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A. Core statements

The purposeful measures undertaken by Germanyardedjovernment have lessened the
impact of the financial crisis upon the financingagable to the business community, thus
precluding a credit crunch in the process. An upgvis manifesting itself in 2010. This will
strengthen companies’ needs for credit. Unleshiéursupport measures are undertaken, the
specter of this need going unmet remains. Causethisfprospective lack of lending
capacities could be the lowering of credit ratirggected to ensure from the issuing of
annual accounts for 2009 and, in a related treimel,greater demands for capital backing
imposed by Basel Il. This ramifies the effectsh# tack of such equity faced by a number of
banks coping with the financial crisis.

The persistence of market-caused problems in segucbrporate financing should be
addressed by extending the term of existence of m@ey's Economic Fund
(Wirtschaftsfonds Deutschland) to 2011. This, imfunecessitates promulgating the measures
satisfying the EU’s legal codes.

The procedures governing the dispensing of cregitKBA's Special-Purpose Program

(Sonderprogramm) should be further simplified. Neffers have to be developed. Another
measure should be KfW’s retaining a portion of tisks associated with its global credit
facilities. The employment of the likelihood of gejuency as a criterion in the evaluation of
applications for funds going to corporate operaishould be eased. The conditions
governing the indemnification clauses in agreemdrsisursing funds to corporate operations
and the financing of sureties should be adaptammdorm to those regulating the supporting
of investments. A further step should be the imprognt of the refinancing instruments
provided by KfW to leasing companies not formingt g corporate groups.

Germany’s legislators have promulgated a numbenedsures improving the insurance of
loans. However, the need to closely monitor markatgins.
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Urgently requiring solutions are the problems asded with the securing of financing
following up mezzanine loans. This solving requijest efforts by Germany's federal
government and by KfW.

A further objective has to be the revival of setization markets, and the accompanying
enactment of measures securing a high level oftgual

Capable of consideration would be policies enablBlgEs (small and medium-sized
enterprises) that made large-sized investmentsigltine last few years to extend the terms of
depreciation carried in their commercial balanceesfi This measure would strengthen the
balance sheets of such companies, which are, ake,abasically healthy operations, in this
time of economic difficulties. This measure woutddg help ease the securing of financing by
corporations.
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B. Elucidations

I. Basel II's cyclicality

In contrast to Basel I's “flat rate” requirement edpital adequacy, Basel Il has managed to
achieve a greater sensitivity to risk in setting #mounts of capital backing required to be
provided by banks. This determination of need fapi@l and backing takes into
consideration the level of risk contained in eaemkys portfolio. Entailed in this is the
employment by the financial institutions of in-heustings and of legally-mandated rules of
calculation in weighting the risks associated wadsets and in calibrating expected and
associated losses. Rating systems are primarilypdeed of probabilities of delinquency
(PD), of loss given default (LGD) rates and of msties of the volumes of loans affected by
delinquencies. These key parameters are subjecotee-year timeframe. Several procedures
of compiling estimates do contain elements--“thtoube cycle PDS” and (if necessary)
“downturn LGDs”--eliminating the effects of econamiycles. The track record manifesting
itself since the promulgation of Basel Il has shpvwowever, that times of economic
difficulties can cause both parameters—with thisoempassing robust rating procedures—to
experience an extension of timeframe to the nesr.y&€he converse also holds true: an
upswing tends to reduce this term of perceptiois ®bcurs on a time-lag basis, as ratings of
customers are updated at intervals imposed by stihgd

Il. The EU’s temporary framework

Corporate financing will continue to be encumberethe post-2010 period by the problems
being experienced by financial markets. This maggl#tie extending to 2011 of the terms of
operation of both Germany’s Economic Fund and JdiVIsf Special-Purpose Program. The
German government’s ability to deploy this fundciscumscribed by the newly-created
Temporary State Aid Framework enacted by the Eoviercome the crisis. This framework
applies, however, only to the end of 2010.

Requisite to achieving the extending of this frarmdto 2011 is the no-delay entering into
of negotiations by Germany’s federal governmenhwlie European Commission.
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lll. KIW’s Special-Purpose Program

Germany’s Economic Fund has a total lending capadi€40 billion. It is administered by
KfW. Of this amount, €16.2 billion had been applied, but only €5.7 billion had been
approved (as of January 8, 2010). To improve th@ogenent of the credit supplied by the
Economic Fund, alterations in terms, tied interestes, years of postponements of
repayments, flexibility and financing of corporaiperations were instituted in December
2009. In further moves, the attractiveness of treggam is to be enhanced by taking the
following approaches:

- simplifying the formulation of the requiremenisgosed by KfW on applications for loans
by banks

- speeding up the processing of such applications

- increasing the attractiveness of the global-pseplmans supplied by KfW to companies’
main banks through KfW’s assumption of a portiorthed associated risks, thus augmenting
the banks’ capital backing and abilities to provions

- easing the requirements arising from using ttwbapility of delinquency as a criterion in
determining the acceptance of an application fadéufor corporate operations. The current
ceiling on the probability during the year of dejiuency is 6.67%. Raising this ceiling will
provide companies that are basically economicadliple and thus have good prospects with
access to KfW’s Special-purpose Program.

- Adjusting the conditions written into indemniftaan clauses governing the dispensing of
funds for corporate operations to match those apgplio loans fostering investments; and
treating the financing of sureties in the same asythat of commissions. The upswing will
impart a greater importance to these instrumerfid/’&«current offer (of taking a greater than
50% stake in the financing supplied by consortas hot been accepted by financial markets.
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IV. Leasing markets

Leasing is an important component of economic diess Support for this market, which is
currently in the doldrums, was supposed to coma fitte provision to leasing companies not
affiliated with banks or manufacturers of accesKf@/'s Special-Purpose Program. The
exclusion of follow-up financing, rigidly-set ternasd high rates of interest caused, however,
the hoped-for effects to not materialize. To retam diversity of non-affiliated and small and
medium-sized leasing companies extant in Germdugyrafinancing channeled via KfW has
to be improved.

V. Credit insurance

Credit insurance and corporate liquidity are hightgrmeshed. The lack of coverage impairs
corporate liquidity by giving rise to the need tbe securing of further loans. The top-up
cover is a supplement to the coverage commitmemigdged by private insurers of credits.

This cover has joined state assumption of riskejproving the ways in which companies are
able to secure protection against non-paymentsadivables. Excluded, however, from this
are companies which not been accorded any covetagjeby private suppliers.

Requisite is the close monitoring of market develepts and the formulation of solutions
furthering the resolution of this problem.
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VI. Mezzanine financing

Mezzanine financing constitutes an alternativeontbased financing. On today’s markets,
there is a scarcity of supply of the former. Margnthes of standard and other mezzanine
products will expire in 2011, further capping theiovision to the sectors in which such
products had been in strong demand. Financingviollp up mezzanine products is not
currently available, with banks limiting their suypipg of loans to the terms remaining of
mezzanine products. The banks have accordingly ceztittheir loan approvals by a
corresponding amount. Needed today is an offelirsg@s a replacement for equity capital.
Affected by this problem are a large number of dasized SMEs (and thus the employees
working for them) in Bavaria. KfW has offered tgplace expiring mezzanines with loans
issuing from the Special-Purpose Program. This evowlt solve the problem. Equity capital
is a key component of corporate creditworthinessedéd is to find solutions helping
companies. The chairman of Deutsche Bank annouimcBé&cember 2009 the creation of a
fund for the country’s SMEs. Now in existence, foad has palliated but not completely
remediated the above-mentioned problems.

Working with the banks that provided standard meima financing during the past few
years, Germany’s federal government should fatglitae provision of follow-up financing,
with this support to be channeled, if necessagy KV .
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VII. Securitization markets

A lack of trust in markets has precluded the revifasecuritization operations. These, in
turn, had been a main wellspring of the liquidigguired by banks and investors to refinance
and manage their portfolios and risks. These ingmbiihstruments thus remain unavailable to
banks.

