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Overview

n Feedback of market outreach activities on DLT uptake

n Possible approaches for CeBM settlement of DLT-based transactions

Eurosystem exploratory work
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nThe Eurosystem reached out to the market on the use of
new technologies for wholesale financial transactions

Market interest in the Eurosystem
potentially providing wholesale central

bank money settlement via new
technologies, such as DLT

The
Eurosystem
sought market
feedback on...

‘\H.

Suitability of existing technologies,
such as those used in current TARGET

Services, to achieve the same results
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ﬂ DLT: implications for central bank money settlement

ﬂ Money, securities or, other digital asset

Central bank(s) recorded as tokens on a shared network
D N : .
N N @ Benefits expected by market: atomicity,
RS \k decentralised programmability, ease of
; Ty T “}:,:/'?@, ‘ reconciliation (and disintermediation)
Foreign 3 < ><\ : :
participants 12", -\ RarRY | @ Central bank money settlement needed to
: S reduce risks and as enabler; attractive
,/’[\’ business and use cases/ efficiency gains to be
T_7 created by the market
Commercial @ Absent full migration to DLT by all, coexistence
banks and CSDs

with and settlement also for existing technologies
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ECeBM cash leg for settlement of transactions on DLT

five conceptual
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Market
DLT(s)

Shared DLT(s)

1. CeBM settlement in current TARGET
Services through adding a
component

2. CeBM settlement on Eurosystem DLT
interoperable with market DLTs

3. CeBM and securities settlement on own
Eurosystem DLT (T2S DLT)

4. CeBM and securities settlement on DLTs
shared between Eurosystem and other
stakeholders
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E Exploratory work on new technologies for wholesale
settlement of transactions in central bank money

Eurosystem is investigating how central bank money settlement in euro could take place in
the presence of new technologies such as Distributed Ledger Technologies (DLT).
Dedicated market contact group set up to continue dialogue with the market.

(i) consolidate and further develop the ongoing work of Eurosystem

) ) central banks in this area,
Objectives

(i) gain insight into how different solutions could facilitate interaction
between TARGET Services and DLT platforms, and

(iii) meet market demand for central bank money settlement during their own
pilots for example under DLT Pilot Regime

. The exploratory work is part of the Eurosystem’s broader efforts to:

@3 - contribute to digital innovation in payments and securities settlement

* ensure central bank money to remain monetary anchor supporting stability, integration and
efficiency of the European financial system
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https://www.ecb.europa.eu/paym/groups/ntwcg/html/index.en.html
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Eurosystem planned work

The Eurosystem will set up practical work to explore different solutions for cash
leg settlement in CeBM of DLT transactions, planned from 13 May to 29 November
2024, focused on the Interoperability-type solutions:

« Experiments: mock settlement of the cash and asset legs in test

QQ environments, jointly conducted by the Eurosystem and eligible
participants at specific dates and times.
» Trials: actual settlement of transactions in central bank money in a

limited setting for a limited period of time.

The formal call for expressions of interest was published on ECB’s webpage and
, exploratory work from May — November 2024
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https://www.ecb.europa.eu/paym/intro/news/html/ecb.mipnews231213.en.html

Hingredients of the concluding report

PvP cross-
currency
settlement in
central bank

money Automated

DvP and payments
securities including central
lifecycle bank money

settlement

Exploratory
work
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Questions remain, for example ...

Q Q will DLT be the future?
* impact on market practices and structures?
O * how to handle different speeds?
* how to enable standardisation in presence of
reluctance to invest in modern standards?
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Related documents

1. To learn more on the Eurosystem’s approach to new technologies for
wholesale Central bank Money settlement

« Economic Bulletin Article: Central bank money settlement of wholesale

transactions in the face of technological innovation
« Speech by Executive Board Member Mr Cipollone: Moderning finance, the role

of central bank money

2. To receive practical information to participate to exploratory work

 Focus session: Potential use of new technology for wholesale central bank

money settlement
« Call for expression of interest: exploring new technologies for wholesale central

bank money settlement
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https://www.ecb.europa.eu/pub/economic-bulletin/articles/2024/html/ecb.ebart202308_01%7Ed9a13e1609.en.html
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https://www.ecb.europa.eu/press/key/date/2024/html/ecb.sp240209%7Ed481464c19.en.html
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Asset management perspective on token
economy

Frankfurt, 19 March 2024 — Christoph Hock
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Investment




Token Economy and Digital Assets as Disruptive Factors
Web 3.0 as an evolution of the internet of the 90s
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@:6 Focus on
What’s in DLT and CBDC for the ecosystem? lifecycle of a bond

