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Preamble

The National Association of German Cooperative Banks (BVR) has set up a Protec-
tion Scheme with a guarantee fund and a guarantee network.

The Protection Scheme is of vital importance for the cooperative institutions as
it is a decisive factor in maintaining the credit rating of them. Solidarity between
the cooperative institutions is a key requirement if the Protection Scheme is to
function properly. Although this solidarity limits the cooperative principles of
self-responsibility and self-management, it is an essential precondition for the
independence of the cooperative institutions and the decentralized structure of
the cooperative network. The Protection Scheme must have suitable structures
and instruments to enable it to fulfill its purpose.

I. Purpose of the Protection Scheme; recognition of the
Protection Scheme; BVR assets; membership
of the Protection Scheme; classification

§1
Purpose of the Protection Scheme

The purpose of the Protection Scheme is to avert or remedy imminent or existing
financial difficulties at the member institutions of the guarantee fund specified in
section 3 (Institutional Protection Scheme) and to prevent any negative impact on
confidence in the cooperative institutes.

Permissible measures used to fulfill the purpose described in Section § 1 include, in
particular, measures to avert adverse trends at institutes, funding measures for the
benefit of institutes, and the assumption of obligations to avoid regulatory action

being taken against institutes.

Protection is provided at all times for the following:

a) Customer deposits at the affiliated institutes of the guarantee fund specified
in section 3 (1), bonds issued by the affiliated institutes of the guarantee fund
specified in section 3 (1) held by customers, liabilities of the affiliated institutes
of the guarantee fund specified in section 3 (1) arising from litigation guaran-
tees, and liabilities of the affiliated institutes of the guarantee fund specified
in section 3 (1) to investment companies where the liabilities relate to parts of
fund assets; customer deposits are mainly savings deposits, savings bonds, time
deposits, and sight deposits; for further details, please also refer to the balance
sheet items specified in the procedural rules (see no. 1 of the procedural rules);
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b) Funds provided to the affiliated institutes of the guarantee fund specified in
section 3 (1) by institutes outside the cooperative financial services network
(e.g. Germany'’s KfW development institute) for purposes supported by public
subsidy;

) Liabilities of the affiliated institutes of the guarantee fund specified in section 3
(2) to customers arising from securities business.

§ 1a
Recognition of the Protection Scheme

The Protection Scheme is a scheme for the protection of institutes as defined by
section 12 German Deposit Guarantee and Investor Compensation Act (EAG).

The Protection Scheme is a protection system within the meaning of section 10c
(2) sentence 1 German Banking Act (KWG). The institutes that are members of the
Protection Scheme are institutes within the meaning of section 10c (2) sentence 1
number 1 KWG.

§2
Assets of the BVR

The resources that have accumulated in the guarantee fund and the guarantee
volume of the guarantee network are assets of the BVR.

The resources in the guarantee fund must be invested separately from other BVR
assets (see also no. 1a in the Procedural Rules).

The BVR must manage the resources in the guarantee fund and the guarantee
volume separately from its other assets.

§3
Affiliated Institutes of the Protection Scheme

Deposit institutes that are members of the BVR are also members of the guaran-
tee fund.

Non-deposit banks that are members of the BVR can be affiliated to the guaran-
tee fund. Captial investment companies also qualify as non-deposit institutes as
defined by the Statute of the Protection Scheme. Membership of the guarantee
fund is decided by the BVR management board subject to the prior consent of the
central committee of the BVR Protection Scheme.
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The deposit institutes specified in subsection 1 and - after joining the guarantee
fund - the non-deposit institutes specified in subsection 2 join the guarantee
network by providing a guarantee bond as specified in section 5.

Deposit institutes and non-deposit institutes that are members of the guarantee
fund are deemed to be institutes within the meaning of the Statute of the Protec-
tion Scheme

§ 3a
Classification

The institutes - with the exception of those institutes specified in subsection 2 - are
classified each year (local credit cooperatives). The details are governed by the
principles set out in no. 1b of the procedural rules.

Banks that are members of the guarantee fund as specified by section 3 (2) and
institutes that are members of the Cooperative Financial Services Network and
individually rated by an external rating company recognized for the purposes of
regulatory risk weighting are not classified.

