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01 The Gurrent State of Play

Everincreasing regulatory demands

« Significant increase in CBI scrutiny of and expectations for MiFID firms over past
18-24 months. Specific areas of focus include:

* Market Integrity and Market Conduct Risk + Enhanced ESMA Product Governance requirements,
* Cybersecurity, Operational Resilience (CP140), DORA, and CBI focus on Structured Retail Products
Data Quallty and Dlgltal Innovation « Fund costs and fees

« Existence and activity of Internal Audit functions —

. . . . » Control Frameworks and Risk Appetite Statements —
increasingly a requirement for all new licensees

Dear CEO March 2023

* CBI Cross Industry Guidance on Outsourcing (CP138) -
including intra-group arrangements

 Reform of MiFID regulations on European-wide agenda
* Individual Accountability Regime (CP153)
« Client Asset Requirements

 Bedding down of IFR/IFD and introduction of a subset of K-Factors for ManCos
with MiFID permissions (CP152)

« Sustainability agenda and ESG Reporting — SFDR and CSRD
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01 The Gurrent State of Play

Individual Accountability Framework - GP153

The Central Bank of Ireland (Individual Accountability Framework) Act 2023 was enacted on 09 March 2023. A three month consultation (CP153) period is now live, closing
on 13 June 2023. The IAF will result in significant changes across in-scope organisations and will impact all aspects of in-scope firms’ operating models and the employee
lifecycle.

= Enforcement against individuals directly = Will apply to the current Pre Approval

rather than only where they are Controlled Functions (“PCFs”) and become - Applicable to
proven to have participated Senior Executive Functions (“SEFs”). Banks,
- Applicable to all in a firm’s wrongdoing Draft regulations set out requirements for: Insurance
! . . ; " ) I Firms, some
RFSPs from 31 = Direct enforcement action for Enforcement S CTi = Prescribed Responsibilities Investment
December 2023 s of . Accountability g il Firms and Third
Conduct Standards Regime (“SEAR®) Statements of Responsibility Country
= Overall Management Branches from
Responsibilities Map (‘“MRM”) 1 July 2024
Individual
Accountability
* Enhanced F&P Regime to Framework = Common standards for CFs and
include a Certification Regime PCFs
applicable to the current Control Fitness and Conduct = Additional standards for every
«  Applicable to all Functions (“CFs”) Probity (‘F&P“ Standard PCF in every RFSP and those Applicable to all
RFSPs from 31 * Holding companies in scope bty ) andards exerting significant influence, RFSPs from 31
December 2023 focussing on “reasonable steps” December 2023

= Power to investigate individuals who
performed controlled functions up to 6 years
prior to commencement of investigation

taken and disclosure to the CBI

= Standards for Businesses
focussing on customers, market
conduct, integrity, and controls

Investment firms in scope for the SEAR element of IAF from 1 July 2024 are those which underwrite on a firm commitment basis and/or deal on own account
and/or are permitted to hold client assets. The CBI will carry out a review of the Framework’s operation three years after implementation.

Conduct Standards including the accountability of senior individuals for running their parts of the business effectively (i.e. Additional

From 31 December 2023 Conduct Standards)

From 31 December 2023 F&P Regime enhancements including firm certification requirements and the inclusion of holding companies within the regime

From 01 July 2024 SEAR for those firms in-scope

KPMG | 6
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02 Revised Client Assets Requirements (CAR)

Background and Scope

New Client Asset Regulations effective for investment firms 1 July 2023, following consultation with the aim of ensuring
that client assets remain appropriately safeguarded, especially in the event of insolvency.

Regulations published in July 2022 following consultation with the aim of ensuring that client assets remain appropriate
safeguarded, especially in the event of insolvency. Consultation issued to address shortcomings in previous regime and
to provide for complex business models where client assets are held, including wholesale market activity in the Irish
market as a result of Brexit.

