenarios and Cost Disclosures In Key Information Documents (KIDs) for PRIIPs.
Our comments focus on structured products.  We do not comment on insurance products, Undertakings for Collective Investments in Transferable Securities (UCITS) funds or other types of PRIIPs.  We begin with a summary of our main points, which we will refer back to in answering specific questions.
Our three main points are the following:
The market risk indicator and the performance scenarios should clearly show the risk/reward profile of the underlying instrument to which a PRIIP is linked and how the derivative component embedded in the PRIIP modifies that profile.
The performance scenarios should include both static "what if" scenarios and probabilistic performance scenarios.
From a methodology perspective, the market risk indicator and the probabilistic performance scenarios should be calculated using a stationary risk model.
We also make a brief observation on the proposed cost disclosure.
Separation of Underlying Instrument and Derivative Component
In connection with its March 2015 publication entitled "Structured Products: Thematic Review of Product Development and Governance", the U.K. Financial Conduct Authority (FCA) carried out consumer research with respect to PRIIPs.  This research yielded, among other things, two important insights:
Investors' market expectations are "on average quite conservative."
Even when investors have "relatively modest expectations of [an] underlying," they have "significant misperceptions about the expected performance" of a PRIIP linked to the underlying.
Therefore, we believe that the primary focus of the Key Investor Document (KID) should be to enhance investors' understanding of how the PRIIP modifies the risk/reward profile of the underlying to which it is linked.
Making a distinction between the PRIIP and the underlying would have two major benefits:
It would help investors understand the incremental benefit of purchasing the PRIIP compared with a direct investment in the underlying.  In doing so, it would give investors an intuitive understanding of how much potential upside they have to give up in case of a positive performance of the underlying in order to obtain the downside protection offered by the PRIIP.  Moreover, it would help them more easily identify situations where the perceived attractiveness of an investment is primarily a function of the underlying and less a function of the derivative component embedded in the PRIIP.  For example, the risk/reward profile of a PRIIP linked to a low volatility underlying with a long-term positive trend might look compelling when considered in isolation.  At the same time, the incremental benefit of purchasing the PRIIP might appear less attractive (and, depending on the investor's preferences, might even appear unattractive) when considered in comparison with the risk/reward profile of the underlying.
It would allow investors to more easily compare PRIIPs with different payoffs linked to the same underlying and to compare PRIIPs with the same payoff linked to different underlyings.
These benefits, which go to the heart of addressing the often cited lack of transparency in the structured products market, would be lost if the market risk indicator and any probabilistic performance scenarios that the European Supervisory Authorities (ESAs) might require manufacturers to include in the KID were to be calculated for the PRIIP as a whole.
Therefore, we would urge the ESAs, in adopting their final guidance, to require that both the market risk indicator and any probabilistic performance scenarios show the risk/reward profile of the underlying instrument and the impact of the derivative component separately.
Scenarios
We believe that KIDs should include both "what if" scenarios and probabilistic performance scenarios.
"What if" scenarios, particularly if they are presented in the form of tables or graphs, supplement the narrative description found in the section of the KID entitled "What is this product?" by providing an intuitive and easy-to-understand illustration of the PRIIP's payoff.
It is worth noting that the manufacturers which typically include the most sophisticated "what if" scenarios in their offering documents are those which operate in markets with an active plaintiffs bar, such as the United States.  This shows that both manufacturers and investors as well as the lawyers representing them believe that such scenarios are critical to help investors understand the payoff mechanics of the PRIIPs they are offered.
A number of European manufacturers, particularly those with active issuance platforms in Germany, have ample experience with "what if" scenarios in the context of Produktinformationsblätter (PIB).  Therefore, the incremental compliance burden of making such scenarios mandatory for KIDs would be very small.
For these reasons, the ESAs should require manufacturers to include "what if" scenarios in all of the KIDs they prepare.
As the ESAs themselves have noted, the problem with "what if" scenarios is that they present all outcomes as if they were equally likely to materialize.  We agree with the concerns expressed by other respondents to the November 2014 discussion paper in this regard.