Il. Contributions to the guarantee fund;
guarantee bonds for the guarantee network

§4
Contributions to the guarantee fund

The basis for assessing the contributions from institutes - with the exception of the
institutes specified in subsections 2 and 3 - is as follows:

The total value, in accordance with the report at the end of the last calendar year,
of exposures in the asset classes specified below on the basis of section 10 (1)
sentence 9 KWG in conjunction with the German Solvency Regulation as amended
in the official announcement on December 14, 2006 (Federal Law Gazette | page
2926) and most recently amended by section 13 of the law of May 29, 2009
(Federal Law Gazette | page 1102), hereinafter referred to as SolvV.



a) In the case of institutes that use the Standardized Approach to credit risk, the
following risk-weighted asset classes under the Standardized Approach to credit
risk in accordance with section 24 SolvV apply:

* Central governments

* Regional governments and local authorities

* Other public-sector entities

* Multilateral development banks

* International organizations

* Financial institutions

» Covered bonds issued by banks

» Corporates

* Retail business

* Exposures collateralized by real estate

* Investment fund units

* Investments

* Securitizations (with a maximum risk weighting of 350 percent)
» Other exposures (with the exception of property, plant and equipment)
* Past due exposures

in which

* loans and advances to customers included in the asset classes are included in
the basis of assessment with a maximum risk weighting of 50 percent if they
satisfy the requirements of section 15 (2) sentence 1 German Statutory Order
on the Accounts of institutes and Financial Services Institutions (RechKredV)
and

+ exposures included in the asset classes arising from the transfer of risk
in circular transactions within the cooperative financial services network
are included in the basis of assessment with the average risk weighting
previously imputed to the assets brought into this same transaction by the
institute assuming the risk.

b) In the case of institutes that use the internal ratings-based approach (IRBA)
and have IRBA authorization, the following risk-weighted IRBA asset classes in
accordance with section 72 SolvV apply:

+ Central governments
 Financial institutions
* Retail business
¢ |nvestments
* Securitizations (with a maximum risk weighting of 350 percent)
» Corporates
* Other assets unrelated to lending
(with the exception of property, plant and equipment).

The risk weighting does not take into account the scaling factor as specified by
section 86 (4) SolvV.



¢) The following must be deducted from the total:

* Risk-weighted exposures under the Standardized Approach to credit
risk or IRBA that relate to loans and advances to DZ BANK, WGZ BANK,
members of the cooperative financial services network and their affiliated
companies in accordance with section 271 (2) German Commercial Law
(HGB),

* Risk-weighted exposures under the Standardized Approach to credit
risk or IRBA that relate to investments in, or membership of, registered
cooperatives reported in HGB financial statements under ,Long-term
equity investments”, ,Long-term equity investments and business credit
balances in cooperatives” or ,Shares in affiliated companies”,

+ 20 percent of DZ BANK and WGZ BANK assets arising from the liquidity
held by DZ BANK/WGZ BANK for the local credit cooperatives. This
liquidity holding for the local credit cooperatives is calculated from the
total of local credit cooperative deposits with DZ BANK/WGZ BANK and
DZ BANK/WGZ BANK bearer bonds held by local credit cooperatives net
of DZ BANK/WGZ BANK loans and advances to local credit cooperatives,

* In accordance with the relevant risk weighting under the Standardized
Approach to credit risk or IRBA, loans and advances to a church or
religious organization that is legally structured as a public body and
that is entitled to levy taxes under section 140 German Constitution in
conjunction with section 137 (6) of the German constitution dated August
11, 1919, or that benefits from the tax revenue raised by church bodies
responsible for collecting taxes.

[1b] In addition to subsection 1a, and taking into account subsection 1c, the following
bases of assessment apply until December 31, 2014:

a) The sum of the following loans as reported in the latest annual financial state-
ments (single-entity financial statements):

aa) Loans and advances to customers

» with the exception of loans and advances specified in section 21 (2) no.
1 and section 21 (3) nos. 3 and 4 KWG,

» with the exception of half of the loans and advances secured by
property lienes that meet the requirements of section 14 and section 16
(2) sentences 1 to 3 German Pfandbrief Act (PfandbriefG),

» with the exception of loans and advances or parts of loans and advanc-
es, the obligation for which has been assumed by another contributing
member institute of the guarantee fund;

ab) Contingent liabilities under guarantees and suretis agreements;

b) The total of capital adequacy requirements under ,Derivative default risk
exposures and set-off items as defined by section 12 (1) SolvVv".
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With the exception of calculations for the institutes specified in subsections 2 and 3,
the calculation of institute contributions for the contribution years up to December
31, 2014 can be made on the basis of assessment set out in subsection 1b. In this

case, no. 2 of the procedural rules also applies in relation to the basis of assessment
specified in subsection 1b. The BVR will determine the contributions to the guarantee
fund using the bases of assessment specified in subsections 1a and 1b; the obligation
of an institute to pay the guarantee fund contribution in accordance with subsection
8 applies only in relation to the lower contribution.