2015

Regulations for safeguarding of
client assets and investor
money published

2018

Updated Client Asset
Requirements (CAR)
regulations and guidance

February 2023

Revised Client Asset
Regulations issued and
accompanying draft

1 January 2024

New Regulations also
apply to credit institutions
providing MiFID services

effective guidance and addendum and ho|d|ng client assets
issued
1 1 1
1 1 1
1 1 1
1 1 1
, 2007  December 2020 1 1 July 2023
[ . 1 . . 1
1 Client Asset Requirements 1 CBI Consultation Paper issued I New requirements
: (F:AR) was introduced for'MiFID : cqntaining a number 'of new prgposals : effective for investment
 firms and IIA firms authorised to 1 with the aim of ensuring that client I firms
: hold client assets (Central Bank : assets remain appropriately :
1 Client Asset Regulations 2007) , safeguarde 1
1 1 1
© 2023 KPMG, an Irish partnership and a member firm of the KPMG global organisation of independent member firms affiliated with U 8
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02 Revised Client Assets Requirements (CAR)

Client asset principles - New requirements

Segregation

Designation &
Registration

Reconciliation

Summary

Client assets should be deposited directly into a third party client asset account.
Where this is not possible those circumstances should be documented in the firm’s
CAMP.

Cheques should be recorded immediately in the firm’s books and records and
deposited promptly. Physical assets should be stored securely and movements
should be logged

The existing requirement to clearly identify client assets in records will apply to in
scope credit institutions going forward.

Firms should review relevant documentation including for third party relationships to
ensure that client asset account(s) opened prior to the application of the CAR to
credit institutions are correctly designated.

Client funds reconciliations must take place at least daily (or monthly where client
funds are held in the form of fixed term deposits). Client financial instruments
reconciliations to third parties must take place at least monthly.

Where a firm enters into Securities Financing Transactions or is using financial
instruments for its own account, for the purpose of the reconciliation it must record
the client on whose instruction the transaction has been entered, along with their
consent and balance of financial instruments.

Where financial instruments are not deposited with a third party, but rather held
internally, a reconciliation must be performed at least monthly against the records of
the entity responsible for holding legal entitlement.

Physical assets must be reconciled monthly (bi-annually against external records
where they are held on behalf of certain eligible counterparty clients).

Firms must maintain a record of actions taken to remediate reconciliation differences
or discrepancies.

Key Considerations

Identify circumstances
where it’s not possible to
deposit funds directly into
the client asset account

Identify in-scope accounts
and implement robust
process to ensure
compliance

Review and update existing
records and processes to
ensure they are adequate to
meet requirements



02 Revised Client Assets Requirements (CAR)

Client asset principles -New requirements

”
N

Calculation

Client
Disclosure &
Consent

Firms must perform a “calculation” of client financial instruments to ensure that the client financial
instrument resource is equal to the client financial instrument requirement at least on a monthly
basis.

In the event of a shortfall of client funds, an investment firm shall deposit, promptly and within
one working day, funds from its own assets into a third party client asset account. In the event of
an excess of client funds, a firm shall withdraw from a third party client asset account, promptly
and within 5 working days, the excess funds.

Any shortfall of client financial instruments should be addressed by the firm as soon as possible
and within five working days and can be in the form of the firm’s own funds or financial
instruments. Excesses of client financial instruments should be addressed by the firm as soon as
possible and within five working days.

Where a shortfall or excess of client assets arises because of a breach of CAR, notification must
be made to the Central Bank (irrespective of the amounts involved), and firms must maintain a
record of actions taken to address the shortfall or excess. Firms should consider whether it is
appropriate to notify the affected client(s) of the situation.

Certain disclosures will need to be included in the impacted firm’s terms of business.

Credit institutions will need to disclose to clients how their assets are being held

In respect of transfers of client assets, notifications need to be made to the Central Bank where
the transfers are material, and client consent needs to be obtained.

In wholesale market activity, consent will need to be acquired and agreements put in place for
financial instruments, and title transfer collateral arrangements. Additionally, disclosures will need
to be provided by firms providing prime brokerage services.