To ensue from the enhancing of the transparencysuwh products, attained by an
improvement of the legal framework in which theye aoffered, a jump-starting of
securitization markets is requisite, as it woukkkn the equity encumbrances faced by banks,
thus augmenting their abilities to provide loansclsa jumpstart would enable even large-
sized companies to avail themselves once morafdim of financing.

The assuring of high levels of transparency anditguaould strengthen investors’ trust in
these products.

One way of instituting this jumpstart would be Kf$\V'assumption--via purchases or
provisions of guarantees--of a temporary basis ofpaation of risks arising from
securitizations undertaken by SMEs. A portion @snrisks has to be retained by the original
suppliers of loans.

VIII. Reality-compatible depreciation of investments in commercial balance sheets

A number of companies are basically healthy. Theyehinvested heavily during the last few
years in production operations, but are now expeiig a sharp drop in orders. The assets
held by such companies are, however, not propexpicted in commercial balance sheets,
since the recession and its accompanying low iEtasilization of productive capacities will
extend their terms of utility.

Companies facing this situation could be providetih the option of extending the term of
depreciation carried in the balance sheets in a acaprding to the lives of business and
technical use of the capital goods. Such measuoegdvimprove the company’s key balance
sheet indicators, possibly easing the supplyingredlit in the process. Requisite would be,
however, the exclusion of ramifications upon talabee sheets.
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Regulatory equity

A. Core statements

I. Improving the quality, composition and transparency of capital bases

FPMI basically approves of the stiffening of thdesuapplying to regulatory equity. The

increasing of the amount of core capital enablés ftlfill its purpose of serving as a bolster

against risk, thus enhancing the overall stabdityinancial markets in the process. This, in
turn, mandates the retention and extension of gngswn which banks secure core capital. A
failure to do such would give rise to the perileofredit crunch. This has to be avoided at all
costs.

Regardless of the legal form taken by banks, s@entributions to capital should retain their
classification of being components of core capitélere are no practical reasons for treating
such silent contributions as those possessed byesianken (state-level public sector banks)
owned by public sector trusts in ways differingnfrahose consigned to such banks which
have become joint stock companies (AGs). The détemmh should be the nature of the
capital instrument and not of the legal form of igsuer.

To be rejected is the proposal that the consotidadif group regulatory equity is to include
the “asymmetric” elimination of the shares held hyinority interests in corporate
subsidiaries’ core capital, in cases in which thlesgliaries’ risk-related items are continued
to be carried on a 100% basis.

The Basel Committee has yet to reveal its posidongrandfather clauses and periods of
transition. Their deliberations should be guidedtly EU’s regulations on hybrid capital,

which will take effect at the beginning of 2011.€Be provide complete protection during the
first ten years to legacy issues not satisfyingrtee requirements. This protection will then
be reduced on a step-by-step basis in the periodwding in 2040.
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II. Introduction of a leverage ratio

With its introduction now being considered, a leg ratio can serve at best as a flashing
light to legally-mandated bank supervisors. Turringto a hard ceiling in conjunction with
Pillar 1 of Basel Il (quantitative minimum requirents) is not the way to get a grip on risks,
as the USA's track record has shown. The divergemogsting among international-level
accounting standards would cause the introductibnaoleverage ratio’s leading to
considerable distortions of competition.

Acting unilaterally, Germany’s legislators promulgad an act designed to strengthen the
supervision of financial markets and of insureremprised in this is the requirement to
report the so-called “modified equity ratio” cadian balance sheets, in accordance with § 24
paragraph 1 Nr. 16 as well as § 24 paragraph 1& KWG (Kreditwesengesetz = “Banking
Act”). In view of the work being undertaken by tBasel Committee on the establishment of
an internationally-applicable leverage ratio, gfiwuld be suspended.

lll. Improvement of the coverage of risk of debtordefault

To avoid the creation of disincentives, the IRB atahdard approaches to the planned equity
supplement on receivables forthcoming from bankssehbalance sheet sum exceeds $25
billion and from non-regulated financial comparnsésuld be introduced simultaneously.
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B. Elucidations

Background

On December 17, 2009, the Basel Committee for BenkBupervision published
“Strengthening of the resilience of banking sectditiis consultation paper took a look at the
measures undertaken in response to the crisesmamcfal markets and designed to augment
the resilience of the banking sector. The propoaalto how to revise Basel Il contained in
the paper develop the catalogue of measures resalyen on September 25, 2009, by the
G20 countries at the summit in Pittsburgh. The psas depict the current state of the
discussion on how best to define “regulatory equiBonsultations with the banking industry
are to be concluded by April 16, 2010.

Key features of the individual points
I. Improving the quality, composition and transparency of capital bases

G20 set a goal of improving the quality of regutgt@quity. The Basel Committee has
redefined the components of equity. Core capitai {t) serves to secure the existence of the
company (going concern). Supplementary capital #)eon the hand, has to be available for
use in cases in which the company is going to bsotlred (gone concern). Tier 3 capital is
no longer going to exist.

Core capital is going to be reclassified as hawing components: common equity and
additional going concern capital.

The former is comprised of “hard” core capital.jdmnt stock companies, this capital is to
largely consist of ordinary shares and retainediegs reserves. These will have to satisfy a
catalogue comprised of 14 classifications. These aiclude: most subordinated, perpetual,
classified as equity under the relevant accourgitagdards, directly issued and paid up. The
paper does not take a conclusive position on whathaot “predominant” means in this
context 51 % or more. Experts have been envisiostiakes ranging up to 85 %.
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Companies that are not joint stock in nature ase alibject to the 14 criteria governing hard
core capital. For such companies, the criteria laogvever, open to interpretation, with this
ensuing from the need to adapt them. This cowld te disparities of treatment between the
two classes of companies, with this also being loepaf affecting the sector comprised by
Germany’s Landesbanken.

Fourteen classifications have also been constitigdedhe supplementary core capital, with
these including subordinated to depositors, geneneditors and subordinated debt of the
bank. These classifications are not quite as rgidhose applying to hard core capital. The
Basel proposals foresee innovative hybrid capitaking its ability to be recognized as hard
core capital.

To be recognized as supplementary (tier 2) cagitalls will have to accord to one of nine
categorizations, with these including subordingtedepositors and general creditors of the
bank. The taking into account of divesture has edulse rescinding of the previous ceiling of
100 % of core capital. Fully-recognizable are, begr, only those instruments whose
original and remaining term of at least five years.

Beefed up have also been the requirements goveiteimg deductible from capital, with this
including certain kinds of participations or lossesulting from value write downs. The
current rule foresees the deductible’s being egusllit between core and supplementary
capital. In the future, this will exclusively occum the hard core capital. Such current
components of equity as deferred tax assets ortatiapd goodwill will no longer be
recognized as such.

Other changes involve the relationships betweerparate parents and subsidiaries.
Remaining the same will be the parent’s compleighyng into account the risk-related items
carried in the subsidiaries’ accounts when caligatonsolidated capital ratios. The change
will be that the core capital arising from minorityterests’ holdings in subsidiaries will no

longer be allowed to be classified as being pathefhard core capital. This reversal of this
longstanding procedure is impossible to undersgantlis inconsistent.

A final move is the rescinding of the universallygficable solvency coefficient (overall
ratio). Taking its place will be three capital ot with their depicting the relationships
between risk-related items and hard core, corag@atcapital respectively.
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The deliberations of the Basel Committee have rattopvered periods of transition and
grandfather clauses, and this despite the factlleatdevelopment will largely determine the
scope of the banking industry’s ability to providans. An abrupt switch to the new capital
norms poses the peril of a credit crunch. This wdwdmper economic growth.
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II. Introduction of a leverage ratio

The Basel Committee has proposed the introducti@ensm-called “leverage ratio”. It reports
and delimits the relationship between regulatonyitgcand the sum of transactions (including
those carried on balance sheets and off balancet steans). The ramifications of the
divergences existing among international accourgtagdards have to be reconciled.

