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Operator, thank you very much and good morning, everybody,
from Frankfurt. This is Oliver from IR and | would like to welcome
everybody to our first quarter 2018 earnings call. Please note
that the previous Deutsche Bank analyst call outlined the asset
management segments results which have a different perimeter
basis to the DWS results we are presenting today.

I’'m joined by Nicolas Moreau, our CEO, and Claire Peel, our
CFO. And Nicolas will start today with some opening remarks
and then Claire will take you through the analyst presentation.
For the Q and A afterwards, | would ask, for the sake of efficiency
and fairness, questioners please limit themselves to their two
most important questions so that we can give as many people a
chance to participate in the Q and A session as possible. Please
be reminded of the disclaimer at the beginning of this presenta-
tion. And now, let me hand over to Nicolas.

Yes, good morning everybody. We are very pleased to host to-
day our first DWS quarterly results conference call today. It has
obviously been a very significant quarter for our company, as this
is the one that has seen the completion of our IPO which was
received very well, both by our clients, our staff and the consult-
ants with whom we are working.

We have been able to introduce WS as our global brand, transi-
tioning our business into a new era with this single brand. We
also completed the separation process from Deutsche Bank, and
in doing so, established a hew intermediate holding company for
our business in the US.

We therefore enter a new chapter of the life of DWS with very
solid set of foundation. From the moment the IPO was complete,
our goal was to move quickly and start fulfilling the potential of
this excellent business. But as we said before, we still have a lot
of work on our plate, a lot of things to do, and we are now really
focusing, very focused on delivering on our targets.

In order to achieve that, we have appointed a Chief Transfor-
mation Officer who is responsible for tracking and delivery of our
cost targets, as well as designing and adapting our newly inte-
grated organisation in the most optimal way.

As you know, we used to be a department of a very large bank.
We are now a 4,000 company, focused on asset management.
We now need to adjust our processes and our way of working to
our new world. And the Chief Transformation Officer is in charge
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of delivering that and delivering the cost target that we have
communicated to the market.

As you remember, our equity story was based on, twofold, cost
control on the one side, and growth in revenues on the other
side. And we are very focused on delivering on our gross reve-
nues, as... on top of the transformation that I've just elaborated
on, and as such, we've a lot of initiatives around systematic and
quant investment, alternative credit, as well as active equities
and realty assets in order to grow our business in the future.

We've seen a volatile quarter and... but on the bedrock of very
strong growth on passive. On this, | look forward in answering
your questions, but | will, in the meantime, hand over to Claire
Peel, our CFO, who will take you through the presentation.
Thank you.

Thank you, and welcome, everyone, to our... to our call today. |
will present to you today the recent activities and results for the
first quarter of 2018. | would like to highlight four key points as
we go through.

First, in the first quarter of 2018, we continued to see strong in-
flows in ETFs, but these have been offset in the quarter by out-
flows concentrated in low margin insurance, predominantly a sin-
gle anticipated mandate loss, and a cash equivalent mandate
outflow as a direct result of recent US tax reform. This activity
resulted in net outflows in 1Q18 of €7.8 billion.

Second, 1Q18 management fee margin of 31.1 basis points is
an improvement of 0.4 basis points compared to 4Q17, and
above our medium-term target of 30 basis points. Third, the ad-
justed cost income ratio has remained at 76% compared to
4Q17, benefiting from reduced DB charges and compensation
expenses, but was negatively impacted by lower revenues in the
quarter. Fourth, the adjusted profit before tax for 1Q18 is €136
million.

Let me start with a snapshot of our 1Q18 financial performance
on page three. Starting at the top left, first quarter 2018 AUM of
676 billion has declined 3% compared to 4Q17. AUM was neg-
atively impacted by net outflows, FX and market effects, and ['ll
provide further context later on these items.

Moving to the top right, revenues of 561 million represent a de-
crease of 7% compared to 4Q17, due to high performance fees
in 4Q17 and lower management fees this quarter, in part due to
fewer business days. Management fee margin of 31.1 basis


mailto: germany@choruscall.com

C HORWUs @ C A L L

points is a 0.4 basis point above 4Q17, and this is due to the
reversal of a one-off revenue item in passive in 4Q17 as well as
high volume but very low margin outflows in this quarter.