In our view, however, this issue cannot be rectified by disclosure.  Where three scenarios – upside, par and downside – are presented side by side, no disclaimer, however carefully worded, will be capable of preventing investors from subconsciously assigning each scenario an equal probability of occurrence.
In situations such as this, where a disclaimer is unlikely to be effective, best practice would normally dictate that the problematic disclosure be removed from the disclosure document.  Given the benefits of "what if" scenarios, however, a better option, which would preserve these benefits while also countering the false impression that such scenarios may create, would be to supplement "what if" scenarios with probabilistic performance scenarios.
While manufacturers recognize the limitations of "what if" scenarios, we are concerned that, absent regulatory backing, they will err on the side of caution and opt not to present probabilistic performance scenarios to investors, given the uncertainties around which statistical model to choose (see discussion below) as well as the associated liability risk.
This would have the unfortunate effect of creating two classes of investors.  On one end of the spectrum would be institutional and other sophisticated investors with access to the tools and know-how necessary to construct probabilistic performance scenarios on their own.  On the other end would be retail investors who do not have access to such tools and do not possess the required know-how.  These investors would be left to fend for themselves and would be forced to make an investment decision based solely on "what if" scenarios, which are subject to the limitations discussed above.
To avoid this, it is critical that the final guidance adopted by the ESAs make it clear that KIDs must include not only "what if" scenarios but probabilistic performance scenarios as well.
Choice of Risk Model
A lot of the debate to date has evolved around the question which statistical model should be used to calculate the market risk indicator and any probabilistic performance scenarios if the ESAs were to require such scenarios.
In our view, there are very good reasons to suggest that whichever model is ultimately chosen should be a stationary risk model, that is, a model that assumes static market conditions.
To understand why a stationary risk model is the most appropriate model for the purposes of the KID, it is useful to keep in mind that the price of an underlying is a function of both (1) exogenous factors, which are driven by macro and micro economic conditions, and (2) endogenous factors related to the trading patterns on the stock exchange on which the underlying is listed.
The endogenous dynamic of stock exchange trading has properties characteristic of very complex technical systems with a number of autonomous elements.  These properties are typically described using probabilistic chaos models.
If the exogenous (market) factors are assumed not to change over time, the trading dynamic of an underlying is more or less stationary.  To put it in basic terms, this means that the trend and volatility of the underlying are constant.  Nevertheless, because of the chaotic nature of the stock exchange trading dynamic, the price of the underlying will fluctuate in an unpredictable manner.  Given this, it is possible only to calculate the probability that the underlying's price will move within particular bands, whereas its exact path cannot be predicted.
If, however, the exogenous (market) factors are assumed to change over time, the trend and volatility of the underlying are no longer constant and, in turn, the trading dynamic of the underlying is no longer stationary.  In this case, investors face both endogenous trading risk, which, as discussed, is purely stochastic, and exogenous market risk, which is a function of economic and psychological factors that cannot be predicted with any level of certainty on the basis of statistical models.
We believe that the KID should educate investors about (1) the risk emanating from the endogenous dynamic of stock exchange trading to which the underlying is subject and (2) how that risk is modified by the PRIIP's derivative component.  By contrast, it should not attempt to influence investors' opinions about the underlying's exogenous market risk.  This is due to six reasons:
Given the FCA's research cited above, retail investors are in far greater need of information about how a PRIIP modifies the risk/return profile of an underlying than they are in need of information about the underlying's market risk.  To convey the former type of information, however, a stationary risk model that excludes market risk is all that is required.
Educating investors about the market risk of the underlying to which the PRIIP is linked would also be inconsistent with the fact that, under currently applicable law, retail investors are permitted to purchase stocks and ETFs without any special disclosure about market risk.  There is no theoretical argument to support the proposition that investors in a PRIIP linked to a stock or ETF are in greater need of information about market risk than investors purchasing stocks or ETFs directly.