Review and update
processes (taking
account of any required
system changes) to meet
this new obligations
Assess whether records
are adequate to conduct
the new calculation
process

Define material
reconciliation
differences and material
shortfall/excess
thresholds

Ensure firmisin a
position to fund any
shortfalls identified

Review client
communications and
agreements and conduct
gap analysis against new
disclosure and consent
requirements

As a credit institution
conducting MiFID
services, assess whether
client assets are held as
deposits or in third-party
accounts

| 10



02 Revised Client Assets Requirements (CAR)

Client asset principles - New requirements

Summary of Requirements

Key Considerations

Q

Risk
Management

Client Assets
Examination

Credit Institutions must appoint a Head of Client Assets Oversight (PCF-45)

Within the CAMP, firms must produce a Client Asset Applicability Matrix (CAAM) to ensure that
the firm has identified where client asset obligations arise across its business lines and services.
The CAAM should set out a clear rationale as to why a product or service is in or out of scope of
each client asset provision

Within the CAMP, firms must also produce a Client Asset Risk Matrix (CARM) which reflects the
risks to safeguarding client assets of that specific business model and descriptions of relevant
processes and controls to manage these risks

The location of the client asset breach and incident log should be referenced in the CAMP, by
hyperlink or other such pathway

Client Asset Examinations (CAE) will need to incorporate the new requirements

Credit institutions will undertake the CAE for the first time in the 2025

Develop and implement a
CAMP that reflects the
changes and is based on
a detailed assessment
Ensure revised CAMP is
meaningfully addressing
risk

Implement robust
process to keep the
CAMP updated

Consider the operational
and financial impact of
changes in scope to your
client assets
examination
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03 The impact of CP152 on Capital Requirements

Capital Requirements for MiFID firms - [FD/IFR

Since June 2021, Class 2 MiFID firms have been subject to capital requirements under EU Investment Firms Regulation 2019/2033 (“IFR”)

* The K-Factor methodology has been introduced to calculate a range
of risks which an investment firm presents to the market,
customers and the firm itself.

* The requirements are tailored to the respective activities of an
investment firm, to create a capital requirement that is more
directly proportional to its risk profile.

» This K-factors aim to quantify the services and business practices

Minimum capital requirements are determined as:

Class 1 Firms

The sum of exposures to
mitigate:
+ Credit Risk;
Market Risk; and
+ Operational Risk.

Class 2 Firms

The highest of:

+ Permanent Minimum
Capital PMC)

+ Fixed Overhead
Requirements (FOR); and

Class 3 Firms

The highest of:

+ Permanent Minimum
Capital PMC); and

+ Fixed Overhead
Requirements (FOR)

for a particular investment firm in a risk sensitive manner. + K-Factor Capital
Requirements

* The K-Factor methodology is applicable to those firms
categorised as Class 2 under the new requirements.

K-AUM Assets under management (discretionary and ongoing non-discretionary advisory).
CRlstk to K-CMH Client money held (on a segregated or non-segregated basis.
“SR°Cmer Risk to Client (RtC)
(RtC) K-ASA Assets under safeguard and administration.
K-AUM + K-CMH + K-ASA + K-COH
K-COH Client orders handled (cash trades and derivatives).
Risk to K-NPR | Net position risk on own account trading book positions. Risk to Market (RtM)
Market
(RtM) K-CMG Total margins required by firm’s clearing member (if permitted by component authority). Higher of: K-NPR and K-CMG
K-TCD Trading counterparty default (own account trading book exposures).
Risk to . . _— Risk to Firm (RtF)
Firm (RtF) K-DTF Daily trading flow for cash trades or derivatives +
K-TCD + K-DTF + K-CON

K-CON Concentration risk on own account trading book transactions.

As the framework continues to mature, the incorporation of K-factors into ICAAP is an area of increasing focus for both Internal Auditors
and Regulators.

KPMG | 13



03 The impact of CP152 on Capital Requirements

CP152 - K-factor requirements

Under the new CP 152 proposal, Mancos providing individual portfolio management services will be required to consider K-factors in
determining their minimal capital requirements.

Minimum Capital requirements will be determined by applying the higher of: The purpose is to create a level playing field
in the calculation of own funds requirements
for Mancos using their MiFID top-up licences.