On the bottom left, adjusted costs of 425 million decreased by
8% compared to 4Q17, due to a 30% reduction in DB Group
charges, representing the new service agreements, partially off-
set by increased expenses from MiFID Il, company setup costs
and front office investments that are part of our growth initiatives.

As a result, adjusted profit before tax is €136 million, down 7%
compared to 4Q17 due to lower performance fees this quarter.
The cost income ratio remains at 76%, in line with 4Q17 level,
reflecting the timing of incremental expenditures in this transi-
tional period. After tax, we report net income of 95 million of
1Q18.

As a backdrop, let’s recap on the market environment during the
period on page four. 2017 was a year of unusually low volatility,
especially in stock markets. As you are all aware, 1Q18 was a
challenging quarter for the equity markets, impacted by height-
ened volatility in February, and market decline in February and
March across all major equity indices.

Markets have settled down since then, but we would not expect
to return to the same smooth environment that we saw in 2017.
Sustained depreciation of the US Dollar contributed to a lower
AUM and revenue base, partially offset by lower cost base in
Euro terms. And rising interest rates have also negatively af-
fected fixed income absolute returns.

| will now cover the AUM development on page five. AUM de-
creased from 700 billion at year end 2017 to 676 billion at the
end of 1Q18, a 3% decline. We suffered net outflows of 7.8 bil-
lion, primarily driven by two institutional clients with large re-
demptions in low margin business, a European insurance client
in active fixed income and a US institutional mandate for pas-
sive.

These outflows have been partially offset by very strong ETF
flows, with number one net flows in European ETFs in March.
Unfavourable FX effects — primarily from the weakening of the
US Dollar versus the Euro — brought an AUM reduction of six
billion, and weak market performance is largely driven by equity
indices globally, leading to a significant decrease in AUM by 11
billion. This is a reversal from the positive market performance
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experience throughout the four quarters of 2017. Let me go into
our flows by asset class in a little bit more detail.

Starting with passive, inflows of 1.3 billion are mainly contributed
by European listed ETPs of 3.6 billion, partially offset by a man-
date redemption of a US institutional client to fund a share buy-
back programme as a result of US tax reform. This is a short
duration cash equivalent mandate with a fee rate below five ba-
sis points.

In cash, quarter end liquidity management resulted in a total
cash net outflow of 1.6 billion. In the last week of the quarter,
DWS had 2.4 billion of cash withdrawn, most of which returned
in the first week of April. This was an industry-wide phenomenon
in the US money markets where investors pulled significant cash
from domestic money market funds across ten managers on one
day.

Active equity had 1.7 billion of outflows in the first quarter, most
of which are from retail clients in DWS top dividend funds. The
fund strategy to pick stocks with high dividends did not align with
market growth in 2017, where many tech names that typically
distribute little or no dividends, dominated index growth.

Weakened US Dollar... weakened US Dollar was a further head-
wind, and the fund’s overweight position in more defensive,
higher dividend companies will continue, to avoid divergence
from the stated investment objective promise to our clients. The
multi-asset... our flagship multi-asset fund concept, Kaldemor-
gen, similar to top dividend funds, have a more conservative
strategy than their peers, so lagged in performance returns while
the market appreciated in 2017.

In fixed income, outflows are driven by redemptions from Europe
and US insurance clients in high volume, low margin mandates,
partly offset by inflows from institutional corporate business. The
most significant single outflow of 3.9 billion was the result of a
competitive re-tender process following the client’s change of
strategy.

From a client perspective, we had some key winds in Q1. We
won a mandate from a German insurance company for a global
passive as well as US fixed income, demonstrating excellent col-
laboration across our regions and businesses. In the US, our
high yield corporate bond ETF has cross the $1 billion AUM mark
after a quarter of strong inflows, and we also received wide-
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spread support from consultants this quarter, with RREEF Amer-
ica REIT Il taking $650 million of commitments, yet to be repre-
sented in net flows and AUM.

