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What is the ‘Financiéle Bijsluiter’ ?

Objectives Execution

e Enable retail customers to » Obligatory information document
understand product key features ‘Financiéle Bijsluiter’ since 2002

e  Enable retail customers to * Scope is combined products with
compare products investment component plus

investment funds, e.g.,

- mortgage loans with investment
scheme

- life insurance with investment

- leveraged investment products

* Fixed set of topics to cover

» Obligatory distribution prior to
sales?V

* AFM as supervisor
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Evaluation of the ‘Financiéle Bijsluiter’

Objectives Execution

e Understand areas of Extended primary research:
improvement of ‘Financiéle «  Primary research on experiences
Bijsluiter’ among;

» Develop alternatives - retail customers

«  Propose new ‘Financiéle - intermediaries
Bijsluiter’ to Ministry of - products suppliers
Finance to incorporate in new » Various testing among retail
legislation customers about new versions

and formats

Cooperation with market:

» Installation of a Project Advisory
Board including:
- industry representatives
- customers representatives

Autoriteit
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Main findings of primary research

Summer 2004

Broad support
for objectives

Low support for
execution

Impact is

significant

Autoriteit

Strong support for FB objectives:
- Enable customers to understand: 94% customers, 99% intermediaries, 93%
suppliers

- Enable customers to compare: 78% customers, 90% intermediaries, 88% sup

Objective ‘enable to compare’ especially for same product comparison rather t
cross-product comparison

Average customer rating of 6,5 (scale 1-10)
Customers issues: too long and too difficult to understand
Intermediary issues: too long and too difficult to understand plus low customer
Supplier issues: too much information and too costly to produce

23% of customers claims that FB has helped in the decision process

Customers know of the FB
- 83% of buyers
- 54% of broad public

Customers have positive attitude towards FB

- Only 9% regards FB not necessary

- >70% of customers claims FB has helped understanding products

- 69% of customers claims that FB has facilitated comparing products
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‘Financiéle Bijsluiter’ adapted to better meet
customer needs and preferences

Main changes Comments
Contents | * Fewer topics *  Based on customer preferences
e  Standardized vs. personalized * Based on standard person
*  Graphical risk meter *  Simple lay-out, complex computation
Format *  Format and definitions fixed *  Hardly any room for interpretation
*  Short: only 2 pages *  AFM will provide a software tool for the graphical
«  Graphical where possible representation
Other «  Extended scope * Also inclusion of other mortgages and life insurances
* Allinvestment funds comply to simplified prospectus
*  Passive distribution * No active distribution anymore
e Two models *  Debt product model and investment product model

Autoriteit
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Fenas nota

I
What is [Name of product]?

[Hame af preaduest]
[Mame of financial institution)

Consull the Finandal Imom=alion Leafet before you deckde 1o ke out [a'sr] (e product name]
hpe of product]. ¥ou shoulkd alsa compars this Financial informabion Leanat with the leafiet
avaliabie for other [fapes of product]. Be sure 1o also ress the ofter and te geneml feems and
condiores.

Cakculalions Inthis keafiet are Desed on an annueal deposk of € 1,200 and mvesiments corsising
of a combiralion of shanes and boneds, each of which aocount for S0% of the Irreesiment. Sor
further informeabon, Qo io: wesw definanc ebebf siulb=rnl

[ you Fiaw= any quesions, pleass contsch
name, address and fel=phons number of firancial insistion]
or conkact am adeisor

This Finanzisl informafion Leafsd was complled on [date] acconding fo the condfons. set oul by
the Methefands Aufodty for the Financial BMaroets (AFK | fesrscairnll, which [s the supendsaory
aulnorly for the savings, Ioans, Irvesiment and Insurance markass.

‘Whan you Yiou must You can

st o2y In & fhesd monthly amount accuruiale an amount of monsy
fnquine aboot the amount and wial
Fou ane inesing in

and take out oy & maonkhly premium begueat afusd amourt to rext of
FEUranoe: nquine aboot the amount Kin upan your deal

-
What are the risksT

A

Risk that you will lose your daposli

# the prodisct I tsminatsd premabursly i1 year] Aftar tha Tull temm (10 yeans)
wary ikgn wary high f——
high nigh }—
reagonably nign reaconably high
o oW
wary low wary low

What can happan In the wors!-oscs coanarks?

