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INTRODUCTION 
 

BACKGROUND  
 
Two years after its introduction, it is clear that the actual format of the PRIIPs KID is far from perfect. To avoid 
multiple rounds of regulatory changes and ensure a proper UCITS transition into PRIIPs, the European 
Supervisory Authorities (‘ESAs’) decided to address the main technical issues before the end of the UCITS 
exemption period, i.e. 1 January 2022 (as things currently stand).  
 
The review of the PRIIPs Delegated Regulation (‘RTS’) was launched in October 2019 and the consultation paper 
received a warm welcome by the industry. In total around 100 stakeholders took the opportunity to share with 
the ESAs their view on several areas of improvement. So far so good… 
 
Despite the good intentions from the ESAs, we were therefore surprised to witness them “agree to disagree” in 
July 2020. There was no consensus among the three members and therefore no proposal could be submitted to 
the European Commission… After some diplomatic arm-wrestling, the ESAs finally published their report in 
February 2021. 
 

T IMELINE  
 
The ESAs propose that the revised RTS becomes applicable as from 1 January 2022. The timeline is however 
subject to endorsement by the European Commission, Parliament and Council. Provided that an adequate 
implementation period needs to be offered to the industry, it cannot be excluded that the application date will 
be (slightly) postponed. Currently, rumors in the market are a delay till 1 July 2022.  
 

SCOPE OF THIS WHITEPAPER  
 
Our previous white paper (“RTS Update for PRIIPs: Preparing for 2022”) gave a broad overview of what is at 
stake. As the number of changes are significant, we decided to focus in this white paper on the revised 
calculation methodology for performance scenarios and we’ll address some other changes in subsequent white 
papers. We will point out some minor glitches in the new methodology and also to the fact that the (closely 
related) calculation of the summary risk indicator (‘SRI’) score has not been changed. 
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PERFORMANCE SCENARIO CALCULATION METHODOLOGY 
 

P ITFALLS IN THE CURRENT METHODOLOGY  
 
The main objective of the PRIIPs Delegated Regulation review is to address regulatory issues that have been 
identified since the implementation of the PRIIPS KID in 2018.  
 
With regards to performance scenario calculation methodology, these are obviously “procyclicality” and 
“amplification”. Not only “replicate” the performance scenarios what happened in the past, they also add 
theoretical “drifts” to the past growth rate. In bull markets, this leads to over-optimistic results: favourable 
scenarios that are higher than the highest historical observed returns and positive unfavourable scenarios. A 
positive unfavourable scenario? That may sound like a publicity stunt for a ponzi-scheme, investors can never 
loose! During periods of bear markets, a similar phenomenon will be observed but then the other way around: 
a low-risk investment could exhibit favourable scenarios with a negative outcome. Who would ever invest in 
such a product? 
 
The current methodology follows a probabilistic approach which starts from historical time-series and 
percentiles that are used to create boundaries. This means that the level of actual returns was expected to 
remain between the unfavourable and favourable scenario 80% of the time, i.e. between the 10% (unfavourable) 
and 90% (favourable) percentile. Testing by the ESAs has demonstrated that this is not the case (only ca. 50% of 
the time) in real life.  
 
Given their importance and visibility in the KID, the new performance calculation methodology is without any 
doubt the most important amendment to the RTS.  
 

CATEGORY-2  PRIIPS (UCITS) 
 
Less formulas 
The most significant change is for non-structured or linear (i.e. category 2) PRIIPs where the ESAs propose the 
unfavourable, moderate and favourable scenario to be a more direct estimate from the actual price history of 
the fund or relevant benchmarks. In other words, the formulas are replaced by an approach where the scenarios 
are derived directly from the timeseries. The black-box is not completely gone, since the ESAs propose to retain 
the current methodology for the stress scenario. They argue that the recent Covid-19 volatility, has proven it 
to be a relevant indicator of very adverse market events. One minor change is the specification that the 
unfavourable scenario can never be lower than the stress scenario.  
 
Longer Time Period 
Another major change is that a minimum of 10 years of historical data is used for the scenarios. This length is 
reasonably believed to capture both positive and negative periods of growth. If the recommended holding 
period (‘RHP') is less than 5 years, the required length of historical prices (‘HP’) is set at 10 years. In all other 
cases, it is equal to RHP + 5 years.  
 