The above analysis is further supported by an analogy to other industries. A consumer interested in purchasing a gun can expect that the gun manufacturer will accurately inform it about the basic characteristics of the gun, such as its reliability, accuracy, ergonomics, caliber and cost/value relationship.  Consumer protection laws typically ensure that this is the case.  By contrast, the consumer cannot reasonably expect – and consumer protection laws do not require – that the gun manufacturer make any sort of prediction about the wind, temperature, light, elevation and barometric pressure prevailing at a particular shooting range on a particular date and how these parameters are likely to affect the trajectory of the bullet.  The same reasoning applies to PRIIPs.  While an investor has a legitimate interest in knowing how the derivative component of a PRIIP modifies the risk/return profile of the underlying to which it is linked – these are the "ballistic" properties of a PRIIP – the investor has no legitimate interest in knowing how the PRIIP will fare in light of the market conditions likely to prevail during, or at the end of, the life of the product.
Despite an abundance of proposals for non-stationary risk models, there is, as of today, no evidence that any of these models has any prognostic value.  Nor is there any academic consensus as to what the most appropriate model should be.
Any non-stationary risk models would be costly for manufacturers to implement and difficult for regulators to supervise.
Moreover, any such models would give investors a false sense of security if it causes them to rely on the model as a prediction of the future.
The good news is that, to achieve the above-mentioned objective of educating investors about the endogenous trading risk of the underlying and how that risk is modified by the derivative component of the PRIIP, a stationary risk model (for example, in its simplest form, the Black Scholes model, which assumes a normal distribution of returns, or a more advanced model that assumes a distribution that takes into account stylized facts such as heavy tails) is all that is needed. 
Using such models, it is possible to calculate the frequency with which the returns of the underlying and the PRIIP fall into particular bands assuming exogenous market factors affecting the underlying remain constant over time.  The assumption that exogenous market factors remain constant is, of course, not realistic.  However, as noted, this is irrelevant for a model whose sole purpose is to show how the derivative component of a PRIIP modifies the risk/return profile of the underlying.
To define a stationary risk model, only a few parameters are required.  In the simplest case, these are the trend and volatility of the underlying.  The average trend and volatility of the underlying can easily be derived from historical data.  The only difference between the various types of stationary risk models is whether they assume that the distribution of returns follows a normal distribution or a different type of distribution.  We have no preference in this regard.
Once the model is defined, it is straight-forward to develop probabilistic scenarios for both the underlying and the PRIIP.  A comparison of the two demonstrates the effect that the PRIIP has on the risk/return profile of the underlying, while eliminating the temporary ups and downs caused by market factors.  Below we propose several ways in which this relationship can be visualized.
PORT diagrams.  A Payoff Risk Transport (PORT) diagram merges the information conveyed by a "what if" scenario with a frequency distribution histogram in a way that illustrates the effect of the derivative component of a PRIIP on the risk/return profile of the underlying.
[image: ]
Heat maps.  A heat map visualizes the frequency distributions of the underlying's returns and those of the PRIIP using color, with red indicating a high concentration of returns and blue indicating a low concentration.
[image: ]
Rolling portfolio diagrams.  A rolling portfolio diagram tracks the returns of rolling reinvestments in each of the underlying and the PRIIP over a series of consecutive days.  The diagram assumes that the investor purchases the underlying and the PRIIP on each day during the relevant period and then holds them for the term of the investment.  The blue line shows the return of the underlying, whereas the red line shows the return of the product.
[image: ]
Costs
We do not comment on the ESAs' proposal with respect to cost disclosure in detail beyond the fact that we question whether the focus on costs is appropriate in the first place.
In the United States and Germany, estimated value disclosure has become common in recent years.  Whether this disclosure has benefited investors, however, is, in our view, subject to debate.  The U.S. offering documents of different PRIIP manufacturers invariably show fairly similar estimated values.  Moreover, the related disclosure is typically accompanied by equally similar disclaimers and risk factors that explain why the estimated value of the specific PRIIP being offered is lower than its price immediately after issuance.  It is not immediately obvious how an investor is supposed to draw useful information from this disclosure.