To summarise on specific asset flows, I'll refer to page seven.
First, on ETFs, I've touched before on retail ETF inflows, while
we have maintained strong growth momentum and market
shares globally, especially in European listed funds where our
net flow share was 16%, above our AUM market share of 10.8%.
There are three themes that drove almost ten billion of outflows
in 1Q18 — an insurance mandate, a low margin passive mandate
due to US tax reform, and the industry-wide US cash manage-
ment events.

From a regional perspective, Germany drove strong net flows
but EMEA ex-Germany was negatively impacted by the insur-
ance outflows, and the Americas was negatively impacted by US
tax reform and US cash volatility. While 1Q18 was a challenging
guarter from a net flows perspective, our sales activity remains
high with a strong pipeline and continuous ETF inflows, to date.

I will now discuss our Q1 financials, starting with revenues. Rev-
enues of 561 million this quarter are down 7% compared to
4Q17, largely impacted by high active performance fees in
4Q17. More than 90% of revenues are driven by stable manage-
ment fees. Note that management fees in the first quarter of each
year are the lowest among the four quarters with respect to hav-
ing fewer days in the quarter. The asset class specifics will be
covered shortly.

Performance and transaction fees are down as active perfor-
mance fees are typically weighted to Q4 of each year, which was
the case in 4Q17. Alternatives performance and transaction fees
are less seasonal. As a reminder, the flagship infrastructure fund
only pays out eligible performance fees once every two years in
alternatives.

This quarter, alternatives transaction fees have partially offset
lower performance fees. The other revenue category have in-
creased by 14 million due to a positive change in fair value of
guaranteed products, as well as the contribution we received
from Harvest.

Looking into the breakdown by asset class a bit more on the fol-
lowing page. Overall, our management fee margin of 31.1 basis
points is 0.4 basis points above that of 4Q17. The management
fee revenue is lower, largely due to the shorter quarter.
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Highlighting the key changes across the asset classes. Given
the volatile equity markets in the first quarter, equity manage-
ment fees have declined by 4% compared to 4Q17, but margin
has remained stable. Multi-asset management fees have de-
clined due to outflows in our retail products coupled with unfa-
vourable market impact, but margin has remained largely stable.
Fixed income management fees decreased by 5%, from a lower
AUM due to institutional outflows as well as FX and interest rate
rises, but overall, margin is stable.

The passive, the one-off revenue item in 4Q17, as a result of the
completion of our synthetic to physical conversation of ETF prod-
ucts, has reverted this quarter, supporting a 12% increase in
management fees. The margin has also improved due to ETF
inflows, coupled with low margin mandate outflows. Alternative
decline in management fees is due to outflows in higher margin
products, and inflows in lower margin in this period. Margin has
remained largely stable.

We move now to look more at cost. At the end of 1Q2018, DWS
reports 3,965 FTE. This is a net increase of 64 FTE compared
to the year end, representing additional transfers in from DB
Group, and also some growth hiring. On compensation and ben-
efits costs, the adjusted compensation and benefit cost of 188
million in 1Q18 decreased by 4% compared to 4Q17, largely due
to the true-up adjustment in variable compensation seen in
40Q17. A non-variable compensation increase is largely at-
tributed to the cost seasonality in relation to benefits.

Looking at general and admin expenses. Total general and ad-
min costs of 238 million in 1Q18 are down 10% compared to
4Q17. This is largely attributed to a 30% reduction in DB Group
charges pertinent to the new service agreements now in place
and in line with our expectations. This quarter, we have lower
rebranding expenditure, but partially offset by a ten million in-
crease in research costs as a result of MiFID II.

So let me conclude. The first quarter of 2018 was a challenging
qguarter in markets and net flows, reflecting the dynamics also
faced by our peers. Nonetheless, we enjoyed very strong ETF
flows. It's important to stress again that the largest outflows, we
have seen in low margin businesses, and affected by US tax re-
form. Secondly, our flow pipeline is strong and the sales activity
level at a high level, while overall performance numbers remain
very good, at 74% outperformance over three years, despite the
performance issues of some larger retail funds
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Looking forward and further to what Nicolas has already out-
lined, we have made progress on our digital platform. In Q1, we
had further enhanced WISE’s functionality beyond the online,
white-label, B2C and IFA offering, and WISE can now serve unit
linked insurance clients. Our DWS investment app, Edi-
son, was launched in Germany in March, and is available for
download.

