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General observations 

A) Reduction of approval time. 

Suggestion: 

Considering that generic-ETFs might come up to the market faster than today. This would 
primarily include a faster approval process within the SEC. Also, an adjustment of certain 
parts of the application process might be necessary. 

B) ETP categorization - More transparency and consistent naming 

Before ETP Securities can trade on a national securities exchange, that exchange must agree to list the ETP 
Securities for trading on its market, and it must have Commission-approved initial and continued listing 
standards that permit listing of that type or "class" of ETP Security. ETP listing standards can be broadly 
categorized as either generic or non-generic. Generic listing standards permit an exchange to list and trade 
specific ETP Securities of a broader class of ETPs without filing a product-specific proposed rule change with the 
Commission. 

Suggestion: 

Meanwhile there are many different index-based product variants used, causing a confusing 
'name jungle' for investors. 

For example, an ETF listed on a national exchange can effectively consist of Investment 
Company Units, Index-Fund Shares, Portfolio Depositary Receipts, or security-based Trust 
Issued Receipts. Which investor can instantly and seriously explain the difference between 
these categories? How are they characterized? Do they contain different (operational) risks 
levels? 

Increased transparency and consistent names for exchange-traded products listed on a 
national exchange. Harmonization and simplification of legal structures used for ETFs. 
Establishment of a national, cost-effective standard structure for U.S. ETFs like UCITS for ETFs 
in the European market. 

ETF I Exchange Traded Fund = Regular fund structure, including a trustee, custodian and 
market maker, no issuer risk, listed on national exchange. 

ETN I Exchange Traded Notes = All unsecured notes listed on a national exchange or 
otherwise securitized instruments bearing issuer risk and listed on a national exchange. 

C) Establishment of a new, alternative ETP category: ETTs 

If an asset manager has a smart investment idea and wants to offer access to this strategy through an ETF, 
there are some hurdles, especially for small and mid-sized asset managers and emerging asset management 
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boutiques: The initial costs (before an ETF comes to live) for one ETF are $100,000 and more, just for setup the 
fund. After the launch, on-going costs are approximately the same per year. Not included are any marketing and 
advertising costs to market the ETF to the general public. Also, setting-up and registering an ETF is a time 
consuming project despite some turnkey-solution providers offering their services in the market. 

With other words: Without proper seed capital and capital commitments, ETF strategies/offerings from small 
and mid-sized asset managers will probably never hit the market because of the costs. Also, time-to-market is a 
problem in some cases. On one hand, this can be viewed as a 'natural filter' to avoid a flood of non-sense 
strategies or 'incomplete' strategies. On the other hand, if one removes this hurdle, there is huge potential for a 
new, alternative ETP segment where asset managers (investment management companies and investment 
advisory companies) could demonstrate its potential. 

Suggestion: 

One possible format could be so-called Exchange Traded Trackers or Exchange Traded Shares. 

KEY POINTS: 

SEC sets basic framework(' Model structure') 
Approval process by the Exchange; based on existing listing process/IT framework 
Very fast time-to-market (2-3 working days) 
Uniform requirements for product structure itself and portfolio constituents (with regards to price availability, 
risks and tradabi I ity of portfolio components) ensures transparency and comparability for investors 
No illiquid assets allowed (at least daily valuation of underlying assets required) 
Market making through third-party market maker or issuer itself 
Note or shares based but with smart collateralization management of portfolio assets (trustee) 
Low launch costs ($5,000) per ETT-compared to an ETF ($100,000) 
Indirectly lower fees/implicit costs for investors too 
Innovation engine for new investment ideas-new choice for investors 
New business for national exchanges and U.S. asset management industry 

D) Reform and establishment of a uniform, nationwide but simple 'product suitability check' for 
all ETPs. As a consequence of the questions the Commission asked for comment. 