The current consensus foresees the leverage ragalg first introduced as a supplementary
parameter of reporting in Pillar 2 of Basel IIl. @re period of transition has been completed,
the leverage ratio is to become a hard, limitinghigsiness) index incorporated into Pillar 1

of Basel Il.

The Basel Committee is currently limiting itselfdescribing the concept informing the ratio.
It has yet to indicate what the index’s maximum antaould be. This has been accompanied
by Germany’'s Central Credit Committee’s calling five conducting of thorough and
international-level consultations on this key pagtan

lll. Improvement of coverage against the risk of déetor default

The Basel Committee’s plans to improve the coveiagganst the risk of default by banks

whose balance sheet sums exceed $25 billion andohyregulated financial corporations

involve the imposing of a supplement on regulatagital backing amounting to some 40%,
as compared to the status quo. As of this writihig, requirement is only to apply to institutes

using the IRB approach. The objective is to rdmedosts of doing business with large-sized
banks, and to thus bring about a diversificationsK throughout the entire system.

The Basel Committee has also voiced criticisms anikis’ tendency to over-depend upon
external ratings. In Pillar 2 of Basel Il, the Coittee has imposed the requirement that banks
have to carry out proprietary rating processesr, tise of external ones notwithstanding.
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A. Core statements

Basel Il determines the amount of equity to beimethby banks. In comparison to Basel |, its
capital adequacy requirements show a much greetssitivity to risk. Financial institutions
that have chosen the IRB approach employ inteataigs and legally-mandated calculation
processes to weight the risks associated with #ssets and to determine losses expected to
ensue from them. These operations, in turn, fomrbtsis of equity requirements. The ratings
are comprised of probabilities of delinquency (P&f)|losses given default (LGD) and of an
estimate of the volume of credit affected by suefadilts.

Times of economic difficulties cause these proli#dxsl and loss ratios to increase. This, in
turn, causes the capital requirements to which dark subject to rise precisely in such
times. Conversely, the requirements fall in timeésapnomic flourishing. It is for this reason
this reason that Basel Il is described as beingcpotical.

This effect and the rise in capital backing requieats it causes lead in turn, to banks’ having
correspondingly less capital to provide in timesos$is, and to their thus being less able to
fulfill their economic responsibilities. The resolt this lack of financial resources could well
be a credit crunch, in which banks are incapabl@rofiding companies with the capital
required by the latter for their investments.

A number of the measures being contemplated toteouhis cyclicality would undermine
the risk-sensitivity forming a basic thrust of Blae Needed thus are measures capable of
achieving both goals in a compatible way.

One option would be “dynamic provisioning®, in whicapital reserves are accumulated in
times of economic prosperity—and drawn upon dudagnturns. The calculation of risk and
exposure to such are not substantially affectethisyprocedure.

Another option would be to replace “point-in-timeéting procedures, which take into
account the current economic situation when deténgithe creditworthiness of a debtor,
with “through-the-cycle” ones, which tend to bedeterm in scope.
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B. Elucidations

I. Basel II's cyclicality

By eschewing Basel I's flat rate approach to chpgiteequacy, Basel Il has managed to add
risk-sensitivity to the process of setting the leviecapital to be retained by banks. This is
achieved by configuring the banks’ need for capitad reserves according to the amount of
risk evinced in their portfolios. Financial institns that have chosen the IRB approach
employ internal ratings and legally-mandated caltoh processes to weight the risks
associated with their assets and to determine dosgpected to ensue from them. Rating
systems are primarily comprised of probabilitieslefinquency (PD), of losses given default
(LGD) rates and of estimates of the volumes of $oaffiected by delinquencies. The forecasts
of these key parameters are subject to one-yeaframes. Several procedures of compiling
estimates do contain elements-- “through the cyIES” and (if necessary) “downturn
LGDs"--eliminating the effects of economic cycl@he track record manifesting itself since
the introduction of Basel Il has shown, howeveat times of economic difficulties can cause
both parameters—uwith this also emcompassing rofaisty procedures—to experience an
extension of timeframes to the next year. The cmevalso holds true: an upswing tends to
reduce this term of perception. This occurs omeediag basis, as ratings of customers are
updated at intervals imposed by scheduling.

This situation leads to the rises in the probabiit delinquency and in loss ratio ensuing in
times of economic difficulties’ causing corresporgliincreases in the capital backing
required to be maintained by banks. The converddshtrue for times of economic
prosperity. That's why Basel Il is regarded as bemmo-cyclical. Basel II's use of tools
adequately measuring risk augments the transpar@ndyaccuracy of the reporting of the
risks faced by a bank. This use has, however, drigg) a lively discussion in the pre-
promulgation phase as to how these cyclical effeitsbe best countered.
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II. Ramifications of cyclicality

Basel II's cyclicality and the higher need for ¢apbacking associated with it lead to banks’
having less capital to provide in times of econouiféiculty, and to their not being able to
fulfill their economic responsibilities of providincompanies with an amount of capital
adequate to enable the companies to make invesmEhis process was observed in the
American banking sectors in the 90s, in which itsweticed that the amount of capital
possessed by a bank was inversely related to jggatdanking requirements and directly
related to the performance of the economy as aevlilring downturns, these relationships
led to restrictions in banks’ abilities to provit&ans. This impairment caused (and causes)
the strengthening of recessions and the sappiogtafns.

Agreements countering this cyclicality and the tliadions in capital requirements that it

causes have to be reached. The ensuing measurés ledp prepare financial institutes to

overcome times of crisis, or to even preclude aidke extent of today’s upheavals coming
into being. The risk-attunement gained through B#skas to be retained, as this enables
assessments of situations adequately depicting. risk
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Ill. Measures lessening the impact of or permittinga proper response to cyclical effects

The following remarks elucidate the most popularasuees undertaken to deal with
cyclicality.

- Downturn PD

Downturn PD and PD scaling employ the greatestagitebrate of delinquency experienced
during the last economic cycle (for instance: tast Iseven years) to calculate the capital
requirements of a client or of a portfolio. Thisthwd yields capital requirements that are
potentially higher in times of prosperity than thozalculated using current methods, thus
ensuring to an extent the compilation of capitakrges capable of being depleted, on a step-
by-step basis, in downturns. These procedures &e haserious downside. They do not
permit assessments of current risks. Case-in-pairfactoring institute whose business is
exclusively short-term in nature. An assessmeiisdével of risk would be incorrect in most
of the years constituting an economic cycle. Thigppsal is not contained in the official
consultation papers released on the adaptatioapifat adequacy directives (Basel Il — EU).

- Through-the-cycle rating procedures

Through-the-cycle rating procedures take into aotoas few economic influences as
possible. They deliver therefore an averaging obabilities of delinquency over time. This
leads naturally to a calibration of risk featuritmyer peaks and troughs and thus less
pronounced cycles. These procedures share theeprobith the Downturn PD approach of
less accurately reporting the risk contained imentrsituations.

- Dynamic provisioning

Dynamic provisioning was presented in the suppleargnconsultation package Nr. IV on
the capital adequacy directive. It constitutes@@n way of countering cyclical effects. This
method employs supplemental value adjustments ¢anaglate capital reserves in times of
prosperity. These are then available for drawingnupn downturns. A formula issued by
supervisory authorities ensures to the greatesilfesextent that no competitive advantages
arise among banks from the procedure’s use. Thitiodedoes not impair risk-sensitivity,
and enables clear-cut and dual control.
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IV. Sidebar on measures involving accounting procades

The financial crisis has caused several accoumtiegsures to be considered. One of them
has been the object of official consultations:l&werage ratio. It is presented below.