On cost efficiency initiatives, we have made good progress and
started to execute on our organisational review strategy and the
pricing of services. For our growth initiatives, our strategic hires
in constant relations, insurance and ETFs should accelerate our
flow growth in select areas.

In terms of flows, | have mentioned a reversal of US money mar-
ket flows on the first day of Q2 trading, on 2" April, and we an-
ticipate further outflows in active fixed income, but expect these
to be offset by other mandate successes, including an ESG pas-
sive mandate in Europe and strong April month-to-date ETF
flows. Hence, we reiterate our medium term financial targets,
and after the IPO event, we focus now on the execution of the
strategy. | will now hand back to Oliver.

Yes, thank you very much, Claire. Operator, we are ready for Q
and A now. And again, if | could remind everybody in the queue
to limit themselves to two questions. Thank you very much.

Ladies and gentlemen, at this time, we will begin the question
and answer session. Anyone who wishes to ask a question may
press star followed by one on their touchtone telephone. To with-
draw your question, you may press star followed by two. If you
are using speaker equipment today, please lift your handset be-
fore making your selections.

Anyone who has a question may press star followed by one at
this time. In the interests of time, please limit yourself to two
questions only. One moment for the first question, please. And
the first question is from the line of Jacques-Henri Gauland with
Kepler Cheuvreux. Please go ahead.

Yes, good morning, everybody. Two questions. The first one is
on the performance on a one-year basis which has been objec-
tively poor. | guess part of the investment case has always been
to say this company performed very well and did manage to get
inflows because it was performing very well. | hear what you’re
saying about your pipeline, but do you remain confident that that
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remains a little bit of a blip, the performance, and that nonethe-
less, that shouldn’t effectively detract from your outflows expec-
tations for the rest of the year? That’s the first question.

And the second question was more on what happened at parent
company level with the purchase of some of the capital? And
effectively, on your slides, you are now saying that the free flow
is 20.5%. Can we safely assume that that level of free flow is
going to remain the same? And maybe what motivated really the
purchase of about 2% of your capital by your parent over the
period. Thank you.

Thank you for the question. So your first question on perfor-
mance, you’re referring there to our flow performance or you'’re
referring to our, yes, soft-flow performance [overtalking]?

It was the active retail where obviously the one-year perfor-
mance benchmarking went from 88% to 78%, | think, and overall
total for the year from 75 to 68. So that's what I'm referring to.
But active retail would be probably the main... the main... the
main one, yes.

Yes. So we have seen some short-term impact in our immediate
investment performance, and that has a factor on some of the
flow results that we have seen in the first quarter. We haven’t yet
seen any impact on our three-year investment performance —
obviously, that's always possible, that that can take place. But
it's a function, we see, of the investment strategy that we have
for some of these retail products that differentiates it slightly. So
it... we will see some fluctuations in investment performance, but
we still consider ourselves to have good overall performance on
the three-year basis.

Okay. So no reason for you effectively... | mean, you haven'’t
seen anything that would effectively make you believe that that
would have had an impact on your flows?

No. We have... we have a strong pipeline of flows for the remain-
der of 2018 and beyond. We have a net flow target of 3% to 5%
for our medium-term horizon. We’'ll clearly be at the lower end of
that range in 2018. We see a number of areas that will enable
us to develop our flows as we... as we go through into following
guarters, and that would include a reversal of some of the cash
outflows that we’ve seen in the first quarter.

We have strong pipeline in ETFs and we have launched some
new products there. We have a good pipeline within our alterna-
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tives business where we have some dry powder that will be com-
ing into our flows beyond Q1. We have good traction on our cor-
porate fixed income side, and a number of areas that give us
confidence in our flow pipeline for the remainder of the year.

There’s always going to be ups and downs and we certainly have
seen a headwind this quarter in our... some of our German retail
flows, but we don’t see that's something that would take us away
from our commitments.

Thank you, Claire.

Yes, regarding your second questions, this was the exercise of
the Greenshoe option during the stabilisation period that led
Deutsche Bank to buy back some shares. But now that the sta-
bilisation period is over, the count, the free flow is stabilised and
should not move.