Suggestion: 

Details and requirements have to be commonly worked out (e.g. SEC and FINRA) shall be 
publicly available afterwards. Hence issuers can pre-check whether its strategy/portfolio 
might be suitable to get offered as ETF or ETN. Review and authorization by the national 
stock exchange where the issuer applies for the ETP listing. This will lead to enhanced 
benefits for investors, more transparency and clarity and avoid inefficient secondary market 
pricings and multiple legal actions against issuers, market makers etc. due to problems in 
less-liquid underlyings. 
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Statements for selected SEC questions: 

Question 1 

Arbitrage mechanisms are designed to keep intraday trading prices of ETP Securities equal (or nearly equal) to the 
contemporaneous value of the underlying portfolio or reference assets. Do these mechanisms work better for some 
types or categories of ETPs I To what extent do arbitrage mechanisms help ensure efficient market pricing for ETPs 
throughout periods of market volatility, including times of market stress? 

Suggestion/Answer: 

This is primarily dependent from the liquidity of the ETP's underlying. Arbitrage mechanisms 
are crucial for an efficient market and tight bid-ask-spreads in ETPs. 

Question 2 

What characteristics of an ETP facilitate or hinder the alignment of secondary market share prices with the value of 
the underlying portfolio or reference assets? What characteristics of an ETP's underlying or reference assets facilitate 
or hinder the alignment of secondary market share prices with the value of the underlying portfolio or reference 
assets? Does liquidity in the market for an ETP's underlying or reference assets affect arbitrage, and if so, how and to 
what extent? Does the availability of current and historical pricing information, as well as trading history, for the 
underlying or reference assets affect arbitrage, and if so, how and to what extent? To what extent does the 
availability of correlated hedges for the ETP's underlying or reference assets affect arbitrage and pricing efficiency? To 
what extent does an ETP's use of a sampling methodology (investing in a subset of the components of an index) to 
track an index affect arbitrage and pricing efficiency/ Does the use of over-the-counter instruments by an ETP affect 
the opportunity for market makers or other participants to engage in arbitrage, and if so, how and to what extent? 
Do non-synchronous market hours between an ETP and its underlying assets (e.g., international equities) affect the 
pricing of an ETP and the opportunity for arbitrage, and if so, how? Does the use of cash-only creation or redemption 
baskets and variable cash fees affect efficient market pricing, and if so, how? 

Suggestion/Answer: 

Yes, the usage of OTC instruments in the ETP's underlying basket (even if fully disclosed) 
make it more difficult to arbitrage the ETP as the exact correlations and implications can be 
calculated on a best effort basis. 

Yes, non-synchronous market hours between an ETP and its underlying assets do cause in 
most cases a significant widening in the bid-ask-spreads. 

Generally, it may be considered to establish the requirement that all OTC instruments used in 
the underlying portfolio of an ETP (traded on a national exchange) shall be accessed by an 
independent valuation agent at least weekly. The outcomes (values) of the independent 
valuation have to be published by the ETP issuer promptly on the issuer's website. 

Question 4 I 5 

How closely do investors or other market participants expect the intraday trading price of ETP Securities to be aligned 
with the contemporaneous value of their underlying portfolio or reference assets? Do these expectations differ 
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depending on the type of ETP, the nature ofthe underlying assets, or market conditions? What methods, if any, do 
investors use to determine whether the intraday trading price of ETP Securities closely tracks the value of their 
underlying portfolio or reference assets? 

Do market participants conduct analyses of how well intraday prices of ETP Securities track the value of their 
underlying portfolio or reference assets? If so, how much weight do market participants place on such analyses? 

Suggestion/Answer: 

Basically, each investor seeks to replicate the underlying market through its ETP as closely as 
possible. 

Sophisticated investors are mostly aware of various factors that will harm the close 
alignment. An ETF who tracks for example Asian stocks always fights with intraday pricing 
challenges (as Asian markets are closing during U.S. trading hours). Such ETP pricings can be 
simulated/replicated with futures linked to the specific market/index. 

In general, we see an increasingly importance for investors of tracking/analyzing the intraday 
pricing differences between the ETP and its underlying portfolio-especially driven by risk 
management requirements. 

Question 6 

Under what circumstances might the prices of ETP Securities not track (on an intraday, temporary end-of-day, or 
permanent basis) the value of their underlying portfolio or reference assets? Are there circumstances in which the 
price of an ETP's Securities, though different from its NAV, might be a more accurate measure of the value of the 
ETP's underlying assets7 What are the implications for investors (both individual and institutional) and other market 
participants if intraday prices for ETP Securities do not closely track the value of their underlying portfolio or reference 
assets, either on an intraday, temporary end-of-day or permanent basis? 

