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PwC MIFID Survey - Introduction

« The sample covers 34% of total AuM in Luxembourg?

« All participants are cross-border players

« Objectives of the Survey:
« Assessing the impact of MiFID on the promoters’ operating model
« Identifying distribution matters
 Pointing out potential impacts on the market

1 Source: Fitzrovia, as at December 2006
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|. Stage of readiness of the industry and impact assessment

How would you assess the potential What is the stage of readiness of your

implications of MiFID on your fund fund management organisation with
management business? regards to MiFID?
Fundamental
changes .

Mostly a 7% Most potential All potential
concern for implications implications
distributors but lack of identified

21% clarity on 35%

some major
topics
36%

Important
but limited
implications
72%

Most potential
implications
identified
29%

PricewaterhouseCoopers



|. Stage of readiness of the industry and impact assessment

Do you intend to modify your If yes or yet to decide, what are the
operating model as a result of MiFID? areas considered?

Yet to
decide Yes

PricewaterhouseCoopers

Information to investors and
potential investors

Distribution model

Marketing Material

Management or disclosure
of conflicts of interests

Other

Broker selection / execution policy
Outsourcing arrangements

Risk management

Product development
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Il. Relationship fund managers / distributors

According to you, what is the stage of readiness of your
distributors with MiFID?

Distributors

will be Distributors

compliant will not be

23% compliant
39%

Distributors
have not yet
fully appreciate
the
implications
38%
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ll. Relationship fund managers / distributors

95% perform due diligence on 77% use MiFID exempted
their distributors distributors

How do you intend to modify the level Do you intend to modify the way you
of due diligence regarding your 3rd currently deal with exempted
party EU distributors? distributors?

Increase
38%

Yes, we
intend to
increase the
level of
control
36%

No, we do
not intend to
change

No change

62%
64%
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l1l. Retrocessions and inducements

70% of respondents do not intend to modify the way they currently compensate

distributors. How the remuneration schemes curently in place will evolve?

Non monetary benefits (travels,
conferences, etc.) offered when
sales reach defined targets

One off bonus when sales reach
defined targets

Step-up rates of retrocession based
on total assets under management

Step-up rates of retrocession based
on assets under management per
fund

Fixed rate of retrocession based on
assets under management

PricewaterhouseCoopers

O No decision
made yet

O Intent to

0,
S discontinue

B Currently
in place

17%

17%
33%

5@%|

100%

17%

50%

17%

83%
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V. Implications on open architecture

In your opinion, what will be the implications of MiFID
on open architecture?

Potential
threat
149%,

Potential
opportunity
31%

Potential
opportunity
57%

No or little
implication
29%

Potential
threat
38%

No or little
implication
17%

No or little

implication Continental
31%

Potential
threat
83%

players
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V. Competitiveness of investment funds

Positive
effects
14%

No or little
implication

21% Negative

effects
65%

PricewaterhouseCoopers
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Conclusion

According to fund promoters interviewed, MiFID is a distribution matter above all

Fund managers estimate to be well prepared for November 1st, wheras they think
their distributors are not fully ready

The most common forms of retrocession involved step-up rates linked to assets as
well as fixed rates. Despite the fact that inherent conflicts exist in such step-up
arrangements, over 70% of fund providers confirmed they had no plans to amend
them

The vast majority of US/UK players see MIFID either as positive or at worst,
neutral. On the other hand, the Continental view is much more negative as 83%
saw it as a threat to the future of open architecture

The other big issue for the industry is the lack of level playing field MiFID
introduces for funds compared to other more opaque products — specifically life
insurance and structured products. Unsurprisingly, 2/3rds viewed MiFID as making
funds less competitive
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Develop your knowledge on investment management
opportunities in Europe and worldwide

Download PwC publications on www.pwc.com/lu

Global Fund Distribution Poster, 2007

[ —

Luxembourg
Hedge Funds”®

Invesmrt Manspoment & Feal Extass

Under the spotlight*

e T

____ The regulation, taxation and distribution of hedge funds around
— =S>8 the globe, 2007

Luxembourg: a prime location for doing business, 2006
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Did you know?

The PricewaterhouseCoopers Research Unit in Luxembourg can help you deepen
your understanding of the investment management market in Europe by sharing its
research findings with you on the following subjects:

Fund distribution

Identify market entry strategies; Benefit from our share class benchmarking studies; Support your
registration process with UcitsEuroFiles

Regulatory market watch
ldentify tax and regulatory changes likely to impact your business; receive updates on Global IM industry news

Mutual fund governance

Share with us your mutual fund governance practices; get another view on the best international developments

Fund costs and pricing

Refer to our Fund Expense Survey for the different types of asset and share classes
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PwC Luxembourg IM Contacts

John Parkhouse, Partner Laurent Probst, Partner

Investment Management and Real Estate  Investment Management Research Unit
Practice Leader Leader

+352 49 48 48 2505 + 352 49 48 48 2522
John.m.parkhouse@Iu.pwc.com Laurent.probst@Ilu.pwc.com
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