Thank you.

And the next question is from the line of Harley Tam with Citi.
Please go ahead.

Morning. Thank you. Just two questions then, please. First of all,
could | ask about the strategic alliances? Could you provide any
more detail on the Nippon Life alliance, what the value of the
AUM has been that is going to be transferred to DWS, because
| think it said there were going to be some in the IPO prospectus,
and what sort of state of play we are there with the costs used
for the distribution networks?

And then secondly, just a question on the P and L. My under-
standing was that there would be some negative impact from the
distribution agreement with Deutsche Bank having changed. |
just wondered if that's something that is already reflected in the
management fee margin in Q1 or whether we should be looking
for that in the future. Thank you.

Thank you for your question.

Okay, I'll take the first one, perhaps, and Claire, you take the
second one. On the strategic alliances, in fact, we’ve got two.
We’ve got the one with Nippon Life and the one with Tikehau.
On Nippon Life, we’ve begun to work with them, as well as with
Tikehau, by the way, in order to find areas of collaboration.

So the first steering committee happened last week, in order to
see where we could see some product development for the Jap-
anese market or where the general accounts of Nippon Life
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should invest with our strategies. So this is an active discussion
and due diligence happened before the transaction, before the
IPO, and are going on right now. So | cannot be very specific
right now, but | would tell you that it is quite encouraging.

With Tikehau, we're also looking at potential collaboration in the
field of sharing the inflows in real estate or co-developing prod-
ucts together, and this is also quite encouraging in the alterna-
tives side. So both strategic alliances are promising. Not yet...
I've got not yet anything to communicate on that.

The figures of transfer of assets, the commitment from Nippon
Life in terms of assets, is still... is confidential, we have not com-
municated on it. But that, we are talking about sizable assets that
would come in the near future. Claire, you want to...?

Yes. And on your question about the DB distribution agreement,
that did indeed come into effect at the start of 2018. That’s a ten-
year distribution agreement we have with the bank. In some ar-
eas, there was renegotiated fees on that, and that is reflected in
our management fee margin in the first quarter.

Thank you. So it doesn’t seem to have had a very significant
impact, so | can... | can assume that continues, going forwards.

Yes, that’s right. So it’s not a significant impact by any means. It
was only for select areas; it wasn’t, you know, a change in pricing
across the board, by any means. So it's not a significant effect.
Obviously, itis a function of flows in the future, but not significant.

Thank you.

Next question is from the line of Anil Sharma with Morgan Stan-
ley. Please go ahead.

Morning guys. Just two questions please. In the active SQI
bucket, the AUM looks like it's jumped almost 25%, Q on Q, so
I’'m just wondering if you could explain, kind of, what’s happened
there, because obviously the flows looked, sort of, broadly flat.
That’s the first question.

The second one, on your equities business, the actives equity, it
looks like you're coming up to almost, sort of, two years of out-
flows there. I'm just wondering if you could help us think through
what measures are being taken to try and turn around the, sort
of, growth dynamic in that business, please. Thank you.
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Thank you for the question. I'll take the first one on SQI, which
is our systematic and quant investments business. The reve-
nues, the management fee revenues, have increased there in
the first quarter compared to the fourth quarter, and there is a
slight improvement in the management fee margin there.

Obviously, there’s a function there of the activity that's taken
place also in the prior year, coming through to affect the current
quarter, in addition to just the flows that we see within that given
period, and these can be a little sensitive to those flows that we
see historically, and that’s just taken into account within the SQI
margin. So nothing specific to report there.

Oh. Sorry, Claire, | meant.... | actually meant the assets. The
assets, | think you said, are 64 billion at the end of March. But
then, at the end of December, they were 51.8. So it’s just... it's
obviously a very big jump, and it doesn’t seem to be explained
by flows, and obviously, the market hasn’t been that good. So |
just... I'm just trying to understand. Has there been a reclassifi-
cation or has something happened there?

Yes, there has been a very slight reclassification between SQI
and a couple of other asset classes. | think we noted that on one
page, which we’ll point to. But yes, on the AUM, that’s a reclass.

Okay, fine, thanks.

And on active equity, you were asking about the outflows that
we've seen historically.

Yes, and in the quarter.