Suggestion/Answer: 

ETPs that consistently do not track the value of their underlying portfolio will suffer from 
outflows (and probably get closed/delisted) as investors do not have any advantages in 
investing in such products. 

Also, the issuer is bearing the risk of legal actions initiated by the investor(s) in such a ETP. 

Temporary tracking differences might be accepted/tolerated by investors due to special 
market conditions. 

Question 9 

As noted above, the IIV for an ETP is generally designed to provide investors information during the trading day on 
the value of the ETP's portfolio (or, in the case of an ETN, on the value of a reference asset or index). The IIV may be 
subject to various calculation methodologies. How does the calculation of IIV vary, if at all, among ETPs? Does the 
calculation methodology depend on the class or type of ETP, and if so, how? Does the calculation methodology 
depend on the nature of the underlying portfolio or reference assets, and if so, howl Are certain IIV calculation 
methodologies more or less useful for investors, market makers, or other market participants? 

Suggestion/Answer: 
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Establishment of general accepted calculation methods (frame-work) for SEC regulated 
institutions /exchanges I market places which are issuing ETPs. 

Question 13 

In the absence of daily portfolio disclosure for an ETP, could other mechanisms enable market makers or other market 
participants to make efficient markets in that ETP' If so, what are those mechanisms and how would they function? 
What, if any, information disclosure, characteristics of the ETP, or other circumstances would be necessary for those 
mechanisms to function I 

Suggestion/Answer: 

Without knowing which constituents are in a portfolio, a real market making is nearly 
impossible. If the detailed portfolio is unknown, a proxy portfolio will lead to massively 
wider spreads. The investor would not have any incentive or benefit to buy such an ETP. 

Market making of non-disclosed portfolios is only possible if the issuer itself acts as market 
maker (quoting buy and sell prices). 

Question 14 

Under what circumstances would an ETP suspend creations? Under what circumstances could an ETP (other than a 
1940-Act registered ETF) suspend redemptions' What effect does this or could this have on arbitrage mechanisms or 
the market value of these products? How might suspension of creations or redemptions affect the ETP's continued 
compliance with the conditions of its exemptive and no-action relief under the Exchange Act? How would an ETP 
issuer be likely to respond to the suspension of creation or redemption activity by one or more of its Authorized 
Participants? 

Suggestion/Answer: 

Creations - Basically, there is no reason for any properly setup ETP to suspend creations. An 
ETP should be able to acquire enough securities for its underlying portfolio. If this should be 
not possible, the issuer should question himself whether the strategy is suitable for an 
exchange traded product (with intraday liquidity and intraday pricing) or might be better 
fitting in a traditional mutual fund. 

For example a basket of strictly sector focused high yield bonds (i.e. Energy HY bonds) which 
are thinly traded and rare in the OTC market might be better securitized as mutual fund, 
private fund or any other wrapper instead of an ETP. 

Redemptions- We see similar thoughts here. Except in serious market turmoil, an ETP should 
be constructed in a way that massive redemptions can be absorbed by the specific market. 

It should be considered to establish uniform but simple rules for issuers offering 'illiquid' or 
'highly-exotic' portfolios as ETPs (suitability check for the ETF/ETN wrapper itself). 

Question 15 
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How do arbitrage mechanisms work in the case of ETPs w·rth less-liquid underlying or reference assets? Are arbitrage 
mechanisms for ETPs with less-liquid underlying or reference assets effective and efficient in aligning share prices 
with the value of the underlying portfolio or reference assets? 

Suggestion/Answer: 

This is highly dependent on the proxy used by the trader. 

Question 16 

To what extent do arbitrage mechanisms help ensure efficient market pricing throughout rising and falling markets, 
including times of market stress, for ETPs with underlying or reference assets that are less-liquid 7 Do periods of 
market stress affect arbitrage mechanisms for such ETPs, and if so, how? Could there be a point at which the amount 
of ETP Securities outstanding relative to the amount of underlying or reference assets outstanding results in an 
imbalance that inhibits the redemption process during periods of market stress? 