Minimum Capital Requirements “Risk-to-Client k-Factor” requirement ) .,
under the UCITS/AIFM Regulations (new for ManCos, but similar to regs Small and non-interconnected” ManCos
as applicable. applicable to MiFID firms under IFR). are out of scope for CP 152
They must satisfy all of the following
ot i ; ; conditions:
Existing CBI minimum capital requirements
K AUM <€1.2Bn
Initial Capital plus Additional Amount
0 K CMH zero
‘Initial capital’ of €125k + ‘additional K AUM 0.02%
amount’ of 0.02% of AUM in excess of K ASA zero0
€250bn
o K COH < €100M per day for
' 0.4% on seg accounts cash trades
K CMH < €1Bn per day for

0.5% on non-seg accounts

II.  Expenditure Requirement derivatives
one quarter of previous year’s expenditure
as set out in most recent annual accounts On & off bal. < €100M
K ASA 0.04% sheet total of
Plus ManCo
i Professional Lability Risks 0.01% on cash trades** Annual ManCo < €30M
K COH* 0.01% on derivatives gross revenue
0.01% of AIF AUM (only applicable in the from IPM

case of AIFMs to AIFM AUM)
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04 ESG Reporting Considerations for MiFID Firms
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04 ESG Reporting Considerations for MiFID Firms

What does SFDR do for transparency?

SFDR came into force in March 2021. It introduced mandatory sustainability disclosures for EU based
asset managers. It also introduced a product classification system and associated disclosures for
products managed from or marketed into the EU that have ESG characteristics

Entity/Manager Level Disclosures Product Classification System Product Level Disclosures
« Sustainability Risk Policy « Article 9 (dark green) — products * Pre-contractual disclosures
that have “sustainable Investment”
* Remuneration Policy as their objective » Periodic disclosures
* Principal Adverse Impact « Avrticle 8 (light green) — products * Website disclosures
Statement (comply or explain) that promote environmental or

social characteristics without a
commitment to making “sustainable
investments”

« Article 6 — everything else




04 ESG Reporting Considerations for MiFID Firms

SFDR: Example Product Classification

ESG integration Positive Screening “

Funds that incorporate Funds that overweight Funds that aim to generate
consideration of financially companies that have a measurable positive
material ESG risks into positive environmental or environmental or social
investment decision making social characteristics impact alongside a

financial objective

Article 6 Article 8 Article 9
Funds that track a non- Funds with material ESG Funds that invest around
ESG, broad market index exclusions applied to the an environmental and
investment universe social theme such as

climate, water or health

Tracker Funds Negative screening




04 ESG Reporting Considerations for MiFID Firms

SFDR: State of the Market

62.2%

SFDR fund type breakdown,
by number of funds

33.6%
46.4%
4.3%
5.2%
B Articles M Article 8 Article 9

SFDR fund type breakdown,
by assets

48.3%

— Based on prospectus data collected by Morningstar, of 97.4 percent of
funds! available for sale in the EU, Article 8 and 9 currently represent up
to 37.8 percent of the total European funds and up to 53.5 percent of total
European fund assets.

About 8,459 funds (33.6 percent) have been classified as Article 8,

while 1,080 funds (4.3 percent) have been classified as Article 9.

In terms of assets, Article 8 represents 48.3 percent of the European

fund assets, while Article 9 funds 5.2 percent of the fund assets.
Together, these two funds amount to a total of EUR4.3 trillion?.

Outlook: According to Morningstar. In recent months, managers have been
busy preparing to implement the regulatory technical standards that will come
into effect in January 2023. Ahead of this upgraded disclosure regime, some
managers have reviewed their funds' classification and downgraded Article 9
products to Article 8.

kPG

Room for interpretation

— There continues to be a lack of consistent market
practice on the boundaries between SFDR Atrticle 6, Article
8 and Article 9 funds

— Certain asset classes and strategies present particular
challenges including private equity and real estate ‘buy to
improve’ strategies, short-selling, use of derivatives and
commodities

Some managers more likely to brand funds

as sustainable than others

— Divergent treatment of negative screens and the
integration of financially material ESG factors into
investment decisions has led to inconsistency in the
boundary between Article 6 and 8 products

P

— Firms are setting different thresholds for the minimum
proportion of sustainable investments required in their
Article 9 products

@@ Asset managers’ reputation at risk

— According to an analysis by Morningstar, one in four
Article 8 funds has exposure to companies involved in
controversial weapons and one in five to tobacco. The
analysis also noted that 33 percent of Article 8 and 9 funds
have more than 5 percent exposure to fossil fuel firms.

