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EU Retail Investment Strategy m
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Investor protection — next round:

» Ambitious holistic approach: New comparable regulations for
manufacturers and distributors of insurance policies, funds, and
securities (reform of the IDD, UCITS, AIFMD, Solvency II, as well as
securities law)

European Parliament
2019-2024

* New MIFID rules, e.g.:
« New product governance test: Value for Money (VM)
« Stricter inducements regime
» Amended appropriateness and suitability

» Changes to the PRIIPs regime (PRIIPs Regulation) W—

25.3.2024

ECON March 2024

What next?

= Tough negotiations in the European Commission, the European
Parliament (ECON), and the European Council

= Trilogue will start mid-/end October 2024 and last six months (at
least)

= Entry into force: 2027(?)




Value for Money (1)

« European Commission claims some financial instruments (and
insurance products) are too costly and do not provide sufficient
return on investment for retail investors

 Value for Money — the Commission’s solution: New additional
product governance processes for issuers and distributors

« Manufacturers and distributors should use comparative
parameters (peer groups? ESMA benchmarks?) to check
whether the costs and fees for a product are justified and
proportionate in respect of the:

» Characteristics

« Obijectives
 Strategy

» Expected performance




Value for Money (2)

Which comparison group?

« Commission proposal: EU benchmarking by ESMA

« Manufacturers need to measure products against these benchmarks before offering them on the market
« ECON proposal: Peer grouping analysis

 Peer group to be defined by the investment firm

« Council proposal: Peer grouping with addition of the option for manufacturers and distributors to opt-in to
compare their investment products to the relevant EU benchmark instead of a peer group

= Many open questions:
« What is the relevant benchmark and who defines it
« Definition of peer group
« Source of data for defining the peer group
= Possible impact:
» Potential pricing regulation
* Frequent testing during the instrument’s lifetime
« Consequences for distributors and distribution process



PRIIPs (1)
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<
- European Council
« Commission proposal under RIS from

May 2023

» ECON final report from March 2024
(not approved) with mandate to enter
into trilogue granted in April 2024

« Council general approach from June
2024

= Ready for trilogue

Belgian presidency
Council of the European Union



PRIIPs (2)

Possible changes to PRIIPs KIDs"

» Dashboard rapos -
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« Personalisation / interactive tool when provided in electronic format — T
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+ Electronic format as the default
« Harmonisation of sustainability criteria
» Presentation of performance scenarios / differentiation by product type

« Page limit
» Changes with regard to updating and review of KIDs

« Comparability vs. comprehensibility ISR
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« Implementation period
* Online comparison tool

* Contentious topics m



Inducements

+ Commission pursued complete ban in the non-advised segment (Art.

24a MIFID III under the RIS)
+ ECON and Council against complete ban (March and June 2024)
» Council proposed further criteria to tighten up the inducements regime
with respect to enhancing quality in order to justify inducements:
» Offering a wide range of instruments
« Annual assessment of suitability of the instruments
» Setting up a process to reimburse inducements to the client in the
event of breaches of duty

= Likelihood that the Commission’s original proposal will not be further
pursued, but further tightening of the inducements regime to be expected

(65]
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Commissions

“Article 24a

Inducements
Member States shall ensure that when providing portfolio management, the
investment firm shall not pay or receive any fee or commuission, or provide or
be provided with any non-monetary benefit in connection with the provision of
such service, to or by any party except the client or a person on behalf of the
client
‘When providing reception and transmission of orders or execution of orders to
or on behalf of retail clients, the investment firm shall not pay or receive any
fee or commission, or provide or be provided with any non-monetary benefit in
connection with the provisi ices, 1

1 not apply to an investment firm providing reception and
orders or execution of orders, where such firm also provides
a non-independent basis relating to the same

tained in paragraph 2 sh apply to fees or any other
or paid to an issuer by an investment firm
perfor of the ferred to un: s 6 and 7

one
of Section A of Annex I, when the investment firm also provides any
investment services referred to in paragraph 2 to retail clients and relating to
the financial instruments subject to the placing or underwriting service(s).

This paragraph shall not apply in relation to financial instruments that fall
under the definition of packaged retail investment products in accordance with
Article 4(1) of Regulation (EU) 1286/2014

BSW
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Payment for Order Flow

» Payments that online brokers and neo-brokers in particular
receive from an issuer or execution venue for forwarding their
clients’ orders

* Such payments were very common in Germany and attracted
younger clients/investors in particular by providing low or even
zero fees

 Although being (legally) part of the best execution regime, the
rules are actually intended to strengthen inducement rules

» EU rules in force since 28 March 2024 — ban in place

* Germany is the only member state where the ban will be
postponed to June 2026
« ESMA will provide interpretations to answer questions regarding:
» Cross-border services
» Scope

- If discounts and rebates are permissible where they are
passed on entirely to investors

Article 39a

Prohibition of receiving payment for order flow

I. Investment firms acting on behalf of retail clients, as defined in 12
Article 4(1), point (11), of Directive 2014/65/EU, or professional clients
as referred to in Section II of Annex Il to that Directive shall not receive
any fee, commission or non-monetary benefit from any third party for
executing orders from those clients on a particular execution venue or
for forwarding orders of those clients to any third party for their
execution on a particular execution venue (‘payment for order flow”).