Suggestion/Answer: 

Again, the product suitability should be reviewed and a process installed which clearly favors 
product concepts that fulfills the purpose of an ETP (=avoiding illiquid strategies to get 
marketed as ETF/ETN). Also, a maximum allowable gap (in percent) between the price of an 
ETP and its reference portfolio should be considered as part of such a 'product suitability 
check'. 

Question 28 

Are current exchange listing standards (including standards with respect to component eligibility, diversification, and 
pricing) effective, given the increasing complexity of ETP investment strategies and the expansion of the types of 
underlying and reference assets and benchmarks? For example, do existing listing standards adequately address the 
use by ETPs of non-exchange-listed derivatives or of leverage 7 

Suggestion/Answer: 

As mentioned above (B), there is some room for improvement to harmonize the current 
exchange listing standards and enhance the 'product suitability' of the ETP itself. 

Question 29 

Given the increasing complexity of ETP investment strategies and the expansion of the types of underlying or 
reference assets and benchmarks, what types of information do commenters believe would assist the Commission in 
evaluating whether a proposed rule filing by an exchange to list and trade a specific ETP is consistent with the 
Exchange Act7 

Suggestion/Answer: 

This is a crucial part of a potential revision of the Commission's evaluation process. 
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Key parameters of such an 'eligibly test' should be associated with certain risk figures. easy 
to obtain but still significant valuation possibilities (market data/independent sources) and 
specific liquidity measurements of the underlying portfolio. 

Question 30 

Should certain characteristics of an ETP receive particular emphasis in the Commission's evaluation of whether a 
proposed rule filing related to that ETP is consistent with the Exchange Act? If so, which ones? For example, should 
the Commission's evaluation focus on the nature, characteristics, or liquidity of the specific investments, holdings, 
indices, or reference assets of the ETP and on the public availability of information about these underlying or 
reference assets' Should the Commission's evaluation focus on the effectiveness or efficiency of the creation and 
redemption process in facilitating arbitrage opportunities with respect to an ETP? What other factors, if any, should 
the Commission consider in its evaluation of whether a proposed rule filing related to an ETP is consistent with the 
Exchange Act? 

Suggestion/Answer: 

Yes. the Commission should focus on the above (29) mentioned key parameters. 
The on-going liquidity of an ETP's underlying portfolio is a crucial part in the assessment. 

Question 31 

Exchange listing standards for ETP Securities often contain both initial listing criteria and continuing listing criteria. 
The initial listing criteria include requirements that must be met when ETP Securities are initially listed on an 
exchange. The continuing listing criteria include requirements that must be met on an ongoing basis. Should 
exchange listing standards always contain both initial and continuing listing criteria' Should initial and continuing 
listing standards for ETP Securities be substantially identical? 

Suggestion/Answer: 

In order to simplify and optimize the ETP listing process and its supervision. we recommend a 
harmonization of initial listing criteria and continuing listing criteria. 

Question 35 

Do individual investors tend to buy and hold ETP Securities? Does the answer depend on the type of ETP (e.g., 
investment objective, structure, or type of underlying asset)! Do investments by individual investors tend to be 
solicited or unsolicited? Please explain and provide data where available. If solicited, are solicitations limited to 
certain categories of investors (e.g., retail investors or high-net-worth individuals) and certain types of ETPs? If so, 
which categories of investors receive solicitations and how are the parameters of the category determined-e.g., net 
worth, income, investment experience, options trading eligibility? In addition, which types of ETPs are recommended 
and what are the parameters being used to determine whether those ETPs should be recommended' Are individual 
investors purchasing ETPs on the basis of recommendations by brokers? 

Suggestion/Answer: 
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Among ETP-savvy investors, most self-directed individuals use ETFs for its tactical as well as 
mid-term investment strategy. Long-term investments are still dominated by direct 
investments (stocks, tax efficient bonds), mutual funds and some annuity products (variable 
as well as fixed). 

Individual investors meanwhile understand the basic mechanism of an ETF very well but just a 
minority is aware of the specific characteristics of the underlying index or portfolio. Broad
based index ETFs (DJIA Index, Nasdaq 100 Index) are common known but bear some 
significant concentration risks investors are mostly not aware of. Exotic indices like the China 
ASO Index is heavily exposed to certain sectors. 