N

Origination, Placement, Trading Clearing & Settlement Custody Asset Servicing &
Issuance, Listing End of Life
Pain Points Traditional Financial System (TradFi)
* Manual, non-automized * High transaction costs * Extended settlement time * Siloed data structures * Manual processes for
process (time) * Poor data quality frame (costs & risks) * Multiple reconciliations booking coupons and
* Lack of standardization * Fragmented liquidity * Siloed data structures * Heavy processes for payment at maturity
(data) * Long supply chain maintenance/ safekeeping * Complex processing of
* Bank syndicate as and reporting of ownership corporate actions
intermediary (costs) records

Optimisation with DLT.  Assets on Chain: Automation, transparency and real-time data

* Registration of securities and ¢ Innovative blockchain- * |nstant matching and e Single, immutable record of ¢ Smart contracts automating
funds directly by issuer enabled trading platform clearing, i. e. atomic truth, therefore less manual trigger of events
* Automation of trade settlement reconciliations
execution * Fewer and new * Fewer and new
intermediaries intermediaries

Positive Impact of wCeBM

Cash on Chain: Full potential of automated bond lifecycle & financial integrity, legal tender and economic certainty in capital markets on DLT

* On demand real-time * Lower transactions costs * Increase efficiency of settlement and clearing * Programmable money with
issuance of securities * Reduced credit risk * Less manual reconciliation process (reduced risks, costs and accessibility via wallet
exposure settlement delays) * Real-time transfer of assets




Goals of

Benefits of the New Ecosystem around Decentralized the use cases

Finance (DeFi) with Assets and Cash on Chain \@/
= g

Innovation and competition leads Higher level of automation; ESG and static data:
to higher spged, Iovyer cost, Simplification of administrative High level of transparency through
reduction of risk processes real-time golden sources

@

Settlement and Clearing:

. . : : Smart Contracts as ,brain” of Customer Accessibility:
Atomic and instantanious, i. e. not . L :
0, but sO (same second): also DApps (Decentrailzed Applications) Combined wallet
’ ’ in the focus of the DeFi universe with immediate accessibility to

fewer and new intermediaries )
assets and cash on chain



Use Cases in Cryptobonds and —Fund Shares (1)

Investor Dealer

2021 ¢ Union
Investment

EIB 1

2022 ¢ Union
Investment

EIB 2

2023 U. Union
Investment

Siemens
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Platform Manager

Union Investment
blockchain transactions
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Union Investment
blockchain transactions

w
Registrar, Settlement Agent
Investor Dealer Issuer
Platform Manager

Use Cases in Cryptobonds and —Fund Shares (2)
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U, ——  Mattrax —— = cashlink . e
Metzler
Primary market Public blockchain Fund Share
German Law No wCeBM
e Union — - @ — @ WORLD BANK GROUP
Investment euroclear
V;orl:(j Private blockchain
an Primary market Digital Financial Market Bond with coupon
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Primary market Digital custody agreement (Reporting on carbon footprint
Lux Law (PSAN) impact of the security issuance

chain infrastructure available in the
smart contract)



Blockchain enables token economy; token economy as a disruptive factor makes existing processes more efficient in
terms of speed, costs and risks and enables new business models
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Combination of assets on chain and cash on chain is key for leveraging significant synergy potentials; this year in spotlight
are first DLT-trading platforms (DLT Pilot Regime) and e-Money (Stablecoin under MiCA, Trials around wCeBM)

L st ) - S : >

Tokenization of assets creates higher liquidity through fungibility, lowers entry hurdles for investors due to fractionalization
and is a nucleus of a new generation of financial assets

o)
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Cash on Chain enables atomic and instantaneous settlement and clearing processes, offers more transparency and
lowers risks and costs; makes global payment processes more efficient

)

Tokenization generates a significant amount of data that creates a competitive advantage also in ESG topics (like
measurement of carbon footprint for financial ecosystem, trading activity and position keeping)
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Disclaimer, Union Investment

In accepting this document, you agree to be bound by the following restrictions:

This document is to be considered as marketing material / advertising. This document is intended exclusively for Professional Investors and you confirm that you are a Professional Investor. This document is not for distribution to Retail
clients. The information contained in this document should not be considered as an offer, or solicitation, to deal in any of the funds mentioned herein, by anyone in any jurisdiction in which such offer or solicitation would be unlawful or in
which the person making such offer or solicitation is not qualified to do so or to anyone to whom it is unlawful to make such offer or solicitation. This document does not constitute a recommendation to act and does not substitute the
personal investment advice of a bank or any other suitable financial services consultant or specialist in taxation or legal advice. The descriptions and explanations are based on our own assessments and are limited to the facts at the time
of the preparation of this document. This applies in particular also as regards the present legal and taxation environment, which may, at any time, change without advance notice. This document was prepared with due care and to the best
of knowledge of Union Investment Institutional GmbH, Frankfurt am Main. Nevertheless, the information originating from third parties was not verified. Union Investment Institutional GmbH cannot guarantee that the document is up to date,
accurate or complete. All index and product names of companies other than those belonging to the Union Investment Group may be trademarks or copyrighted protected products and brands of these companies. This document is
intended exclusively for information purposes for Professional Investors and is meant for personal use only and should not be disclosed to Retail clients. The document, in whole or in part, must not be duplicated, amended or summarised,
distributed to other persons or made accessible to other persons in another way or published. No responsibility can be accepted for direct or indirect negative consequences that arise from the distribution, use or amendment and summary
of this document or its contents. This document is intended for internal use only. It must therefore be neither fully nor partially copied, amended or summarised, distributed to other persons, made available to other persons in any other
way or published. The company accepts no liability for any adverse effects arising either directly or indirectly from the distribution, use, amendment or summary of this document or its content. This marketing message does not constitute
an investment recommendation and is not a substitute for the personal investment advice provided by a suitably qualified investment advisor or for an assessment of the investor’s individual circumstances by a lawyer or tax advisor. Any
reference made to investment fund units or individual securities may constitute analysis within the meaning of Article 36 (1) Commission Delegated Regulation (EU) 2017/565. If, contrary to the aforementioned stipulations, this document
is made available to an unspecified group of persons or is in any other way distributed or published, amended or summarised, the user of this document may be subject to the provisions of section 85 (1) of the German Securities Trading
Act (WpHG) in conjunction with Article 3 (34) and (35) and Article 20 of the Market Abuse Regulation (EU) (recommendations regarding investments and investment strategies) as well as Article 36 (1) and (2) of Commission Delegated
Regulation (EU) 2017/565 supplementing MiFID Il (financial analysis), customer disclosure requirements for retail investors and professional clients (Article 44 of Regulation (EU) 2017/565) and specific associated requirements issued by
European and national supervisory authorities. Details of funds’ performance and the classification of Union Investment funds and other products in the form of risk categories or colour schemes are based on past performance and/or
volatility. Consequently, this information gives no indication of future performance. The FX ratio is calculated on the basis of all fund assets, including cash and liquidation of target funds. The following metrics are calculated on the basis of
fixed-income assets, including liquidation of target funds and taking account of cash and derivatives: average yield, average coupon, average residual term to maturity, average duration and modified duration. When calculating the
average residual term to maturity, floating-rate instruments are taken into account using their maturity date. The average rating is determined using a proprietary calculation method of Union Investment (Union Comp Rating) and is based
on fixed-income assets, taking account of cash but not derivatives. All asset allocation overviews and the fund structure are based on the fund’s economic assets, including liquidation of target funds. Derivative hedging positions are netted
against the fund assets. All asset allocation overviews are presented excluding cash, third-party funds and real estate funds. The fund structure is assigned in accordance with the Union Investment Group’s own asset allocation.
Allocations may vary from those shown in annual and half-year reports. For sector allocation purposes, MSCI sectors are used for equities and Merrill Lynch sectors are used for fixed-income assets. The distribution yield (expressed as a
percentage) represents the coupon in the relevant financial year. This is based on the net asset value at the start of the financial year, adjusted for the distribution relating to the previous financial year. The Sustainable Finance Disclosure
Regulation (SFDR) stipulates the disclosure requirements that apply to financial products. Products that fall under Article 6 do not take account of sustainability criteria, while products within the meaning of Article 8 involve the promotion of
certain environmental and social characteristics. The products defined under Article 9 are geared towards sustainable investing. Any front-load charges are passed through in full to the broker of the relevant fund. No front-load charges
apply to direct subscriptions from Union Investment. Please read the sales prospectus and the key information document (Basic information leaflet) before committing to an investment decision. These documents provide extensive
product-specific information on aspects such as the fund’s investment objectives, basic investment principles, opportunities and risks as well as explanations concerning the risk profile of the fund. Together with the investment terms and
conditions and the annual and half-year reports, these documents constitute the sole binding basis for the purchase of the fund. English language versions of these documents can be obtained free of charge at www.union-
investment.com. If the documentation relates to a sustainable investment fund, further information on the sustainability-related aspects of the fund can be accessed at https://union-investment.com/home/Reporting.html.

READ THE PROSPECTUS BEFORE INVESTING

A summary, in English language, of your rights as an investor and additional information on tools for the collective enforcement of rights is available under ‘Notifications and complaints’ at https://union-investment.com/home/About-
us/Principles.html. The entity issuing a fund may decide at any time to end any arrangements it has made with regard to the sale of fund units and/or for classes of unit in that fund in a member state other than its home state, subject to
the requirements of Article 93a of Directive 2009/65/EC and Article 32a of Directive 2011/61/EU.

Contact: Union Investment Institutional GmbH, Weissfrauenstrasse 7, 60311 Frankfurt/Main, Germany, tel. +49 69 2567-7652

Unless otherwise stated, all information, descriptions and explanations are dated 13 March, 2024.
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