Going back to first principles, the desire for meaningful cost disclosure is typically driven by a concern that the costs of a PRIIP are embedded in the payoff in a way that hides them from investors and that, absent a requirement for explicit disclosure, manufacturers may illegitimately enrich themselves at the expensive of investors.
In our view, this concern is misplaced.  Assuming a competitive market, the fact that a particular manufacturer may have mathematical models and/or processes in place that allow it to incur lower hedging costs and thus reap higher margins than another manufacturer, should not raise regulatory concerns.
The primary focus should thus be on ensuring that the marketplace for PRIIPs is competitive.  Industry supported initiatives aimed at making it easier for investors to compare different manufacturers' products, such as the derivatives map published by the European Structured Investment Products Association (EUSIPA), are important steps in this direction.  The success achieved in Europe in the area of nomenclature standardization is something that market participants in other regions, particularly the United States, look to as an example of how to make the structured products market more transparent.
If the ESAs believe additional measures are required, the most straight-forward and least invasive step that could be taken would be to require manufacturers to include an indicative price for constructing the PRIIP based on liquid options.  This would provide an objective price benchmark that would be comparable across manufacturers, straight-forward to implement and easy to supervise.
*     *     *
Again, we appreciate the opportunity to comment on the Technical Discussion Paper – Risk, Performance Scenarios and Cost Disclosures In Key Information Documents for Packaged Retail and Insurance-based Investment Products (PRIIPs).  We would be happy to discuss the matters raised in this letter further if that would be helpful.  Please contact Mathias Strasser at +44 20 7073-2834 or Jane B. Case at +44 2 7073-2822.  Thank you and best regards.
Sincerely,
WallStreetDocs Ltd. 
< 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>
We believe that the ESA should decide in favor of Option A - Distribution of returns directly obtained from historical data.
Both the quantitative market risk indicator and any probabilistic performance scenarios that the ESAs may require should be calculated based on a stationary risk model, that is, a model that assumes static market conditions. Such a model is cost-effective to implement, easy to supervise and all that is required to educate investors about the endogenous trading risk of the underlying and about how the derivative component of the PRIIP modifies this risk. 
The assumption that exogenous market factors remain constant is, of course, not realistic.  However, this is irrelevant for a model whose sole purpose is to show how the derivative component of a PRIIP modifies the risk/return profile of the underlying.
The alternative, a non-stationary risk model, would be costly for manufacturers to implement and difficult for regulators to supervise.  Moreover, any such models would give investors a false sense of security if it causes them to rely on the model as a prediction of the future. 
The FCA's research conducted in connection with its March 2015 publication entitled "Structured Products: Thematic Review of Product Development and Governance", the U.K. Financial Conduct Authority (FCA) suggests that retail investors are in far greater need of information about how a PRIIP modifies the risk/return profile of an underlying than they are in need of information about the underlying's market risk.  Educating investors about the market risk of the underlying to which the PRIIP is linked would also be inconsistent with the fact under currently applicable law retail investors are permitted to purchase stocks and ETFs without any special disclosure about market risk.  There is no theoretical argument to support the proposition that investors in a PRIIP linked to a stock or ETF are in greater need of information about market risk than investors purchasing stocks or ETFs directly.
To define a stationary risk model (for example, in its simplest form, the Black Scholes model, which assumes a normal distribution of returns, or a more advanced model that assumes a distribution that takes into account stylized facts such as heavy tails), only a few parameters are required, such as the trend and volatility of the underlying.
We believe that the model should be set up with the average trend and volatility of the underlying, which can easily be derived from historical data.<ESMA_QUESTION_PRIIPs_1>
1. 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>
See answer to question 1.<ESMA_QUESTION_PRIIPs_2>
1. 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_3>
1. 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_4>
1. Please state your view on what time frame or frames should the Risk Indicator and Performance Scenarios be based