Yes, | will... yes, | will take that, perhaps. | think on this, it’s just
mostly due to outflows on top dividends which is different. We've
seen the performance suffering last year due to the Dollar. Com-
pared to other funds of the same category, it’s larger so it's more
global. We have got a Dollar exposure which is larger. When we
look at the performance of this fund in the quarter, it has re-
gained, it's much better in its competitive universe.

Now, one of our strategic initiatives is to re-dynamize or put more
dynamic into our active equity arena because we believe that
this is... even if the category is in outflow, globally, and you look
that new funds and five-star funds and four-star funds are still in
inflows in the market, so we believe that given our heritage, we
should absolutely be one of the leaders in terms of... in terms of
active equities, and so we have a particular initiative to relaunch
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sectoral [? 00:30:25] funds and to get more sales attention and
dynamic behind that, so we...

Okay, thanks. And is it my understanding that the, sort of, top
dividend fund, that’s in this equities category? Is that correct?

Yes, itis.
Yes, okay. All right, thank you.

| would just add to that that if we look at the Americas’ equity
retail flows, historically, we know that those have been in outflow,
and that’s in a much lesser and smaller outflow position that we
see in the first quarter of 2018. So the function that we see in
this period is more related to the top dividend and to the... some
of those German retail flows that we’ve seen in this short period.
And we should bear in mind that looking at those flows as a per-
centage of the AUM overall is not something of deep concern,
but it is an impact on the quarter.

That’s helpful. Thank you.

Next question is from the line of Hubert Lam with Bank of Amer-
ica. Please go ahead.

Good morning. I've got two questions. Firstly, on pipeline. You
mentioned you are quite confident of your pipeline, given your
ETF alternatives, fixed income, etc. I'm just wondering if you can,
kind of, quantify what the pipeline is that you see.

Second question is on cost. I've seen that your employees have
gone up, year on year, but at the same time, your fixed costs
around comp has actually gone slightly down. I’'m just wonder-
ing, how would you think about employee to... or fixed cost, em-
ployee cost, going forward, just based on these dynamics.
Thanks.

Thanks for the question. Maybe if | pick up, first of all, on the cost
and FTE point. So in the first quarter of 18, we have total comp
and ben of 188 million, with 3,965 FTE. | think that is broadly a
good measure, going forward, in terms of what we’d anticipate
around costs.

When you look into the prior periods, there has been some vol-
atility around the variable compensation which we now see nor-
malised in the current period, and we’ve also seen quite a lot of
shifting in the FTE as we’ve moved and transferred people from
DB Group infrastructure areas into the DWS perimeter, and
there’s a real mix across the FTE population, and hence, in the
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comp and ben as well. So the first Q18 is a good guide of what
we would expect, going forwards, recognising the small point of
a small benefit seasonality item that we see within the period.

On the first question around the pipeline going forward, the one
point of guidance that we can give quite specifically is that we
did see the US cash outflows return immediately in the first week
of the quarter. We have continued to see inflows in ETFs where
we have a strong market share.

In other areas, we can'’t give quantified specific items on a for-
ward-looking basis, but we can say we have a good pipeline.
We've discussed the strategic partnerships that we have with
Nippon Life. We have the ongoing, of course, distribution agree-
ment with the bank, where the Postbank aspect of that is not yet
fully leveraged, and we have the dry powder in alternatives,
which is starting to be deployed, amongst another... a range of
other benefits across fund launches in future periods.

Thanks. | think you also mentioned that there was a... some con-
sultant inflows that you expect — earlier, in your... in your open-
ing remarks. About 700 million, did you say?

I don’t think | quoted anything specific on consultant engage-
ment.

Okay, sorry.

But we certainly did comment that the consultants, we’ve had
positive feedback from them from our corporate strategy that
we’ve disclosed in recent weeks and months.

Yes, the communication with the consultant channel is really re-
opened and we have... there’s a proper level of discussions
there. So difficult to comment, but we believe that the number of
products on buy lists will grow in the coming... in the coming
quarters, and that’s absolutely critical to our success.

Great, thank you.

Next question is from the line of Tom Mills with Credit Suisse.
Please go ahead.