- Leverage ratio

Also comprised in the supplementary consultatiockpge Nr. IV was the demand for the
incorporation of a generally-applicable equity cator in balance sheets. In complete
contrast to Basel Il, this determinant of credifuvoe is not calibrated using risk. As a matter
of course, this leaves only the amount (currenityhér) of risk-bearing assets (Basel Il) and
the leverage ratio to be the trigger used as tbleofobank management. The above proposal
does not satisfy the requirements imposed by Bhaslto risk-attuned management. Another
reason why the above proposal is very controveisitile distortion of competition it would
cause. This would ensue from the variety of acdognapproaches in use. The proposal’s
ineffectiveness has been revealed in the USA’seatirfinancial market crisis. All of the
operations of the country’s major banks (includ@gigroup and Lehman Brothers) were
monitored by a leverage ratio. Despite this, thekbahad demonstrably not accumulated
enough capital to master risks turning into resditi
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Introduction of a tax on financial markets or on transactions; a tax on

stock exchange turnover

A. Core statements

A tax on financial markets or transactions or amtktmarket turnover has to be promulgated
on a worldwide scale, and has to achieve idenéffatcts in each market. Achieving such is
the only way of precluding evasion and the attehdfstortions of competition. It seems,
however, unrealistic.

The tax is designed to enable banks to bear theiresof the costs ensuing to governments
from the carrying out of measures of support. Tais will be difficult to get enacted.
Affected by it would not be the banks, but rather public sector and the economy.

An alteration of the speculative practices undentaly certain market participants cannot be
achieved by enacting this tax.

The tax would constitute an encumbrance to priyaasion plans (products offered by
insurers, by investment funds and by old age aaititfes) by reducing their yields.

A tax on transactions involving shares would caasdurther reduction in investors’
willingness to take on the risks associated witlegting in stock. Viewed from the taxation
point of view, such investments have become radbtiunattractive.

The tax would have not helped avoid the curresisri

The reintroduction of a tax on stock exchange tuencand the introduction of a tax on
financial markets or transactions would be coumtatpctive for Germany.
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B. Elucidations

|. Current situation

The IMF is preparing a study on the financial se@@o consideration by the G20 countries at
their summit in April 2010. The study looks at théjects of financial market and transaction
taxes and of stock exchange turnover taxes (atea@15% - 15% of the stock quote). The
following should be noted:

A financial market tax has been discussed repagataair the last 30 years. Each discussion
came to the conclusion that a precondition foretdization would be its enactment by all of
the world’s financial centers. This global-levelinfroduction is required to preclude evasion
and the ensuing distortions of competition. Theufaiof all financial centers to enact this law
would lead to transactions and staff members’ blingted in the centers not levying the tax.
But this objective of achieving a global-level r&gion is unrealistic.

That's why the EU has refrained from pursuing refprring to strive to improve the pan-
European market by doing away with tax-related errances of financial transactions. To
this end, the Union has prohibited the introductiériaxes on IPOs. Only 8 of the 17 long-
time EU members levy on a tax on stock exchangeouar, and thus on transactions
involving securities. This tax is not prohibited tine EU.

Unilateral enactments by nations of such taxespeaaalyze their financial markets, of which

the one in Bavaria is a major source of local vadded. Case in point is Sweden, which
introduced such a stock exchange turnover tax B41@nly to rescind it in 1991. The

announcement in 1986 that the rate of this tax dvdog doubled resulted in 60% of the
volume of trading in the 11 most widely-traded &®on the local exchange—accounting for
50% of its total trading volume—Dbeing relocated.émdon.

Germany rescinded its stock exchange turnover madamuary 1, 1991, doing such to foster
the development of its financial market, and follogvthe suit of Luxembourg (1987), Spain
(1988) and the Netherlands (1990. Germany’s exawpke emulated by Denmark (1999),
Austria (2001), France (2008) and Italy (2008).
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II. Financial market tax: an instrument preventing crises?

It is a mistake to believe that such a tax wousdlleo banks’ bearing part of the costs ensuing
to the public sector for measures supporting thantial sector. This tax would not affect the
banks, but rather the public sector and the businesymunity by increasing the costs of the
state’s procurement of capital. This, in turn, vebiricrease the public sector’s expenditures,
limit its financial room to maneuver and impair eomic growth. Also to be taken into
account is the fact that three quarters of themess expected to ensue from the tax would
accrue to London, New York, Zurich, Singapore anongi Kong. The increase in tax
revenues would not suffice to offset the statetshier expenditures. Such a tax would make
Germany a loser among financial markets. It woulgo agive rise to new costs of
administration.

Also to be taken into consideration is the fact tha state is already, via SoFFin and through
obligations to pay interest and commission, beawpmpensed for its efforts.

Such a tax would also not change the patterns efwations evinced by certain market
players. It would, rather, cause other objects plades of speculation to achieve greater
volumes of transaction. The tax would also havetardental affect on risk management, as
it would lead players to look for ways to evade @ne option would be to relocate

transactions from securities to non-regulated exgbs, with an accompanying loss of the
transparency whose necessity has been so eloquemiyasized by the financial crisis.

Trading on securities exchanges is the easiest doitan and accordingly to tax. The

ramifications of these measures would, howevelegedesirable.

These taxes would not have helped preclude theemufinancial crisis, whose cause was
neither speculation nor market volatility, but etlvaluation regulations and incorrect ratings
of structured financial products. These primariigluded mortgage credits-based structured
paper, which were purchased along with the relasdrance. This led to the mistaken

assumption that the insurance would protect pusrkaegainst defaults and drops in value.

Page 25/50

Further Information is available at: www.fpmi.de



Finanzplatz Miinchen

I1l. Negative ramifications of a tax on financial ransactions

Companies securing financing from capital marketsgilel experience a rise in such costs.
This, in turn, would lessen earnings and the td®e®d on them. Many such companies
would resort to procuring financing via loans, thalwiating the need to pay such a tax on
financial transactions.

The objective subscribed to by all participantstlie augmenting of companies’ capital
resources. Rather than achieving this objectivetdak would have the opposite effect.

The interest borne by fixed-interest securities Mddncrease, thanks to the tax’s lessening of
the flow of funds into the market. Main partieseatied by this would be Germany’s federal
and its state governments. Their costs of procufimgncing would rise. The exclusion of
governmental securities from taxation would reduoltrises in the costs of companies’
refinancing operations.

Investment funds would experience double taxatiares levied on fund components and on
the funds’ transactions themselves).

The possibility cannot be excluded that the taxfioancial transactions would cause the
guotes of securities to plunge. This would haveimiental effects on insurers, investment
funds and old age care financial plans. That, in,twould reduce the funds available for the
average citizen’s old age care. Demographic trendke such capital-based old age plans
highly desirable. The costs associated with theseigions would rise.

Banks are merely intermediaries that pass on eaukase in costs to their customers. This
means that the costs incurring from such a tax evadcrue to either suppliers or those
demanding their products. Affected therefore wobkl companies and private investors.
Neither of them was, however, responsible for tigsc

The tax would cause a lessening of financial marhiefuidity. Fluctuations would inevitably
become greater on markets. This increase in vityatilould result from the capability of
small-sized swings in demand to cause change®@hk gjuotes and prices. The overall effect
would be an impairing of the markets’ ability tafition.
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Summing it up, the tax on financial markets woudduit in a lessening of economic growth.
The increase in revenue accruing to the publicoseeduld stem from the private sector. This
would cause a worsening of the conditions goverringncial transactions. Viewed as a
whole, financing would become more unattractive laedging against fluctuations in rates of
exchange would get more expensive. The reintrodoiadf the stock exchange turnover tax

and the introduction of a tax on either financiarkets or their transactions would therefore
be counterproductive for Germany.
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Revamping Germany'’s system of financial market sup®ision

A. Core statements

I. Commissioning the Deutsche Bundesbank with thenéire responsibility for the
supervision of banks

- The sharing of the responsibility by BaFin and the Bundesbank has made such
supervision too unwieldy.

- Making the Bundesbank solely responsible woutdease efficiency.

- The Bundesbank’s independence has to be maidtaine

II. Financing of the supervision of financial markes

- Reintroduction of a percentual participationttie form of taxation) is a must.

- The 100% charging on currently in force leadsdnflicts, which are built into the system.

[ll. Retaining Germany’s deposit insurance systems

- No ad-hoc alterations of these systems.

- Germany’s deposit insurance systems have prdwenrettle.

- Giving them a single structure would necessixtensive investigations.