<ESMA_QUESTION_PRIIPs_5>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_5>
1. 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_6>
1. 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_7>
1. 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_8>
1. Please state your views on the most appropriate criteria and risk levels´ definition in case this approach was selected. 

<ESMA_QUESTION_PRIIPs_9>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_9>
1. Please state your views on the required parameters and possible amendments to this indicator.

<ESMA_QUESTION_PRIIPs_10>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_10>
1. Please state your views on the appropriate details to regulate this approach, should it be selected. 

<ESMA_QUESTION_PRIIPs_11>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_11>
1. 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_12>
1. 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_13>
1. 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_14>
1. 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>
We believe that the ESAs should require that KIDs include both "what if" scenarios and probabilistic performance scenarios.
"What if" scenarios, particularly if they are presented in the form of tables or graphs, supplement the narrative description found in the section of the KID entitled "What is this product?" by providing an intuitive and easy-to-understand illustration of a PRIIP's payoff.
It should be noted that the manufacturers which typically include the most sophisticated "what if" scenarios in their offering documents are those which are active in markets with an active plaintiffs bar, such as the United States.  This demonstrates that both manufacturers and investors as well as the lawyers representing them believe that such scenarios are critical to help investors understand the payoff mechanics of the PRIIPs they are offered.
Moreover, a number of European manufacturers, particularly those with active issuance platforms in Germany, have ample experience with "what if" scenarios in the context of Produktinformationsblätter (PIB).  Therefore, the incremental compliance burden of making such scenarios mandatory for KIDs would be very small.
For these reasons, the ESAs should require manufacturers to include "what if" scenarios in KIDs.
The problem with "what if" scenarios is that they present all outcomes as if they were equally likely to materialize.  We agree with the concerns expressed by other respondents to the November 2014 discussion paper in this regard.  In our view, however, this issue cannot be rectified by disclosure.  Where three scenarios – upside, par and downside – are presented side by side, no disclaimer, however carefully worded, will be capable of preventing investors from subconsciously assigning each scenario an equal probability of occurrence.
In situations such as this, where a disclaimer is unlikely to be effective, best practice would normally dictate that the offending disclosure be removed from the disclosure document.  Given the benefits of "what if" scenarios, however, a better option, which would preserve these benefits while also countering the false impression that such scenarios may create, would be to supplement "what if" scenarios with probabilistic performance scenarios.
While manufacturers recognize the limitations of "what if" scenarios, we are concerned that, absent regulatory backing, they will err on the side of caution and opt not to present probabilistic performance scenarios to investors, given the uncertainties around which statistical model to choose (see discussion below) as well as the associated liability risk.
This would have the unfortunate effect of creating two classes of investors.  On the one end of the spectrum would be institutional and other sophisticated investors with access to the tools and know-how necessary to construct probabilistic performance scenarios on their own.  On the other end would be retail investors who do not have access to such tools and do not possess the required know-how.  These investors would be left to fend for themselves and would be forced to make an investment decision based solely on "what if" scenarios, which are subject to the limitations discussed above.
To avoid this, it is critical that the final guidance adopted by the ESAs make it clear that KIDs must include not only "what if" scenarios but probabilistic performance scenarios as well.<ESMA_QUESTION_PRIIPs_15>
1. 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>
We believe that the selection of "what if" scenarios should be left to the manufacturers' discretion.  Experience from other markets in which "what if" scenarios are commonly used shows that manufacturer's disclosure practices tend to coalesce around a best practice.<ESMA_QUESTION_PRIIPs_16>
1. Do you think the options presented would represent appropriate performance scenarios? What other standardized scenarios may be fixed?

<ESMA_QUESTION_PRIIPs_17>
We believe that both of the ESAs' suggestions are sensible.
Options A and B serve different purposes, however.  Option B illustrates the narrative description of the payoff included in the section of the KID entitled "What is this product?", whereas Option A goes beyond a "what if" scenario and incorporates elements of a probabilistic performance scenario.
In this regard, we would point out that Option A would be most useful to investors if the returns of the underlying were shown side by side with the returns of the PRIIPs over the same period, such as shown in the rolling portfolio diagram below.
[image: ]
Showing the historical outcomes of an investment in the underlying side by side with the historical results of investing in the PRIIP over the same period would clearly show investors the incremental benefits of purchasing the PRIIP compared with a direct investment in the underlying.  This would help investors understand intuitively how much potential upside they have to give up in case of a positive performance of the underlying in order to obtain the downside protection offered by the PRIIP.  Moreover, it would help them more easily identify situations where the perceived attractiveness of an investment is primarily a function of the underlying and less a function of the derivative component embedded in the PRIIP.  For example, the risk/reward profile of a PRIIP linked to a low volatility underlying with a long-term positive trend might look compelling when considered in isolation.  At the same time, the incremental benefit of purchasing the PRIIP might appear less attractive (and, depending on the investor's preferences, might even appear unattractive) when considered in comparison with the risk/reward profile of the underlying.
In addition, this would allow investors to more easily compare PRIIPs with different payoffs linked to the same underlying and also to compare PRIIPs with the same payoff linked to different underlyings.<ESMA_QUESTION_PRIIPs_17>
1. Which percentiles do you think should be set? 