e product 15 i=rminabed premasturelys you Dould koo your endne deposk

abihe end of Te Tull e {10 pears], you could kose pour enline deposit

What are the costs? The resuBing cosls bised an
@ forgcamiod a 4% Incraesa in Be vake
é of the invaslmerd
valus Cogts Involved WAt you retaln
Afisr 1 year € BD Insurance premium
€ 100 cthercosts
£ £ W tererinabsd premaurely
€ 1,230 - £ 200 = €130
After & years € 330 Insurance premium
£ EDQ cthercosts
€ 770 Hi=pminaked premaiurety
€ 5,000 - € 1.100 = CEE0D
Afier 10 years € E00 Insurance premium
€ 1,E80 otheroosis
€ 0 I ienminaisd premamnety
€ 14,280 - £ 2280 = € 1%,000
What could the [Name of product] yield?
Thea resuling yisdd Edmed cna 9
The fesulling ek basesd o I Lod adh in e vakue The resulting yha k) sl o oa
[ =] of e Irvesimant pewsiminlic foracaml
The ield is grestar thas the Sagssil Tha gleld b aboul 16 sarme i B depoal The Fleld b lawar than the Sagssil

® 450
g ALIEy g
- - =
B B B
=3 o o

ar 1 ] L] 1 5 0 r L] 0}

What happens in the event of premature terminationT

u Framaturs tsrmination CONDMUENIST
umon yourdeath your rest of Einrecebies a fhoed amount

AU aboot e pondtons

B terminated dus 1o cther Cibcumsiances, penally costs apply
suchi as divorce, loss of job or cccufabonal  Anquive abouf the amounts
disablky



\/

What are the costs? The resubing cosls Besed un

@ forgcamiod a 4% Incraesa in Be vake
[Hame aof pradust] é} of the nvailied

[Mame of financial institution)

Value Cogts Involved Wt you relain
A 1 year € B0 Insurance premium

€ 100 cthercosts
Conzuk e Finarcs Imomealion Leafet nefor you decice io Ske out [a'ar] (= product name] € ) M termimated premairely
hype of product]. Wou should alss compars this Financial informabion Lesfist with fne =afiet € 1,230 - & 200 = € 1,330
avaliabie for other [igpes of procuct]. B sure 1o also resc the offer 2nd the generml femres and Jrrr— : Prr— =
condiores. b pre

€ E00 cihercosts
Caiculalions In this i=afiet are based on an annual deposk of € 1,200 and IPvestments consising € 70 Mienminated premamurely
of a combinalion of shanes and boneds, each of which a z = = £ 2,80 - £ 1,100 = { BEND
further informeabion, Do io: wew cefing . i — -
f you Fave amy g g € 1,680 othercosts
P 3 Currently, we are developing a p A T———

Flenss notal or contact an H Y H £ 14220 - £ 2 380 = g {2000
voluntary format for simplified - :

prospectus in cooperation with
market representatives. The format
will resemble the new FB standard as )

ame of product] yield?

What is [Hame of product] I Titea pamii Hing yisdd Beread 2na
mUCh a‘S pOSSIbIe' rg ek based on I Lod adh in e vakue The resulting yha k) sl o oa
of e Irvesimant pewsiminlic foracaml
‘Whan you You must
The ield is grestar thas the Sagssil Tha gleld b aboul 16 sarme i B depoal The Fleld b lawar than the Sagssil
st o2y In & fhesd monthly amount accuruiale an amount of monsy
fnquine aboot the amount and wial
Fou ane inesing in € 13500
and taks oul oy @ morkhly pramium bequeat a feed amount to rest of 4 T
FEUranoe: nquine aboot the amount Kin upan your deal
- .y € a50
What are the risksT
Risk that you will loge your daposli
A ¥ the prodisct Is isminated preenatursly (1 ysar] &fter the Tull fems (10 years) 2 L ) g
vary high wary high |—— - A =
high mgh p— ~ ~ -t
reaconably Rkgn reagonably hgh 8 B B
- - Tl 1 ] 1::-' 1 5 |uﬁ . ] |uﬁ
wary low wary low !
What happens in the event of premature terminationT
What can happan In the wors!-oscs coanarks? Y Pramaturs Inatkn i
r N umon yourdeath your rest of Einrecebies a fhoed amount
IT e product 15 ienminabed pramatraty wou could loss your endre deposk I Bnour e CongTens
abihe end of Te Tull e {10 pears], you could kose pour enline deposit F terminated due |0 oiher chcumstances, T ——
suchi as divorce, loss of job or cccufabonal  Anquive abouf the amounts
disatlky