Page 28/50

Further Information is available at: www.fpmi.de



Finanzplatz Miinchen

B. Elucidations

I. Assigning the Deutsche Bundesbank with the sotesponsibility for the supervision of
banks

Munich Financial Center |Initiative views the deymitents on financial markets as
necessitating the assigning of the entire respoigilfor the supervision of banks to
Deutsche Bundesbank. This has to be accompanied rogintaining of the Bundesbank’s
independence of operation.

The sharing of the responsibility for the supenosibetween BaFin and the Deutsche
Bundesbank proved its inefficiency during the ficiah crisis. A lean and flexible system

would have been capable of recognizing at an esstege the problems faced by several
banks. Such a system would have been capable iofytekfective measures, and of doing
such more rapidly.

The assigning of the responsibility to the Bundegbaould eliminate redundancies of

operations and problems arising from consultatiomdertaken by the two agencies. All told,
it would constitute a major step towards giving @any a highly efficient system of banking

supervision. Via its main offices, the Deutsche @esbank is on-site throughout Germany. It
is thus capable of supervising an industry thaighly decentralized in nature.

Special attention has to be paid to ensuring tdepandence of the Deutsche Bundesbank.
The enactment of administrative decisions withoatvitlg to resort to a ministerial
empowerment to intervene exists in such other aepablic life as universities.

Of decisive importance is the Deutsche Bundesbarddinuing to be able to maintain the
stability of the financial system by monitoring arglvaluating its macroeconomic
performance and other aspects of its operations. Binmdesbank carries out this brief by
being represented on the ECB’s Council and by bewppart of the European Council for
Systemic Risks.
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II. Financing financial market supervision

The sole sources of income for BaFin (The GermaggeFal Agency for the Supervision of
Financial Services) are fees, reimbursements aimdaply, apportionments. These have been
rising, and now pose a major encumbrance for tkangandustry.

It not primarily these costs but rather questiobheua the constitutionality of these 100%
apportionments which have led Munich Financial €ennitiative to call ever since the
founding of BaFin and since the taking effect o tountry’s Act on the Supervision of
Financial Services for the revamping of the regoret on costs. The current system has a
built-in contradiction. Banks bearing the excessiests resulting from BaFin’s operations
have no way of enforcing their objections to sughdking part in an indirect controlling of
these. Another factor is BaFin's being also resjmedor areas not having anything to do
with supervision, with these including the prevegtiof money laundering. Such
responsibilities should be financed by the state.

For these reasons, Munich Financial Center Initiais strongly calling for a reintroduction
of the practice of having a percentage of BaFio'sts defrayed by tax revenues. This would
enable the state to bear the costs of the opesatawnwhich it is responsible and which are
not germane to banking supervision, with theseuntidg those arising from the assumption
of liability for breaches of official duties.

Held in 2007, the conferences of the ministers ainemic affairs and of finance of the
country’s states voiced their support for tax rexesi being used to cover the costs ensuing
from breaches of official duties and from operagioot forming part of banking supervision.
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Ill. Maintaining Germany’s deposit insurance system

Munich Financial Center Initiative (known by its @®&n abbreviation of “fpmi”) rejects an
(another) ad hoc alteration in the country’s syst#nmsuring deposits and securing banks
through the institution of European-level regulato

In response to the financial crisis, the Europeamit/s overhauling of markets has begun
with the promulgation of such legislation as theeraltion of the directive governing deposit
insurance. FMPI strongly hailed the revamping & Act on Deposit Insurance and Investor
Indemnification, which caused the raising of the xmmum level of protection to
€50,000/€100,00 and the rescinding of the rule rating a 10% participation in losses.

In mid-2009, the European Commission commencedhangirocess of consultation. It is
intended to yield a further sweeping revampinghef directive governing deposit insurance.
FPMI's positive view of this consultation stemsrfrats triggering a broad-ranging discussion
on this important subject. The reformulation of theective has, however, to be subjected to
a painstaking process of consideration. This isabse Germany’s system of deposit
insurance, setting forth decades of successfulurnes protection, once more proved its
mettle in the financial market crisis. Any attempmigeform this system have to maintain the
balance between providing the requisite level o$t@mer protection and assuring the
financial industry of not having to bear excessiusts and risks.

The protection accorded to financial institutionatiing part of Germany’s credit unions and
savings banks sector joins the deposit insuraraetipes adhered to by the country’s private
banks (these place in effect no ceilings on sushrance) in providing the highest level of
protection to consumers. This system showed it; 181t value in the financial market crisis.
Germany did not experience any runs on banks. kRM$ not see any need to undertake any
revamping of the directive on deposit insurance Wauld encompass the systems featuring
voluntary and bank-securing schemes. Of decisivyaoitance is the continuing to permit
banks to maintain systems providing higher (thamaated elsewhere) levels of consumer
and bank protection.
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FPMI views proposals calling for the creation otlswa European-level system of deposit
insurance as not being advisable at this time. Thibecause such a creation has to be
preceded by the binding resolution of a large nunalbdighly-complex issues. This, in turn,
requires the pursuing of a wide-ranging discussianbe determined is especially whether or
not such a pan-European system would be more igfetian the national ones. There seems
to be no justification for transferring the autlyiio operate deposit insurance systems from
the national to the supranational level. Subsitliariandates that the decision as to how to
employ the funds stemming from deposit insurancstesys and as to how to pursue
payments of indemnification should be retained bg £EU’'s member countries and by
banking groups.

Obligations to pay into the system are only acd#ptédo members of a deposit insurance
system in cases in which, at the very least, thayehan indirect say, via the bodies
controlling the system, as to how it handles ifgssional and political responsibilities (via
the launching of audits and other measures). hais clear how this influence could be
brought to bear in a European-level system of depwirance.

Another factor requiring consideration is the dgemces of standards of supervision still
existing in Europe. This mandates the postponinguch measures until this matter has been
resolved.

FPMI views the first step as being the careful ysial of the practical ramifications of the
revamped directive that took effect in March 20D8posit insurance forms an important and
highly sensitive component of the relationship nfst existing between a bank and its
customers. This mandates showing the utmost instaiimg care when weighing the pros
and cons of an extensive harmonization of existygiems.
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A. Core statements

FPMI welcomes the new structure imparted to théesysupervising financial markets.

The structure does not, however, adequately entheeincorporation of expertise on
insurance matters into the deliberations and dewisof the European Systemic Risk Board.

The Council has resolved to equip EU-level agen&OPA, EBA, ESA) with rights of
intervention. These should not be subject to furingtation.

The creation of new pan-European agencies shoattl tie the greatest possible uniformity
and application of Europe-wide codes of supervision

B. Elucidations

In its meetings on October ®@nd December"® 2009, ECOFIN’s Board resolved to create
a new pan-European structure for financial supemisit the summit held on December 10-
11, 2009, the leaders of the EU's member countdesfirmed these resolutions. The
European Parliament will consult on this matteriryithe first quarter of 2010. This will be

followed by negotiations between the ParliamentthedBoard.

Europe’s new structure of financial supervisiotnifiave the following components:

Macro-supervision This will be carried out by the ESRB (Europeant8&ysc Risk Board).
This board’s brief is the improving of the incorptton of macroprudential findings into the
EU’s system of financial supervision by handling tlesponsibility for detecting risks to the
stability of the system. It exercises this resphiligt by issuing alerts to such risks and
recommendations on how to eliminate them.

Micro-supervision The transformation has been undertaken of CEI@ERS and CESR
into EU agencies equipped with greadéiective powers and forming part of the European
System of Financial Supervision (ESFS).
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FPMI has a positive view of the new structure official supervision. The great breadth and
depth of the financial crisis and of the econonmpbeaval it unleashed revealed gaps in the
regulation of financial markets. Alleviating thesequires a revamping of the system of
financial supervision.