<ESMA_QUESTION_PRIIPs_18>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_18>
1. Do you have any views on possible combinations?

<ESMA_QUESTION_PRIIPs_19>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_19>
1. Do you think that credit events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_20>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_20>
1. Do you think that such redemption events should be considered in the performance scenarios?

<ESMA_QUESTION_PRIIPs_21>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_21>
1. 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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_22>
1. 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>
We do not comment on the ESAs' proposal with respect to cost disclosure in detail beyond the fact that we question whether the focus on costs is appropriate in the first place.
In the United States and Germany, estimated value disclosure has become common in recent years.  Whether this disclosure has benefited investors, however, is, in our view, subject to debate.  The U.S. offering documents of different PRIIP manufacturers invariably show fairly similar estimated values.  Moreover, the related disclosure is typically accompanied by equally similar disclaimers and risk factors that explain why the estimated value of the specific PRIIP being offered is lower than its price immediately after issuance.  It is not immediately obvious how an investor is supposed to draw useful information from this disclosure.
Going back to first principles, the desire for meaningful cost disclosure is typically driven by a concern that the costs of a PRIIP are embedded in the payoff in a way that hides them from investors and that, absent a requirement for explicit disclosure, manufacturers may illegitimately enrich themselves at the expensive of investors.
In our view, this concern is misplaced.  Assuming a competitive market, the fact that a particular manufacturer may have mathematical models and/or processes in place that allow it to incur lower hedging costs and thus reap higher margins than another manufacturer, should not raise regulatory concerns.
The primary focus should thus be on ensuring that the marketplace for PRIIPs is competitive.  Industry supported initiatives aimed at making it easier for investors to compare different manufacturers' products, such as the derivatives map published by the European Structured Investment Products Association (EUSIPA), are important steps in this direction.  The success achieved in Europe in the area of nomenclature standardization is something that market participants in other regions, particularly the United States, look to as an example of how to make the structured products market more transparent.
If the ESAs believe additional measures are required, the most straight-forward and least invasive step that could be taken would be to require manufacturers to include an indicative price for constructing the PRIIP based on liquid options.  This would provide an objective price benchmark that would be comparable across manufacturers, straight-forward to implement and easy to supervise.<ESMA_QUESTION_PRIIPs_23>
1. 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>
1. Should these fees be further specified? 

<ESMA_QUESTION_PRIIPs_25>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_25>
1. 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>
1. 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>
1. 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>
1. Which are the specific issues in relation to this type of costs? 

<ESMA_QUESTION_PRIIPs_29>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_29>
1. 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>
1. 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>
1. 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>
1. 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>
1. Is this description comprehensive? 

<ESMA_QUESTION_PRIIPs_34>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_34>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. Should the methodology for the calculation of these costs be further specified? 

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

<ESMA_QUESTION_PRIIPs_49>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_49>
1. 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>
1. 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>
1. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_52>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_52>
1. 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>
1. 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>
1. Should the methodology for the calculation of these costs be further specified? 

<ESMA_QUESTION_PRIIPs_55>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_55>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. Would you include other cost components? 

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

<ESMA_QUESTION_PRIIPs_66>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_66>
1. 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>
1. 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>
1. Do you agree with the general framework outlined above? 

<ESMA_QUESTION_PRIIPs_69>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_69>
1. 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>
1. 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>
1. Are you aware of any other assumptions to be set?

<ESMA_QUESTION_PRIIPs_72>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_72>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. 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>
1. What costs impact the return paid on the products?

<ESMA_QUESTION_PRIIPs_97>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PRIIPs_97>
1. 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>
1. 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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