The basis of assessment for the contributions from institutes whose business
model focuses on pfandbrief business (mortgage banks) or who are subject to

the provisions of German law on home savings institutions is the total assets

as reported in the latest annual financial statements (single-entity financial
statements). No. 2 sentence 1 of the procedural rules applies. Institutes may decline
to make use of the exemption right defined by subsection 1. If an institute makes
use of sentence 3, then no. 2 sentence 2 of the procedural rules will also apply.

Subject to the prior consent of the central committee for the BVR Protection
Scheme, the BVR management board decides on the basic contribution for
non-deposit institutes that are members of the Protection Scheme as specified in
section 3 (2). There must be an appropriate ratio between the basic contribution
and the risk covered.

a) The basic levy rates per year are as follows:

aa) For the contributions of the institutes specified in subsection 1a, 0.04
percent of the basis of assessment specified therein;

ab) For the contributions of the institutes specified in subsection 1b, 0.05
percent of the basis of assessment specified therein.

b) The basic annual levy rate for the institutes specified in subsection 2 sentence 1
is 0.0045 percent of the basis of assessment specified therein.

Levy rates in excess of the basic levy rates specified in subsection 4 and
contributions in excess of the basic contributions specified in subsection 3 are
defined by the BVR Association council on the recommendation of the BVR
management board. Such rates must be fixed in the same ratio for all banks.
When such rates are fixed, the limits specified in subsection 7 must be observed.
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a) Local credit cooperatives classified in accordance with section 3a (1) pay differ-

ent contributions depending on classification, as follows:

aa) Class A++, 80 percent of the relevant annual contribution to the guaran-

tee fund;

ab) Class A+ or class A, 90 percent of the relevant annual contribution to the

guarantee fund;

ac) Class A-, class B+ or class B, the relevant annual contribution to the
guarantee fund;

ad) Class B-, the relevant annual contribution to the guarantee fund plus a

surcharge of 10 percent;

ae) Class C, the relevant annual contribution to the guarantee fund plus a

surcharge of 20 percent;

af) Class D, the relevant annual contribution to the guarantee fund plus a

surcharge of 40 percent.

For the purposes of assessment, the local credit cooperatives are classified on

the basis of their latest annual financial statements.

b) Special contribution provisions as specified in nos. 2a to 2d of the procedural
rules apply if a local credit cooperative is undergoing restructuring (see no. 2aa
of the procedural rules), if a local credit cooperative is merging with another
local credit cooperative undergoing restructuring, if local credit cooperatives are

undergoing a merger, or if there is a change to the classification system.

a) A maximum of five times the basic levy rate as specified in subsection 4a aa
can be levied on the institutes specified in subsection 1 in total per year. If an
institute makes use of its right under subsection 1c and the annual contribution
is levied on the basis of subsection 1b, a maximum of four times the basic levy
rate as specified in subsection 4a ab can be levied from the institute in total
per year. The limits specified in sentences 1 and 2 are subject to the surcharges

specified in subsections 6a ad to af.

b) A maximum of up to five times the basic levy rate as specified in subsection 4b
can be levied on the institutes specified in subsection 2 in total per year. If they
decline to use the exemption right specified in subsection 2 sentence 3, only a
maximum of five times the basic levy rate as specified in subsection 4a aa can be

levied in total per year.

¢) A maximum of five times the basic contribution as specified in subsection 3 can

be required from the institutes specified in subsection 3 in total per year.