— The ESAs are considering minimum criteria for Article 8
funds. This is likely to lead to large scale reclassification
exercises and product changes

| 19



04 ESG Reporting Considerations for MiFID Firms

Flow of Investments - 402022

" The global universe of sustainable funds attracted €37 billion of net new money in the fourth quarter of 2022, representing a rise of
51% relative to the €24.5 billion of inflows in the third quarter of 2022.

= The rebound in sustainable fund flows was felt in only three regions: Europe, Australia, and Canada, while the rest of the world,

including the United States, experienced outflows.

= While product development slowed down over 2022 compared with 2021, the number of newly launched ESG funds in the fourth
quarter at 159 almost levelled with the restated number per the previous quarter.

Country*

40Q 2022 Flows | Total Assets

% of All Flows

NN L7
1 [N

United States

* i
® - Asia Ex. Japan

Europe

#all gl  Australia/New Zealand
@ Japan
IWI Canada

(in €Bn) (in €Bn)
€40.0 €2,078
- €6.2 €286
€1.5 €51
€1.6 €29
-€0.6 €25
€0.5 €28

*Based on Morningstar study: “Global Sustainable Fund Flows: Q4 2022 in Review”

kPG

109%

-17%

4%

4%

-2%

1%



Periodic Reporting

PAIMetrics and definitions
PAIDataTanle

Article 8 Pre-contractual disclosure

Article 9 Pre-contractual disclosure

Article 8 Periodic Report

Article 9 Periodic Report

EN

EURQPEAN
COMMISSION

Brussels, 642022
C(2022) 1931 final

ANNEX 2

ANNEX
to fire
Commission Delegated Regulation (EU) ...\...

supplem enting Regulation (E U) 2019/2088 of the E uropean Parliament and of the

Council with regard to regulatory technical standards specifying the details of the
content and presentation of the mformation in relation to the principle of ‘do no

significant harm’, specifying the content, method ologies and p resentation of information

in relation to sustainability indicators and adverse sustainability impacts, and the
content and presentation of the information in relation to the promotion of
environmental or social characteristics and sustainable inv estment objectiv es in p re-
contractual documents, on websites and in periodic reports

EN



Intersection of MIFiD & SFDR

Suitability Preferences Assessment

« Advisors to consider clients’ sustainability preferences when conducting suitability
assessments.

* minimum proportion of their investments in sustainable investments, or;

 consider principal adverse impacts on sustainability factors on a quantitative or qualitative

basis
ol ol

SFDR Categories [aUUM(EES Article 9

Article 8

Sustainable under SFDR 2(17): " ...an investment in an economic activity that contributes

to an environmental objective or an investment in an economic activity that contributes to a
social objective..."

How is this economic activity measured?

« Activity-Based Approach: proportion of revenue and consideration of each PAI
« Stringent Approach: proportion of revenues at the company level

« Threshold level: revenue above a certain threshold and is aligned with a sustainable objective
(SDGs) and the DNSH objective

KPMG | 22



Disclosure: Quantitative

Suitability Assessment Article 9 Article 8

Did this financial product have a sustainable investment objective? [tick and fill in os relevant,

PR

« At onset, representation of T e
Sustalnable Investment th reShOIdS It made sustainable l It promoted Environmental /Social (E/S)

investments with an characteristics and
environmental objective: % while it did not have as its objective a
sustainable investment, it had a proportion of