Inclusion of graphical risk meter

Risk that you will lose your deposit

If the product is terminated prematurely (1 year) After the full term (10 years)

very high

high

reasonably high
low

very low

very high

high

reasonably high
low

very low

Primary research shows strong support for risk meter
*  63% of customers in favor

*  72% of intermediaries in favor

*  49% of suppliers in favor

Separate effort has yielded this graphical lay-out
e  Strong reliance on qualitative research efforts

Another effort has resulted in a computation methodology
*  Project team of market representatives, university professors and AFM
Computation based on worst case scenarios of expected outcome

12
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New regime of obligatory warnings in financial
promotion will enforce risk meter recognition

In print and online: On television:

Loop geen
onnodig risico. Loop geen onnodig risico.

Lees de Financiéle Lees de Financiéle Bijsluiter.
Bijsluiter.

risicometer

 Autoriteit
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Lessons learned for simplified prospectus

«  Customer understanding requires plain and simple text (even simpler than one would
think at first glance)

« Customer understanding requires graphical representation
«  Customer recognition requires distinctive look-and-feel

« Contents should reflect customer needs, not government ideas on what customers
prefer or technical explanation of products (hence, primary research is required)

« Comparison as an objective requires fixed formats and fixed definitions

* Avoid a simplified prospectus to develop into a legal disclaimer for suppliers (hence
simplified prospectus as pre-contractual information)

» A simplified prospectus should be short, a few pages max (consumer should decide
on trade-off between accessibility of information and comprehensiveness)

1) Bureau Taal has done research on proficiency levels of government reporting in

Autoriteit the Netherlands. It shows that the average message is written at language level

Financiéle Markten CL. Because of this, 60% of the Dutch population cannot understand an 15
ordinary letter or brochure from the government on their own
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What is the ‘Financiéle Bijsluiter’ ?
Fixed set of topics to cover

» About the ‘Financiéle Bijsluiter’

« What is the product

* Risks

* Obligations for customer

* Yields and costs

 What happens when ending the contract
* What happens when customer dies

« Effect on income taxes

« Guarantee schemes
 How to complain
e Supervision

&L
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Conceptual project approach
Five project steps

Determine Define key Define Select Prepare
objectives success options preferred consultation
(@) factors (c) options (e)
(b) (d)
« Choice of KSF * Score on KSF « Write regulations
« Define KSF * Impact on financial « Test new FB
) burden
» Weight KSF

of regulation

Autoriteit
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After defining various options, we select the

preferred option on two criteria
Selection screen

High
Optie 4a
* : i,
Level of Optie CB Qptie 2a ¢ ptie 4p
fultillmentof i __________________ J_)_ E’fi_e_?_‘?__,QEt_i?_zp____
objectives i :
: Optie 5p
*
Optie 3a A
Optie 3p
¢ Existing FB .
(original cost estimates) Existing FB
Low
150 High 100 50 o

4 ST Level of financial impact for
' ) 4 utoriteit
Financiéle Markten the sector




Broad support for objectives
% respondents that support the objectives

Customers Intermediaries Suppliers

Enable to
0 0
understand 94 % _ 99 %
are ]

compare

78 % 90 %

1) Average of within sector and cross-sector comparisons

Autoriteit
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Impact is significant
% Respondents

Customers who buy a product that needs
to have a ‘Financiéle Bijsluiter’ (FB)

% Customers that has received an FB

% Customers that has read the FB V

% Customers that thinks the FB has explained
the product 2

% Customers that claims that FB has helped in 23%
the decision process

1) For min 50%

Autoriteit
e 2) At least somewhat clear

Financiéle Markten

Source: Primary market research Millward Brown (June 2004)




Risk level reflects revenues in Other factors taken into

worst case scenarios account

* Average of worst 10% of « Existence of currency risk
possible returns on investment «  Existence of guarantees (e.g.
(= 0,3125 * 1%-scenario + deposit repayment at maturity)

0/ - i .
04375 = 5o6-stenanlo +0,25 = « Existence of a surplus value

o . _ U
10%-scenario) construction build into a mortgage

* AFM has set volatility and an e Whether the consumer may be
average return for six different left in debt

investment categories (e.g.
Bonds, Emerging Markets and
Real Estate Investments)

e The actual investment
determines the category, AFM
parameters are to be used

*  With enough history though, own
historical data may be used

* ‘Investment objects’ such as teak
investments, are always
categorized in the highest risk
level

AFM will provide
a software tool to

compute risk level

Autoriteit
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