[8] a) The institutes as specified in subsection 1 must:

aa) pay into the guarantee fund the contributions stipulated by the BVR
Association council in accordance with section 12 of the BVR by-laws in
conjunction with subsections 1, 1a, 1b, 1c, 44, 5, and 7a sentences 1, 2.
The contribution provisions specified in subsections 6a aa and 6a ab as
well as in nos. 2b to 2d of the procedural rules remain unaffected.

ab) pay into the guarantee fund the surcharges specified in subsections 6a ad
to af and subsection 7a sentence 3. The surcharge provisions specified in
nos. 2a to 2d of the procedural rules remain unaffected.

b) The institutes as specified in subsection 2 sentence 1 must pay into the
guarantee fund the contributions stipulated by the BVR Association council in
accordance with section 12 of the BVR by-laws in conjunction with subsection
2 sentence 1, subsections 4b, 5, and 7b sentence 1. The institutes as specified
in subsection 2 sentence 3 must pay into the guarantee fund the contributions
stipulated by the BVR Association council in accordance with section 12 of the
BVR by-laws in conjunction with subsections 1a, 4a aa, 5, and 7b sentence 2.

¢) The institutes as specified in subsection 3 must:

ca) pay into the guarantee fund the basic contribution stipulated in accord-
ance with subsection 3 by the BVR management board subject to the
prior consent of the central committee of the BVR Protection Scheme,

cb) pay into the guarantee fund the contributions stipulated by the BVR
Association council in accordance with section 12 of the BVR by-laws in
conjunction with subsections 5 and 7c.

d) No later than April 30 each year, the institutes specified in subsections 1 and 2
must make an advance payment on their annual contribution to the guarantee
fund equivalent to 80 percent of their annual contribution using the assessment
basis from the previous year. The balance of contributions to the guarantee
fund after deduction of the advance payments specified in sentence 1 must be
paid no later than November 30 each year.

e) The institutes specified in subsection 3 must pay their contribution to the
guarantee fund in accordance with subsection 8c no later than April 30 each
year.
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New institutes joining the Protection Scheme must pay not only the contributions
for the current year specified in subsections 1 to 7, but also an initial membership
fee equivalent to three times the amount of these contributions. The BVR man-
agement board can stipulate a lower initial membership fee and may also allow
the initial membership fee to be paid in installments. If the institute joining the
Protection Scheme is newly established, the amount of the initial contributions and
the amount of the initial membership fee will be specified at an appropriate level
by the BVR management board. The decisions by the BVR management board
require the prior consent of the central committee of the BVR Protection Scheme.

Voluntary contributions can be paid into the guarantee fund.

§5
Guarantee bonds for the guarantee network; guarantee volumes

In order to cover guarantee or indemnity obligations that the BVR assumes on
behalf of the guarantee network in accordance with section 17 (3) and no. 13
of the procedural rules, the institutes are obligated to provide the BVR with the
relevant guarantee bond in accordance with no. 3a, 3b or 3c of the procedural
rules. The amount of the guarantee bond is as follows:

+ For institutes as specified in section 4 (1), eight times the basic levy rate specified
in section 4 (4) a ab or ten times the basic levy rate specified in section 4 (4) a aa;

 For institutes as specified in section 4 (2) sentence 1, ten times the basic levy rate
specified in section 4 (4) b; for institutes as specified in section 4 (2) sentence 3,
ten times the basic levy rate specified in section 4 (4) a aa;

 For institutes as specified in section 4 (3), ten times the basic contribution
specified in section 4 (3).

The guarantee bonds provided by the affiliated institutes form the guarantee
volume in the guarantee network.
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lll. General obligations of the banks,
auditing associations and the BVR

§6
Institutes’ duty of care

The institutes are obligated to conduct their business in accordance with the duty
of care applicable to them under company law in order to prevent the need for
financial support from the Protection Scheme. The Institutes satisfy their duty of
care under company law, in particular,

1. if, with a view to successful performance and early identification of any adverse
trends, they set up a planning, monitoring and control system reflecting the
nature and risk content of their business to ensure that the potential risks and
rewards inherent in their business are adequately determined, assessed and
managed,

2. if they establish the necessary personnel, technical and organizational
frameworks required by their business to enable them to manage the risks
inherent in the business,

3. if, in their respective businesses, they comply with the relevant applicable
guidelines and recommendations that have been adopted by the BVR Associa-
tion council based on proposals submitted by the BVR management board.

In the case of deposit banks, all customary banking business, supplementary
operations and associated competitive activities that comply with the duty of
care specified in subsection 1 and that, foreseeably, comprise only normal and/or
average banking risks are compatible with the purpose of the Protection Scheme.
Sentence 1 applies to non-deposit institutes mutatis mutandis taking into account
their business model. To this extent, such business activities are not subject to any
restrictions (see also no. 4 of the procedural rules).