BUNDESVE
FOR STRUK
WERTPAPY

CTURIERTE
£RE

Interpretation by the Bundesverband fiir strukturierte Wertpapiere
(BSW) regarding the prohibition on payments for executing or
forwarding client orders (payment for order flow)

June 2024

In preparation for the ban on payments for order flow (PFOF) pursuant to Art. 39a MiFIR, which
will not apply in Germany until 1 July 2026 due to the Member State option exercised by
Germany, the German Structured Securities Association (BSW) has considered the interpretation

of two issues, in particular:

The following Member States have notified ESMA in this respect:

REAND

Member State Date of notifying ESMA of using the temporary
exemption from the PFOF prohibition
Germany 21 March 2024

BSW
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BaFin investigation into Knock-Out Warrants

+ Started on 24 June 2024 with deadline of 16 August 2024
« Participants: Issuers & online banks / online brokers

: 14
* Questionnaire with 20+ questions on:
» Client profile: Number & percentage of clients trading Knock-
Out Warrants, distribution by age, income, and portfolio volume  §
- Trading behaviour: Average ticket sizes, average leverage Koo ot
» Product features: Average yields, costs, and spreads . in Deutschland.
» Complaints: Number of and reasons for complaints et e
+ Interruptions of quotation: Number and percentage of
affected products, average time of interruptions, reasons for
interruptions
= BSW: Service & support for issuers & banks/brokers AND first point of contact for supervisory body
» Several meetings to collect and consolidate interpretation questions — personal clarification with
BaFin and information for BSW members
» Seven-page factsheet “"The Market for Knock-Out Warrants in Germany” sent to BaFin with additional
information:
« Importance of the market segment of Knock-Out Warrants (product differentiation, turnover,
trades)
 Indicating that a life cycle review of returns of Knock-Out Warrants is not realistic because B S\ M

investors are predominantly invested in the very short term



BaFin investigation into distribution of certain investment
products

« Background: Public discussion on providing higher ECB interest == i Federal Financial
rates to retail investors (deposits/financial instruments?) ~ BaFin Supersen/Authary

 Investigation started on 25 July 2024 with deadline 23 August for

15

Marktuntersuchung zu Zertifikaten

first round (German Sparkassen and cooperative banks (primary Fragenkatalog an Konzepteure
market)) and 10 September 2024 for second round (private B e de e
banks/foreign banks) ety
Telefon-Nr.
» Relating to fixed rate and step-up bonds and express certificates S
N Questions relati ng to: E:gii:e;l:t;erl?a:;?::tgzizc;;:ljr.:;?ageprodukte" im Zeitraum vom 01.01.2022 bis zum 30.06.2024 (im
> Stati Stica I data (e . g y VO I u me Of Su bscri ptionS) *: Unter den Begriff der Anlageprodukte sollen fiir Zwecke dieser Marktuntersuchung neben strukturierten Anleihen ausdriicklich
. . auch Festzins- und Stufenzinsanleihen gefasst werden. Daneben schlieBt die Untersuchung auch die Gruppe der Expresszertifikate
° Prod uct a pproval process (e . g Y ta rget ma rket deﬂ n |t|on) :,i':rz:n?:rr;:i:ﬁrzie;z::yfmdm genannten Anlageprodukte in der Fassung von 19. Juli 2024 mache ich mir fiir Zwecke der

» Sales and marketing strategy 2022-2024
* Inducements paid

= BSW: Supporting members, assisting in the provision of information, strengthening the image

of the industry
BSW
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SFDR Review — BSW perspective

» Background: In 2022, the European Commission announced a review to identify possible 17
deficiencies in the SFDR. Focus on legal certainty, applicability and combating greenwashing

* The review of the SFDR was launched in autumn 2023 with a consultation on the SFDR
framework

» BSW position: The explicit regulation of structured securities with sustainability
characteristics as potential sustainable financial products in future, without introducing rules
that are inappropriate in terms of content or generating a disproportionate compliance
burden:

Holistic approach/regulation from a single source for all financial instruments with
sustainability characteristics

No extension of the current SFDR disclosure requirements to other product types
Expansion of the product rules and introduction of product categorisation

Disclosure of standardised and brief information on the sustainability characteristics
supplemented by an ESG scale



Outlook German market



Current national legislative initiatives in the financial

sector

Damit wir

] ] ) spater nicht
+ Capital market oriented reform of the German pension systems alt aussehen, -

« Pillar I — State Pension Scheme: Introduction of a capital market
component to stabilise the public pension system (Generationenkapital
Programm)

* Pillar IT — Occupational (company) Pension Scheme (unchanged)

« Pillar IIT — State-subsidised Private Pension Scheme: Broadened scope of
investments (open architecture and not 100% guaranteed by provider)

» German federal financial literacy initiative

« Financing for the Future Act II (Zukunftsfinanzierungsgesetz II) to increase
the attractiveness of German financial markets and Germany as a business
location:

» (Post) Listing requirements

+ Digitalisation in capital markets

» Improvement of tax law provisions

« Promotion of venture capital investments
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Any questions?