Scenario Calculations 
The determination of the length of the HP is the first important step in the new methodology. The second step 
is the calculation of two batches of performance returns. We labelled these Batch 7a and Batch 7b according to 
the corresponding points in Annex IV of the revised RTS, respectively (7)(a) and (7)(b): 
 

1. Batch 7a: identification of all overlapping sub intervals individually equal in length to the duration of 
the RHP, and which start or end in each of the months of the HP. 
 
Example: Let’s assume a PRIIP with a recommended holding period of 5 years. Following the above 
reasoning, the required time period is set at 10 years. In case of a daily valuation frequency, the PRIIP 
has ca. 1300 overlapping sub-intervals of 5 years within this time frame. A weekly valuation frequency 
leads to ca. 261 sub intervals and a monthly valuation frequency to ca. 61 sub intervals. In the latter 
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case, the RTS even specifies that the sub intervals should start/end on the monthly valuation date. This 
is not necessarily the final business day of the month and can even be mid-month (for instance the 15th 
of the month). The current wording of paragraph 7(a) clearly deserves a better wording in the RTS since 
the construction of the sub-intervals is open for interpretation. 

  
  
 

2. Batch 7b: for the second batch, the last day of the HP serves as a reference date. From this date, all sub 
intervals individually equal or shorter than the RHP, but equal or longer than 1 year, are identified. 
Taking the example of above (and in case of a monthly valuation frequency): our case has 49 sub 
intervals with a length of 60months, 59months, 58months… till 12 months. 

 

 
 
For each subinterval identified the net performance is calculated (dividends reinvested). Note that point 7(c)(iv) 
of Annex IV in the revised RTS requires to use a linear transformation. This is clearly a glitch which we expect to 
be corrected in the final version.  
 
From this set of returns, the performance scenarios are derived as follows: 

 
• Favourable: best performing sub interval in Batch 7a 
• Moderate: the median performing sub interval as in Batch 7a 
• Unfavourable: the worst performing sub interval of Batch 7a and 7b taken together. The idea here is 

not to delay the inclusion of risks into the estimation of the unfavourable scenario as investors may 
decide to exit the PRIIP prior to the RHP (for instance after a sharp market crash). 

 
Finally, it is mentioned that the scenarios shall be calculated on at least a monthly basis. This might have serious 
operational and IT consequences for industry participants that are currently not monitoring their PRIIPs on such 
a schedule.  
 

LESS FLEXIBILITY IN CHOOSING A PROXY OR BENCHMARK  
 
Of course there are going to be situations where the PRIIP does not have the required amount of at least 10 
years of data. In this case a benchmark (proxy) can be used to supplement the values of the PRIIP. In any case, 
if a PRIIP is making reference to a benchmark in the "What is this product" section, then this benchmark will 
have to be used in the calculation of the performance scenarios.  
 
An important change is the fact that the draft now deals with the appropriateness of benchmarks and proxies 
used in the calculation of the performance scenarios. Criteria have been provided in the RTS to assess the 
suitability of a chosen proxy such as volatility, geographical exposure, sector allocation, liquidity, ... 
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In the particular case where even the benchmark does not have the required amount of data, the draft RTS 
prescribes the use of benchmarks of Regulation (EU) 2016/1011. PRIIP manufacturers shall in this use the 
benchmark that meets closest the asset mix of the PRIIP. 
 

NON-LINEAR PRIIPS (STRUCTURED PRODUCTS) 
 
For other types of PRIIPs (such as structured products), it is proposed to keep the existing methodology or make 
minor adjustments. Although the ESAs recognize that the current methodology has “material drawbacks”, they 
believe the pain of revising the methodology does not outweigh the benefits. One of the minor adjustments, is 
the introduction of a flexibility for PRIIP manufacturers to provide more conservative results. Technically, this 
means that they can use lower percentiles of the estimated distribution of future returns. Note that this can 
only be done in “justified cases” where there is a “material risk” that the scenarios may lead to inappropriate 
expectations by the investor. 
 