» Art. 9: Clear % on environmental & | :
. . In economic activities that __ % of sustainable investments
social and Taxonomy alignment el

investments]

sustainable under the EU with an environmental objective in economic
Taxonomy activities that qualify as environmentally
° Art 8. Percenta e Of S Stainable sustainable under the EU Taxonomy
. . g u in economic activities that do
- . not qualify as environmentally with an environmental objective in
Investments even Wlthout the sustainable under the EU emrlomic activities the_itdo not qualify as
Taxonomy environmentally sustainable under the EU

objective

with a social objective

® Al |Ocat| 0 n % It made sustainable investments It promoted E/S characteristics, but did not
with a social objective: __% make any sustainable investments
« E/S

[ S u Stal n ab | e [include only relevant boxes, remove irrelevant ones for the financial product]

« Taxonomy Aligned l

#1A Sustainable
L
—|_ #1B Other EfS

Investments characteristics

#2 Other

#1 Aligned with E/S characteristics includes the investments of the financial product used to attain the
environmental or social characteristics promoted by the financial preduct.

#20ther includes the remaining investments of the financial product which are neither aligned with the
environmental or social characteristics, nor are qualified as sustainable investments.

[linclude the note below where the financial product made sustainable investments]

The category #1 Aligned with E/S characteristics covers:

- The sub-category #1A Sustainable covers environmentally and socially sustainable investments.

- The sub-category #1B Other EfS characteristics covers investments aligned with the envirenmental or
social characteristics that do not qualify as sustainable investments.



Disclosure: Qualitative

Suitability Assessment

Multiple areas of
disclosure probing
sustainability

Quantitative disclosure is
supported by qualitative
disclosure

Funds must respond to
Taxonomy related
concepts;

*DNSH
*OECD Guidelines
*UN Principles

Fa

¥4

What was the share of sustainable investments with an environmental

objective not alighed with the EU Taxonomy? [include section only for the financial
products referred to in Article 6, first subparagraph, of Regulation (EU) 2020/852 where the financial
product included sustainable investments with an environmental objective that invested in economic
activities that are not environmentally sustainable economic activities, and explain why the financial
product invested in economic activities that were not Taxonomy-aligned]

What was the share of socially sustainable investments? [include only where the

financial product included sustainable investments with o social objective]

What investments were included under “other”, what was their purpose and
were there any minimum environmental or social safeguards?

How did the sustainable investments that the financial preduct partially made not
cause significant harm to any environmental or social sustainable investment

abjedfve ? linclude where the financial product includes sustainable investments]

How were the indicators for adverse impacts on sustainability factors taken
into account?

Were sustainable investments aligned with the OECD Guidelines for
Multinational Enterprises and the UN Guiding Principles on Business and
Human Rights? Details:
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Further Reading

Asset Management Regulatory

Asset Management - Funds & Investments - KPMG Ireland
Asset Management updates - March 2023 - KPMG lIreland
Asset Management updates - February 2023 - KPMG lIreland
Asset Management updates - January 2023 - KPMG lIreland
MiFID structured retail product review - KPMG lIreland

Individual Accountability Framework (CP153)

The Individual Accountability Framework (“IAF”) - KPMG Ireland
Client Assets

Revised Client Asset Requlations — are you ready? - KPMG Ireland
Product Governance

KPMG Requlatory Horizon (kpmgrc.com)
ESG Thought Leadership

Avoiding the Greenwash Peril - KPMG Ireland
ESG & Asset Management - KPMG Ireland



https://kpmg.com/ie/en/home/industries/asset-management.html#insights
https://kpmg.com/ie/en/home/insights/2023/03/asset-management-update-march-2023.html
https://kpmg.com/ie/en/home/insights/2023/02/asset-management-update-feb-2023.html
https://kpmg.com/ie/en/home/insights/2023/01/asset-management-update-jan-2023.html
https://kpmg.com/ie/en/home/insights/2022/05/mifid-structured-retail-product-review.html
https://kpmg.com/ie/en/home/insights/2023/03/individual-accountability-framework-finalised-legislation.html
https://kpmg.com/ie/en/home/insights/2023/03/revised-client-asset-regulations.html
https://kpmgrc.com/article/1735
https://kpmg.com/ie/en/home/insights/2023/01/avoiding-the-greenwash-peril-asset-management.html
https://kpmg.com/ie/en/home/insights/2022/10/esg-asset-management.html
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