Business developments involving risks that may result in financial instability in the
institute are not compatible with the purpose of the Protection Scheme. Such
scenarios may arise in particular from the following:

+ If the planning, monitoring and control systems as well as the operational and
organizational structure are not consistent with the institute’s business and risk
structures;

« If the risks assumed by the institute, in particular the acute and significant latent
risks in lending, are inadequately covered by the institute’s available risk cover-
age potential;

» Above-average lending growth without appropriate corresponding growth in
the risk coverage potential and in the personnel and organizational structures
of the institute;

13
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» The extending of loans without adequate collateral and/or evidence of suf-
ficient debt service capacity;

* Animbalance in the lending structure in terms of loan size and/or sector
distribution;

* The extending of interrelated loans, for example in which the borrowers lodge
collateral for each other or in which the borrowers are dependent on each
other;

« The commencement of new types of business without adequate prior analysis
of the inherent revenue-earning opportunities and potential risks;

* The raising of funds from institutional investors and/or deposit brokers on terms
that are not on an arm’s length basis;

» Above-average expansion and an imbalance in the distribution of dividend-
bearing and/or interest-bearing equity;

+ Capital investments involving follow-up costs that are not economically sustain-
able for the institute.

See also no. 5 of the procedural rules.

If the local credit cooperatives conduct business via subsidiaries, such activities
must always be consistent with the customary banking or supplementary activities
specified in section 2 of the by-laws templates for local cooperative institutes and
the subsidiaries must always observe the duty of care applicable to the local credit
cooperatives themselves (see also no. 6 of the procedural rules). Sentence 1 applies
to the other institutes and their subsidiaries mutatis mutandis taking into account
their business model.

§7
Audit-related obligations of the institutes

The institutes are obligated to permit the audits ordered by the BVR management
board.

The local credit cooperatives are obligated also to permit the relevant auditing
association or an auditing firm proposed by the auditing association or an auditor
proposed by the BVR to audit their subsidiaries (see also no. 6 of the procedural
rules).

Local credit cooperatives which are not operated in the legal structure of a
registered cooperative society are obligated to:

a) inform the BVR and the auditing association to which they belong in good time
of the auditing firm they intend to appoint;

b) issue the audit engagement such that audits are consistent with mandatory
auditing for cooperatives in terms of content and scope.
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Institutes that are not audited by a statutory auditing association must instruct
their auditors to audit the institute’s compliance with its duty of care under
company law as well as its compliance with the provisions of the BVR Protection
Scheme Statute including the procedural rules, and to comment on this compliance
in the audit report.

The institutes must support the auditing work carried out by the relevant auditing
association, the independent auditors and any auditor acting on the basis of the
KWG or the BVR Protection Scheme Statute.

§8
Auditing obligations of the auditing associations

In the institutes that it audits, the relevant auditing association is authorized and
under an obligation to audit the extent to which the institutes comply with the
duty of care under company law as well as the extent to which they comply with
the provisions of the BVR Protection Scheme Statute including the procedural
rules, and to comment on this compliance in the audit reports.

§9
Obligations of the institutes to issue authorizations and submit reports

The institutes must each provide the BVR with a declaration as specified in no. 7 a
to c and - where applicable - d to h of the procedural rules that authorizes the Ger-
man Financial Supervisory Authority (BaFin), Deutsche Bundesbank, auditors acting
on the basis of KWG or the BVR Protection Scheme Statute, and - where applicable
- DZ BANK or WGZ BANK, the relevant auditing association, the independent
auditors and the relevant data centre to notify the BVR of anything that might be
significant for the BVR as the responsible body for the Protection Scheme (see also
no. 7i of the procedural rules). At the same time, the BVR is authorized to obtain all
information relevant to the BVR as the responsible body for the Protection Scheme
from the aforementioned authorities, firms, departments, and individuals and to
notify these authorities, firms, departments, and individuals, with the exception

of the data centers, of all events that come to the attention of the BVR as the
responsible body for the Protection Scheme (see also no. 7j of the Procedural
Rules).

Institutes that are affiliated to the guarantee fund as specified in section 3 (1) must
include the following clause in their general terms and conditions and use it as the
basis for business relationships with their customers: ,The institute is authorized

to provide all information and documents required in this respect to the BVR
Protection Scheme or a person authorized by the BVR Protection Scheme. This also
applies mutatis mutandis to institutes that are members of the guarantee fund as
specified in section 3 (2).