FPMI sees the make-up of the ESRB, which is resptengor the macro-supervision, as
posing a problem. The sole representative of tlserance sector on the ESRB’s General
Board is the president of the EIOPA (European lmsce and Occupational Pensions
Authority). Responsible for formulating the decisoof the ESRB, the General Board is
composed of 34 voting members. Of them, 27 argtasidents of national banks. These 27
are entitled to be accompanied by supervisors vbme-level insurance industries when so
dictated by the matter at hand. This, however, doeis suffice to secure an adequate
incorporation of insurance expertise into the ESRicision- making processes.

The Council of the European Union has substantiallytailed the decision-making and
interventionary powers that the EU Commission hawpgsed for thesystem of
microprudential supervision. Foreseen is the agencies’ having a right of wetetion that is
confined to breaches of European codes of supenvisy the financial institutions’ being
supervised. The European agencies (EIOPA, EBA, EBA)Yo no longer have any power of
intervention in cases of crises or in disputes betwnational-level bodies of supervision.
FPMI believes the rights of intervention resolvgeb by the Council should not be subjected
to further restrictions.

Requisite to impel the development of Europe’s maflr financial services is the greatest
possible uniformity of formulation and applicatioh a European code of supervision. The
best way to achieve this is by empowering the nemofgean agencies mentioned above. A
further factor is the shortcomings in the workiegationships among national-level bodies of
supervision revealed by the financial crisis. Thelertcomings could be alleviated by the
commissioning of the European agencies.
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Solvency I

A. Core statements

FPMI has a positive view of the Solvency Il direeti The directive does, however, have
problems requiring resolution. They stem from CEBDFproposals on measures of
implementation. They are too restrictive.

Open to criticism are especially CEIOPS’ recomménda on the

- classification and quality of equity

- risk-adequate calibration of the standard apgroac

- recognition of (partially) internal models

- requirements and scope of the reporting and patithn obligations arising from “Solvency

and Financial Condition Reports” and “Reports tp&uisors”.

B. Elucidations

I. Endorsement of the Solvency Il directive

FPMI has supported from the very outset the Solyéhdirective, as it contains an approach
melding economic considerations, fundamental pplesi and incorporations of risk.
Notwithstanding its lack of consideration of allsestial elements encompassed in the
economic and risk-adequate calibration of the psifiles of insurance groups (missing is
group support), the directive is to be regardedthenwhole, as being a success. It will give
rise to a higher level of consumer protection, to@lern system of supervision, to a greater
degree of integration of markets, and to—provideat the measures of implementation are
properly formulated—a greater ability to competetwn part of Europe’s insurance industry.
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Il. Measures of implementation posing problems

Problems are, however, posed by a variety of theasures of implementation(Level 2)
proposed by CEIOPS and submitted to the EU Comanis&iom which they will be relayed
to EIOPS for promulgation. CEIOPS has recommendaking a highly restrictive
interpretation of the Solvency Il framework direeti Viewed as a whole, this
recommendation could lead to a substantial incréaseapital requirements, and to a
guestioning of the directive’s approach of emplgyiprinciples informing economic
considerations. The insurance industry has beeltaa @f stability during the financial crisis.
This role makes this recommendation unnecessag/rddommendation also raises questions
as to how the European insurance industry’s alitityjompete is to be maintained.

The following recommendations by CEIOPS appeaketedpecially problematical:
- Classification and quality of equity

To be rejected are CEIOPS’ proposals to rigidiytrietsthe recognition of hybrid
capital instruments as so-called tier 1 capitalerEvthose hybrid instruments
previously recognized as being tier 1 capital ace be stripped of these
categorizations (lack of grandfather clauses).

A decisive flaw is the lack of taking into accowftreserves constituted for deferred
tax assets and for fluctuations, and of earningeebed to be realized.

Open for criticism is also CEIOPS’ proposal to ¢teea deduction for standalone
equity when determining the amount of equity agsinom holding companies’
participations in insurance companies. This probdsanot encompassed in the
Solvency Il directive.
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- Risk-adequate calibration of the standard approac

FPMI has been calling for Solvency II's featuring appropriate and realistic SCR
(Solvency Capital Requirement). To be rejected logh a lump sum and an
excessive increase of capital requirements (asaecmence of the financial market
crisis) applying to the classes of risk to be takeo account--and an underestimation
of such requirements. A further increasing of apittensities and a beefing up of
the stress tests applied to risks arising fromrensce procedures should be refrained
from, since their current levels can be viewed eid conservative in nature. No
causal relationship has been established betweerfirtancial market crisis and
insurance procedures that would justify a stiffgnaf calibration methods. CEIOPS
has proposed the greater taking into account of ribles arising from capital
investments. We view this as being acceptablehasctirrently-applied calibration
takes an approach that is at the lower end ofahge of prudence.

- Without supplying adequate justification for dgiauch, CEIOPS has raised—in a
number of cases, substantially—the parameters okletion used in taking into

account the co-dependencies existing between itwdicaf classes of risk. In a
contradiction of the requirement of the Solvencglitective, the correlations between
the modules of main risks are to be increased.

- Recognition of (partially) internal models

The bar for the recognition of internal capital ratsdshould not be placed too high.
The requirements have to be realistic and capablbemng fulfiled. The same

conditions have to apply to the recognition of jnnodels. These are not to be
regarded as temporary solutions to be employechgluhe period of transition to
internal models, but rather as permanent, valuahtéies. Supervisory authorities
should, however, make sure that companies do by gartial models to categories
of risk already adequately depicted by standarchédeis. FPMI rejects this kind of
“cherry picking”, as it is linked with low levelsf SCR. In cases in which the
standard formula is not capable of modeling onemore categories of risk, the
companies have to be required to employ partiatampletely internal models in
their determination of the amount of risk-relateghital required.
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- Requirements and scope of reporting and pubtinatbligations arising from SFCR
(Solvency and Financial Condition Reports) and fRIS (Report to Supervisors)

Criteria of materiality and proportionality determai the scope of requirements to
report imposed by regulatory and public bodies. thao criterion is that this

information has to be required to properly supertise reporting company and to
keep the public informed. Information of interestcompetitors is not to form part of
this obligation to report. Reasons of efficiencynaiate the refraining from compiling
discrete sets of documents for supervisory bodmesfar the general public. Such
documentation should also contain references ahd tio other pertinent documents,

such as annual reports.
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A. Core statements

Each investment product requires a dedicated gheeiding potential investors in a concise
and clear way with all requisite information on fireduct.

The introduction on January 1, 2010 of the trapsaf consultation (8 34 of Germany’s Act
on Securities Trading (WpHG) and the Act’s requieems in 8§ 31 WpHG on the information
required to be supplied on securities services joirobviate the need to enact another
regulation on the contents of product informatidreets, as already stipulated for the
insurance industry by 8§ 4 of Germany’'s Ordinancetlo® Information Requirements of
Insurance Contracts (VVG-InfoV).

Pending on the European level is the introductibma &ey Investor Document (KID). To
provide investors with key information in standasdl form, the KID obviates the need for
stand-alone solutions on the national level.

8§ 4 paragraph 4 of the VVG-InfoV requires the reéjpor of the costs of contractual
settlement and of distribution. A discrete disalgsof commission actually paid to brokers
makes no sense in the area of insurance, as thikdwot bring about a greater degree of
transparency for customers. According to 831d ofH@p disbursements to third parties
made for securities-related services, as definedGeymany’'s Act on the Trading in
Securities, have to be disclosed to customers.

The Act’s stipulations on informing investors dot rapply to investments made on non-

regulated markets. The protection of investor gdts and of fair competition mandates the
urgent creation of a level playing field, in whisbich products would be subject to the same
requirements. This would further the process oting a single code of capital investment.
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B. Elucidations

|. Product information sheets

Such concise sheets are already being created tdizddufor a large number of financial
instruments, with these including especially thsmlving stakes in investment funds and
structured products. The current discussion haseththe banking industry to check to see if
these documents can be designed to be made easirdérstand and more standardized. A
thrust is increasing the comparability of produm$onging to the same groups.