Very good morning. Just first question would be on the increase
in headcount. Would you be able to give us an idea what the split
is between, you know, transfers from DBK and how much of that
is the, sort of, new investment hires?

And then, just to understand a comment you made eatrlier, are
you basically saying that you fully expect to be within the 3% to
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5% net new money range this year, but just at the lower end of
it? And, sort of, as part of that, could you just remind us what the
alternatives dry powder that could turn into inflows currently
stands at? Thanks very much.

Thank you for the questions. | will cover the first one around the
FTE movements. So if we look at the movement between the
end of 2017 and the end of Q1, we see an increase in 64 head-
count.

Approximately 40 of that is coming from the transfer in of DB
Group infrastructure areas and specifically from areas such as
audit and communications, amongst other areas as well. We
have 15 hires that we’ve put against very specifically strategic
initiatives that we are tracking and identifying, so those have
been onboarded within the quarter.

And then we had some smaller other movements around the
outskirts of that, which would include some efficiencies that have
occurred across the platform, the usual movements of leavers
and joiners, and also some positions that we have to add incre-
mentally, to complete the construction of the company require-
ments.

Thank you.

On your second question around alternatives dry powder, we
had 7.5 of dry powder at the end of 2017. We've seen that move
slightly in the first quarter, where some of that has been de-
ployed and we’ve seen an increase in flows in our alternatives
business, albeit the flows are net flat overall, and we have also
closed a new fund which has added additional dry powder, to be
deployed in future quarters.

I think you were also asking when would we expect to see that
coming through into flows. It takes a number of months, years
for that to be deployed, so that all 7.5 billion would take a matter
of two to three years. But of course, some of that comes through
into the pipeline into 2018.

And | think you also asked again about the 3% to 5% net flow
rates. We have to acknowledge, of course, that there is volatility
that we have seen in the first quarter. We are yet to see any
further volatility that we can experience from the US tax reform
event in the first quarter.

But we certainly don’t have any indication at this point in time of
the magnitude of outflows that we saw in the first quarter around
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US tax reform or around insurance outflows. So therefore, based
on our pipeline expectations, given that volatility constraint, we
remain confident with our flow target.

Thank you, Claire.

Next question is from the line of Albert Ploegh with ING Bank.
Please go ahead.

Yes, good morning. Thanks for taking my questions. I've got two
as well. The first one is on the cost base on the DB Group
charges which is now 55 million, so around 23% of the total ad-
min expenses. Is this now basically the full, yes, run rate that we
can take into account for the coming quarters, or do you still ex-
pect, at some stage later in the year, to review the actual ser-
vices needed? And it would be helpful to have some comments
there.

And the second question, and | come back to an earlier question
on the renegotiated contract on the management fees with
Deutsche Bank itself, already noticing indeed the comment, that
that did not have a material impact, but | was still actually sur-
prised that on the equity... the active equity, you had 36 basis
point, there was no impact at all. Is there anything somehow in
the mix or in the average AUM over the quarter that explains it’s
actually stable? Because | expected that one especially to have
come down a little bit. Thank you.

Thank you for the questions. I'll take the first one on your cost
point. And in our general and admin costs, we include in there
the charge that we received from DB Group for the service
agreement that’s now in place, and that was 55 million in the first
quarter. Just to recap, that’s a change as we come into 2018, as
that charge is based on the service agreement terms as opposed
to an allocation that we have received into the division of a bank
in prior quarters. And so there’s a shift change there. That 55
million represents the services outlined in the agreement and is
a good run rate of what we would expect as we go through the
rest of the year.

You asked if we would revalue and revise our services. Of
course, that’s an ongoing exercise. As we go through this tran-
sition year of 2018, and we internalise the activities that we have
within the DWS perimeter, we will continue to review and assess
the services that we need from DB Group and other third parties.
But certainly, at this point in time, you should consider that a
good run rate, going forwards.

16


mailto: germany@choruscall.com

Albert Ploegh

Claire Peel

Albert Ploegh

Operator

David Hart

Claire Peel

C HORWUs @ C A L L

Okay.