With regard to individual investors: Solicited ETPs are mostly such products which track a 
new index/portfolio or are associated with an advanced investment strategy. Also, low fee 
ETFs are increasingly solicited by BID's agents (in an advisory capacity) and RIA's as part of its 
attempts to structure low-cost core portfolios. 

High-net worth investors are frequently invested in internationally exposed ETFs, in most 
cases they invested in commodities-linked ETPs also. These client group is clearly targeted by 
B/D's/RIA's for recommending/soliciting trades. 

Individual investors (especially those with a net worth below $100,000 and not holding a 
securities account) rarely get in touch with brokers recommending them ETFs/ETPs. 

Individual investors which hold a securities account with an online broker or national wire 
house are frequently targeted with ETF trading suggestions (as well as mutual funds and 
other securities). 

Question 36/ 37 

How effective are the suitability requirements applicable to brokerage accounts in addressing broker-dealer sales 
practices for ETPs in light of the breadth of available ETP options and the growing complexity of ETP investment 
strategies? What methods do, or could, broker-dealers employ to meet their sales-practice and suitability obligations 
for ETP Securities? 

Suggestion/Answer: 

The increasingly complex product offering requires an ETP product rating system. In other 
markets (i.e. Switzerland) such an independent system has been established since some years. 
Through this the product buyer can assess the suitability as well as the sell-side 
representative (BID, RIA) has a clear indication what one can sell and which products may be 
out of scope. 
This will help to categorize (even if it is a basic model) each product and make it for the 
investor more obvious into what one will invest. 
The establishment/adoption of a nationwide product rating model for ETPs may be possible 
within 6-9 months. 

Do investors have access to sufficient information to understand ETPs, how ETP Securities trade, the costs associated 
with trading ETP Securities, and how their prices and valuations are determined, particularly as ETPs encompass 
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(issuer, exchanges, regulator, market maker, investors etc.) should become higher and more 
sophisticated about the next generation indexing strategies. 

Question 52 

The total market capitalization of ETPs has grown significantly, nearly doubling since the end of 2009. What do 
commenters believe are the main reasons for this growth? Do commenters expect significant growth in the number, 
variety, and market capitalization of ETPs to continue? If such growth continues, how might that affect the 
exchanges' listing and trading of ETP Securities? How might this growth affect investors, broker-dealers, or other 
market participants) 

Suggestion/Answer: 

The growth was fueled by easy portfolio implementation of ETPs and the very favorable 
market conditions which drove sales significantly. 
There is fevered speculation in which dimension the growth will continue but there is 
growing evidence that the U.S. ETP industry reached a kind of plateau. 
We believe that broad based strategies (large cap ETPs and simple beta trackers) will not 
grow by the numbers of products. The only grow might happen within AuM. 
We see some room for new products and increasing market capitalization in alternative 
indexing (smart beta) and next generation ETPs. 
The broad range of products available on the exchanges will lead to an increased need for 
simplification in product classification (see B, pg. 2) and investor education. 

Question 53 

The Commission provides market structure research, interactive data visualization tools, and advanced market metrics 
on its Market Structure Data and Analysis website, http://www.sec.gov/marketstructure/index.html. Users of the 
website and its data can, among other things, compare quoting and trading characteristics of ETPs to those of other 
equity securities. Have commenters drawn any observations or conclusions from this data about the listing and 
trading of ETPs? What effects, if any, does market structure have on the quoting and trading of ETPs? What effects, if 
any, does the quoting and trading of ETPs have on the general characteristics of current equity market structure7 Do 
any specific aspects of current equity market structure facilitate or hinder the fair and efficient quoting and trading of 
ETPs? What types of additional information or data would commenters like to see regarding the quoting and trading 
characteristics of ETPs? 

Suggestion/Answer: 

There are some indicators which should be added to the market structure website (details can 
be disclosed to the SEC on request). Also, this great data visualization portal is worth to get 
expanded and marketed broader within the investment community. This is a perfect 
showcase what market transparency, promoted and enforced by the Commission, means in 
practice. 

#End# 
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