- Increasing the transparency of investment consulig through the introduction on
January 1, 2010 of transcripts of consultation

Taking effect on January 1, 2010, the revampinghef requirement to compile

transcripts of consultations on financial instrumset® 34 WpHG) imparts a greater
transparency to such services. In accordance wathall requirements, to be

documented are the occasion and length of the ttatisn. Also to be listed is the

investor's objectives, with these to include his lwr propensity for risk. The

obligation to generate documentation extends toctivesultant’'s recommendations
and the main reasons for such. Documented is truglticidations provided to the
customer of the essential characteristics, oppiiesnand risks of and arising from
the financial products that have been recommen@&dP (standard operating
procedure) is to incorporate into the transcriptcofsultation any rebates accruing
(payments made by the issuing party to the bamkstfibution).
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- Deployment of product information sheets appendedottranscripts of consultation

The investor is provided prior to the conclusiontbé transaction with product

information sheets. Thus constituting an objectthef consultation, these take the
form of appendixes to the transcript of consultatiVith this depending on the

characteristics and risks of and associated wighillividual products, the sheets
feature a variety of contents and thrusts. It eci@ely this individualization, which

takes into account the features of the product, ciwvhmakes the customer
appropriately aware of the purposes of the findnostruments. A legal regulation

can do no more than lay down abstract criteria hickv the product information

sheets have to adhere. Taking into account there=abf the individual product is

beyond the scope of such a regulation, which wéedd to a schematization of the
contents and the depictions of the product infoimnasheets. Instead of enhancing
the transparency and impact of the product infolenasheet, doing such would,

rather, give rise to the semblance of a compatgHifiat actually, due to entirely

different ways of functioning and risks, does rxase

- Existing legal requirements applying to product inbrmation sheets

Companies providing securities-related serviceghawbserve § 31 paragraph 2 of
WpHG and 8§ 4 of Germany's Ordinance on SecuritiesviSes Practices and

Organization (WpDVerOV) when designing their prodindormation sheets. These

detailed requirements’ objective is to produce gelat are fair, high-clarity and not

misleading. The degree to which this objective leen achieved is one object of the
examination conducted by auditors of securitiesdaqbsit-related services.

Pending on the European level is the introductioa idey Investor Document (KID).
It will provide key information to investors in éasdardized form. This introduction
obviates the need for national-level stand-aloriatisms, which would give rise to
costs.

The enactment of any further regulations, whosenédation would arise from the
additional requirements placed on product infororatsheets, would make sense,
under conditions now prevailing, only for investrt'emade on non-regulated capital
markets.
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II. Reporting of brokerage commissions in product nformation sheets
- Position at the outset and background situation

The revamping of the VVG includes a clause (8§ 4apdJ introducing a reporting of
the costs, in euros, of the contractual settleraent of distribution factored into life
and health insurance products. The customer recéive information along with the
product information sheet prior to his or her sutsign of his or her application.
Legislators have chosen this method of reportingtesd of one detailing the
brokerage commission.

Instituted at the same time, and forming part efithplementation of the Markets in
Financial Instruments Directive (MiFID) in the areficonsulting services provided
for investment funds and other objects, was thmikstiion that brokers have to inform
potential clients as to the costs associated withstment products, and as to the fact
that these costs partially ensue from the remuioeradaid for distribution (8 31d
para. 1 WpHG). In a further move, verdicts issugd@®rmany’s Federal Court of
Justice have impelled the development of the otitigato disclose any rebates. The
ensuing set of requirements imposed by superviBogies and civil courts has
decisively influenced the provision of consultiren\sces. This set obviates the need
for further regulation.

- Insurers’ position

The reporting of the costs calculated into an iasce contract constitutes valuable
information for customers, as these costs are dsegof all those arising from the
settlement of the contract and from distributiohisT in turn, creates comparability
among competitors.

The reporting of the commission actually paid toKers does not enable the
customer to get any more information or insightarfrhis or her contract. This is
because this reporting does not increase transpar@uite the opposite. Thanks to
the wide variety of systems of remuneration in txise, it promotes an
intransparency of competition. Points of differatibn among such systems are the
treatment accorded to each kind of broker—emplogel;employed representative
of a single company, agent for two or more comparaad broker. Each channel of
distribution also features a variety of componesftsemuneration. Conditions can
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arise in which these are not attributable to irdligl contracts (new business
allowances, fixed salary components, cross-sellcgnmissions) or are not
determinable as of the time of contractual conolusbut rather subsequent to the end
of the financial year.

The insurance industry expressly welcomes initggistriving to improve product
transparency and the quality of consulting. Thérimsents deployed to achieve these
objectives have, however, to be suitable and e¥iectroviding customers with
transparency as to the commissions paid to bradkees not improve the quality of
consulting. Rather, it could lead to customers’ deding a share of the commissions,
and to their entering into an insurance contractti@ purposes of getting such a
stake. Current legislation forbids brokers’ disleungnt of commissions.

The only way of improving the quality of consultimgovided in the insurance
industry is to optimize the standard of qualitysafrvice shown by brokers and to
enlist the insurers’ and brokers’ interest in maimihg long-term relationships with
customers. These objectives have long been supgoytthe insurance industry.

The business model utilized by life insurance pe$icis based upon such
relationships, which yield the private pensionsusgently needed by the German
economy.
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A. Core statements

Capable of coexistence are the various systemseefb&ised and commission-based
consulting. Real world consumer protection manddtes customer’'s getting to decide
whether he or she wishes fee-based consulting wwsiment products, or wishes to have a
free-of-charge session possibly leading to the cmsion-based brokerage of products. For
consumers, the thing to know is which basis the&drds working under: commissions or
fees.

Today’s system of insurance consulting offers higiualified counsel on insurance products
at a fair price. It meets the needs of consumersmpanedium or low levels of income. With
this especially holding true of the life insuranaeea, the provisions paid for contract
settlement compensate brokers for the great amofutime that they spend in providing
initial briefings and for consultations not leadittggentering into contracts. Such provisions
are thus indispensable for such brokers. The suaidity of the counsel is assured by the
five-year terms of liability accorded to commissipaid in the area of life insurance and by
the follow-up commissions paid in non-life and aecit insurance.

Fee-based consulting can be of interest--as am&gte of today’s offerings--for the affluent
and for corporate customers. A number of theseomests are prepared to pay fees for
counsel on financial investment and on insuranced-taipay brokers also for their arranging
of a financial investment or for the conclusionao€ontract of insurance coverage, with the
latter involving liaison services in cases of damag

The state should refrain from directly or indirgdttervening on behalf of a model, as this
would represent an unnecessary tampering with @rsyalready achieving a high degree of
transparency. This would cause a distortion of catitipn.

Fee-based consulting is not immune from consultamiking use of their room to maneuver
in order to optimize their fee-based income—at thst of the quality of objectivity of
counsel provided.
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B. Elucidations

|. Current situation

The financial market crisis has shown that custsnoéten feel inadequately informed--or
even misinformed--about financial products.

The legal requirements placed on consulting andimieatation in the insurance sector differ

fundamentally those applicable to the securitiedose Insurance companies already largely
fulfill, via their adherence to legal requiremerite&e demands placed by Germany’s consumer
protection ministry for consultations meeting tleeds of consumers.

Already promulgated and implemented in and by tiseiance industry are:

- The achieving of transparency at the time dft faontact with customers as to the
status of brokers (in acc. with § 11 of Germanyrdi@ance on Insurance Brokerage--
VersVermV )

- Non-affiliated examination of professional exps¥tby Chambers of Industry and
Commerce (8 34 d para. 2 Nr. 4 of Germany’s Trada-tGewO and 88 1 ff.
VersVermV)

- Liability for incorrect consulting services (88,668, 6 para. 5 VVG) with an
obligation on the part of the broker to render mdéication

- Product information sheets providing concise eohprehensive summaries of the
risks for which insurance coverage has been prdvishel of the product chosen (8 4
VVG).