On your second question around the DB distribution agreement,
the ten-year agreement, correct, that is a small impact in the first
quarter. It is reflected in the management fee margin. It is a func-
tion of the asset class mix that’s distributed via DB Group, so can
always shift a little bit, but it's not something we would expect to
have a significant impact by any means at all.

The equity side, that’s... or the... in terms of equity products dis-
tributed through the DB network, the rates are already factored
into the 76 basis points that we see on average. What we should
recognise within equities is that the management fees have de-
clined, quarter on quarter.

And that is a function, of course, of the declining equity markets
that we have seen in Q1. And there will be an ongoing effect that
we see from that as we look at the fee margin in future quarters,
albeit we have an outlook for improving markets in the future
guarters of 2018.

Okay, thank you.

Next question is from the line if David Hart with Kepler
Cheuvreux. Please go ahead.

Yes, good morning. Thanks for taking my questions here. Just
coming back on the cost element here, and in particular, the slide
that you provided earlier on in the year on the cost tailwinds and
headwinds there. In terms of the cost headwinds, where are we
in terms of the expected timing of the cost, additional costs to
come through? Because you'’ve highlighted MiFID Il and the ad-
ditional VAT and the synergy costs, but should we assume that
we have a bit more upfront cost in H1 vis-a-vis H2? That would
be the first question.

And second of all, if | rightly understood in regard to the active
fixed income, you're expecting further outflows in subsequent
quarters. Is this in relation to what you’'ve seen and experienced
in Q1 or something else?

Thank you for your questions. I'll cover the first one again on
costs. And you’re referring to some guidance that we gave ear-
lier in the process around cost tailwinds and headwinds. On the
headwinds, we guided that we would see incremental costs re-
lated to MiFID Il research coming into play. We guided to 40 mil-
lion incremental costs. And we have seen that reflected in our
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Q1 results, obviously a quarter of that, so that is embedded in
the run rate and no change from there.

We also guided to a further 40 million of additional dys-synergy
costs. Some of that is in the cost base where it reflects the head-
count perimeter where we have had to bring in activities and
functions which we didn’t previously have and that is in the run
rate.

But there’s other areas not yet, which we would see incremental
as we go through the year, and that would include, for example,
the back charges that we would take on a DB... the DB service
agreement, and also some of the charges regarding the com-
pany setup that will come through later on. So that is to come.

But offsetting that, | should highlight that we also had cost tail-
winds related to our cost efficiency initiatives and also to the DB
service agreement. The DB service agreement has reduced in
line with our expectations, and we will see some efficiencies
come through in the second half of the year which will offset the
increments that we will see in the first half.

The second question around active fixed income, we have seen
specifically the outflows on the insurance and other sides in the
first quarter. We don’t expect that size of quantum of outflow go-
ing forward in the fixed income business.

Okay, thank you.

If you would like to ask a question, please press star followed by
one. Next question is from the line of Harley Tam with Citi.
Please go ahead.

Hi there. Sorry, just a quick follow-up from me, just to be greedy.
Could you help me understand or help me recognise the passive
net flow figures? So I've got a €1.3 billion net inflow in Q1, and
you've talked about 3.6 billion of inflows into your ETF products
being offset by a €3.4 billion US institutional client redemption.
So | just wondered whether the other 1.5 billion... how | should
think about that other inflow into passive. Thank you.

Hi, thanks for the question. Yes, you’re right to point that out. So
we have seen also inflows on the institutional mandate side
within passive. So we have this large low margin outflow that we
specifically highlight. We've had the ETF inflows also of 3.6 bil-
lion. But then, in addition, we have seen institutional mandating
flows into the passive business. So an area we’re quite confident
that we’ll continue to see strong growth, going forwards.
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Thank you.

Oh, perhaps also just to add on passive, just for completeness,
that we see a continuation of the average fee margin there, given
we incurred expenditure in Q4 of 2017 as we had to switch some
of our ETFs from synthetic to physical. That cost has how been
incurred and we don’t take that forward, and that again supports
our margin in passive.

Thank you. There are no further questions at this time. | hand
back to Oliver Flade for closing comments.

Great, Operator. Thank you very much. And thank you, every-
one, for dialling in today. Obviously, for any follow-up questions,
you're free to contact the IR team. Otherwise, we wish you the
rest of a good day. Bye-hye.
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