PRESENTATION OF PERFORMANCE SCENARIOS 
 
The scenario outcomes have to be published in the key information document as annualized percentages and in 
absolute amounts. These figures are now to be rounded to the nearest 10 EUR or the relevant currency of the 
PRIIP. The revised RTS also introduces a prominent warning to retail investors about the limitations of the 
figures.  
 
Important to note is that there will not be a middle holding period by default. As long as the recommended 
holding period (‘RHP’) is between 1 and 10 years, only a scenario for the first year and the RHP have to be 
calculated and published. For PRIIPs with a recommended holding period longer than 10 years, an additional 
intermediate scenario has to be calculated: half of the recommended holding period rounded up to the end of 
the nearest year. 

PRESENTATION OF PAST PERFORMANCE 
 
Based on the findings of a consumer testing performed in 2020 and the feedback from respondents to the public 
consultation, the ESAs believe that past performance is key information for retail investors and thus should be 
included in the KID. In order to be compatible with the PRIIPs Regulation (Level 1), the ESAs propose to:  
 

• Publish past performance separate from the KID 
• Refer to this disclosure within the “other relevant information” section of the KID 

 
Note that the ESAs consider this approach “second-best” as they prefer past performance to be part of the main 
contents of the KID. This requires however an amendment to the PRIIPs Regulation to exceed the current three-
page limit of the KID. Such an amendment falls outside the mandate of the ESAs. 
 
All this is covered in the brand-new Annex VIII of the RTS. It is an addition to the current RTS and specifies the 
way past performance has to be calculated and presented. No big surprise for those coming from a UCITS KIIDs 
environment as the requirements are in line with the existing approach for UCITS KIIDs. The performance 
charts are bar charts and have to take into account dividends, provide a clear presentation of the performance 
and deliver extra disclaimers in case there is insufficient data. 
 
The scope of products to include past performance is limited to (most types of) linear PRIIPs and investment 
options and excludes, for instance, closed-ended private equity funds. 
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WHAT ABOUT THE SRI  SCORE? 
 
The methodology for the summary risk indicator (‘SRI’) was not part of the review conducted by the ESAs and 
therefore remains unchanged. In the current RTS, the building blocks to determine the SRI score and calculate 
the performance scenarios are very similar for Category 2 PRIIPs (UCITS). The formulas therefore are not fully 
disappearing… Also, the length of the historical data needed remains (at least) 2 years for PRIIPs with a daily 
observation. In other words, no increase to 10 years…  
 
With the UCITS transition in mind, where for some funds the UCITS SRRI is higher than the PRIIPs SRI, the ESAs 
however did recognize the concern for an understatement of the risks. Point 52a of Annex II therefore allows 
PRIIP manufacturer to over-rule the calculated SRI score if deemed necessary. The PRIIP manufacturer may 
indeed increase (not decrease!) the calculated SRI score if it is considered not to adequately reflect the true risks 
of the instrument.  

CONCLUSION 
 
Yes, we believe the revised methodology is an improvement. Back testing shows the current issues of 
procyclicality and amplification are reduced. Also, the performance scenarios will be much more stable over 
time. 
 
No, we don’t believe the revision will make life easier for PRIIP manufacturers. The new RTS basically adds a 
layer of calculations as the methodology for the stress scenario and the SRI remain unchanged. More data is 
required (10 years) and there is less flexibility in the choice for a proxy or benchmark. Finally, the draft still 
contains some “irregularities” or “unclarities” which we expect to see clarified in the final version: 
  

• An improved wording of the determination of the exact number of sub intervals in Annex IV (7)(a) and 
(b). 

• Correction of the “linear transformation” glitch in Annex IV (7)(c)(iv)  
• The misalignment regarding the length of the historical data used for the calculation of the SRI and 

performance scenarios in Annex IV (6). 

R ISKCONCILE 
 
RiskConcile is a European FinTech with a focus on Risk and Regulatory Technology. We assist clients in tackling 
complex topics by providing innovative technological solutions. Our areas of expertise include PRIIPs, 
Transaction Costs, AIFMD Annex IV, ESG, Risk Management and data science. 
 
We are available to discuss the new PRIIPs RTS and/or the UCITS transition. Please contact: Jan De Spiegeleer 
(CEO and Founder) on jds@riskconcile.com or Thomas Desombere (Business Development) on 
td@riskconcile.com. 