Germany has enacted legislation also placing steigtiirements on the consulting services
provided in the securities area. This legislatiecrdes the provision of comprehensive
information to consumers. In a further move (onailsir to the situation existing in the

insurance area) and as of January 1, 2010, ituwsrequired to compile a transcript of the
consultation.
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Embedded in Germany’s intermeshed banking commuttiey commission-based brokerage
of products ensures a country-wide provision oestinent consulting services To be taken
into account is that funds and other issuers oflyets supply the services, with these
particularly involving staff member training andetliormulation of product information,
largely producing the high quality of consulting\dees extant in the country. Fulfilling the
legal requirements imposed by 8§ 31d WpHG, the custe are informed about such matters.
The degree of success of efforts to adhere to tteegeérements forms an object of the audits
conducted of securities and deposit-related segvice

Shortcomings are therefore still to be found onlyhie services involving the products traded
on non-regulated markets.

II. Background information

The calls for a fostering of fee-based consultisgaiconsequence of the financial market
crisis and of an expert audit commissioned by Gagnisaconsumer protection ministry. The
term “financial consulting” covers the widest pdsivariety of kinds of products, including
those traded on non-regulated markets. Lumping tiogiether disregards their differences of
objectives (including the maximizing of capital attte organizing of old age pensions
featuring a securing against risk), of legally-mated operating conditions, and of
distribution structures.

Fee-based consulting is deemed to be a processifepft consultant whose income comes
from the provision of consulting services, and vidas no products or services to sell, or who
does so on a not-for-profit basis. Not coveredHhiy term is the kind of fee-based consulting
in which a consumer is provided with an abstragict®n of which kind of provisions for
old age and other situations best meets his onémals (type-related recommendation).

The model of providing consulting services on agaging basis has long been practiced in
the industry. The profession of “insurance consita—per se ones not affiliated with
insurers—has been in existence for several dec&@ifésial certification can be secured for
it. As of this writing, some 175 persons are ex@ng this profession.
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A. Core statements

In contrast to those applying to insurance brokdg 34 d of Germany’'s Trading law--
GewO), no particular legal requirements exist asthie professional qualifications of
investment consultants and brokers working on thsisbof 834c GewO and providing
financial investments traded on non-regulated narkénese persons should be subjected to
the preconditions for registration adhered to kgurance brokers, with these including the
provision of proof of professional expertise anghadfessional liability insurance coverage.

Not viewed as being requisite, on the other hasdthe enacting of further regulations
applying to brokers of financial investments (barfksancial services corporations) already
encompassed in Germany’s Banking Act (KWG). Strisquirements as to professional
expertise and amounts of equity are already irefordhis area.

B. Elucidations

Comprised in the crisis of confidence gripping timancial market is also the one for private
investment. The brokering of products traded onmegulated markets had caused investors
to experience substantial losses in the pre-ogigis These losses joined with the outbreak of
the crisis in exacerbating the mistrust with whiictancial investments and their distributors
are regarded. This situation has caused fpmi tof@athe enactment of a law leading to a
raising of the qualifications possessed by investnoensultants and brokerages now only
required to have a commercial permit issued in mzowe with § 34c of Germany’s GewO.
This does not impose any requirements as to priofessexpertise and as to the securing of
professional liability insurance coverage. Emulgitine example of the process of being
admitted to the profession in force for insuranazkers, the responsibility for operating these
procedures of approval and registration should $sigaed to a single body—also for
purposes of efficiency. The positive experiencdsireg from the implementation of the
directive on insurance brokers joins the compaitgtof the issues to be regulated in making
a self-administering body a suitable and cost-éffe@mption.

Preconditions for being admitted to this professimve to be the reliability (already
stipulated), an orderly financial situation, theciéng of professional liability insurance
evincing the minimum amount of coverage, and thepldying of proof of professional
expertise.
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The object of the requirement to secure admissiothé profession has to be the person
(either a single-person company or a legal persag)cising the profession. The proof of
professional expertise requisite for the admissmthe profession is interpersonal in nature,
and can thus only be furnished by natural perslonsases in which legal persons intend to
secure this certification, the expertise has totlesefore, supplied by persons authorized to
represent the company. As is the case with theinsggants placed upon insurance brokers,
this proof can be furnished in financial servicempanies featuring large-sized structures by
their having an adequate number of employees pgiagethis expertise. This certification
has to be conferred upon the supervisor direcpaasible for the persons undertaking the
financial brokerage or consulting. Requisite tobibeught about is that the person handling
the supervision is capable of ensuring that all ppeodirectly entrusted with the
consulting/brokerage have the qualifications rezpliito exercise their professions. An
adequately high quality of consulting can be asstineough there being a suitable ratio of
supervisors and supervisees.

Similar to the situation created by the Act on hasice Brokerage, recommended for the
provision of the proof of professional expertisquieed for the securing of the admission to
the profession is the setting up of an examinadiprofessional expertise administered by a
public sector body. The test itself can use the pmmants of examinations leading to the
securing of such qualifications as investment fumsgecialist, consultant on financial

services, and specialist for financial consulti@mnce more emulating the Act on Insurance
Brokerage, other kinds of professional qualificatiocn addition to the above examination,
should be accepted as being of the same ultility.

Customers/consumers have to be able to verifyabigtihat consultants and brokers have been
admitted to their professions. In addition to seamursuch an authorization, this, in turn,
entails the registration of the brokers in a cémntegister. This would be maintained in the
Internet. Doing such would provide unrestricted @agdy access to the register. Investment
brokers often offer both insurance and capital stwent products (for instance: mutual
funds). This fact mandates the creation of a singdgster. It could be an adaptation of the
existing register of insurance brokers (www.veritegister.info).

An alternative to this could be an amendment toKMéG’s commissioning BaFin or the

Deutsche Bundesbank with the conferring of the adions to the profession (with this
entailing the examination of professional expertisal registration). The need to secure
professional liability insurance coverage couldrbplaced by becoming part of a deposit
insurance scheme.
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A. Core statements

The protection of consumer interests mandatesriberimg of the supervision of all financial
market products and players--as foreseen in thexionents made by the G20 countries at
their summits in Washington and London.

To be undertaken at the national level should kectkation of the legal framework leading
to the same conditions prevailing on non-regulatedkets as on those in which financial
products are distributed whose regulation is assbgeGermany’'s KWG and WpHG. This
would give rise to a “holistic code of capital istment”.

To be required of dealers of products traded on-regnlated markets are primarily an
adequate level of professional expertise and depsional liability insurance.

B. Elucidations

Non-regulated capital markets are characterizetldwng large varieties of products and of
legal frameworks for such, of suppliers, and ofreteds of distribution to investors. The only
items subject to some form of regulation are clesed participation products distributed to
investors, which this occurring via Germany’s Act Sales Brochures. The lack of state
supervision causes shady suppliers to operate enmarket. These persons often lack
adequate qualifications. Consumers investing osetm@n-regulated markets have to contend
with shortcomings involving the practices and tgarency regulated and mandated by the
WpHG.

The interests of consumer protection thus mandeethe requirements involving products

traded on non-regulated markets should be as agittiose imposed by the KWG and by the
WpHG on financial instruments and their distribatioThese efforts should, however,

preclude excessive regulation—and have to takedotount the characteristics particular to
the products traded on non-regulated markets amddture of the distribution channels used
there.
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Especially inadequate are the conditions imposeddmmercial law upon self-employed financial
consultants and brokers. In cases in which a bas ihcorrectly informed an investor about a
participation in a closed-end investment, the coreugenerally has a solvent (meaning that it forms
party to an investment securing system) party t@hvhe or she can address a claim. Preventing the
effective enforcement of claims for indemnificatiby self-employed financial brokers is often that
they are often not members of such systems andases of insolvency, lack professional liability
insurance.

Finanzplatz Miinchen

Measures of implementation suited to handle thdlpros of the lack of adequate qualifications by
self-employed brokers and consultants due to inzateqcoverage in commercial law could be the
establishment of content-related requirementsddmanding of professional liability insurance, and
the assigning these persons to an investment secglieme. Worthy of consideration would be a
revamping of the code of commercial law emulating bne applying to insurance brokers, or
encompassing the markets under the supervisiowl ol

by the KWG.
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