15
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At the request of the BVR, the institutes must provide to the BVR all information
and documents that might be significant for the Protection Scheme.

The institutes must submit to the BVR all reports that are required to enable the
Protection Scheme to satisfy the requirements of section 10c (2) sentence 1 no. 6
KWG.

The institutes must take part in the comparative analyses carried out by the BVR.

At the request of the BVR, the institutes must make available audit reports, key
performance indicators and figures for the institutes and their subsidiaries without
delay (see no. 6 of the procedural rules). The local credit cooperatives as specified
in section 7 (3) must provide the audit reports without delay to the auditing
association to which they belong.

At the request of the BVR, the local credit cooperatives must provide the BVR with
the data necessary for classification as specified in section 3a.

The institutes must notify the BVR without delay if they intend to acquire, change
or dispose of an investment in another company that does not belong to the
Protection Scheme (see also no. 8 of the procedural rules).

The institutes must notify the BVR without delay if they intend to open a branch
abroad.

DZ BANK and WGZ BANK are authorized and under an obligation to notify the
BVR and the relevant auditing association without delay if any information comes
to their attention that could be significant for the Protection Scheme.

The institutes must notify the BVR and the auditing association responsible for the
institute concerned without delay if any of the business scenarios as defined by
section 6 (3) should arise.

The institutes must notify the BVR without delay if it becomes evident that

the institute is no longer in a position to cover the risks out of its existing and
realizable capital and reserves; the local credit cooperatives must also report this
information without delay to the relevant auditing association. The institutes
must satisfy without delay any requirements imposed by the BVR in such cases in
accordance with section 16 (1).

An institute must notify the BVR without delay if it submits a notice in accordance
with section 24 (1) no. 4 or no. 9 KWG. The institutes must satisfy without delay
any requirements imposed by the BVR in such cases in accordance with section 16 (1).
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§10
Reporting obligations of the auditing associations

At the request of the BVR, the auditing associations are authorized and under an
obligation to provide to the BVR without delay their reports on the audits of their
member institutes as well as key performance indicators and figures relating to
their member institutes, including the data required for the classification of their
member institutes as specified in section 3a.

The auditing associations are authorized and under an obligation to inform the
BVR without delay of all facts that may be significant for the Protection Scheme,
in particular notifications in accordance with section 29 KWG, audits in accordance
with section 44 KWG and other audits as well as information received from BaFin
and Deutsche Bundesbank. The auditing associations are also authorized to report
such information to the either DZ BANK or WGZ BANK, as appropriate.

The auditing associations are authorized and under an obligation to inform the
BVR without delay of the emergence in their member institutes of any business
scenarios as defined by section 6 (3). The auditing associations are also authorized
to report such information to either DZ BANK or WGZ BANK, as appropriate.

If an auditing association becomes aware of information relating to one of its
member institutes that also applies to a member institute of another auditing
association and this information may be significant for the Protection Scheme, the
auditing association is authorized and under an obligation to provide the informa-
tion concerned to the other auditing association without delay.

§11
BVR reporting obligations

The BVR is authorized and under an obligation to inform the relevant auditing
association without delay of all facts of which the BVR becomes aware that relate
to a member institute of this auditing association and that may be significant for
the Protection Scheme.

If the BVR becomes aware of information relating to a member institute of one
auditing association that also applies to a member institute of another auditing
association and this information may be significant for the Protection Scheme,
the BVR is authorized and under an obligation to provide this information to the
auditing associations concerned without delay.
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IV. Preventive measures taken for Institutes

§12
BVR action to encourage a change in an institute’s operating policy

Should the BVR become convinced that the operating policy of an institute is not
consistent with the principles in section 6, it has the right, and is under an obligation, to
notify in good time the management board and/or the supervisory board and/or the
general meeting/general assembly/shareholders’ meeting of the institute of the possible
implications as defined by sections 33 and 35 and to take action to encourage a change in
the operating policy (see also no. 9 of the procedural rules).

§13
Measures taken by the relevant auditing association to encourage
a change in a local credit cooperative’s operating policy

Should the relevant auditing association become convinced that the operating policy of
a local credit cooperative is not consistent with the principles in section 6, it has the right,
and is under an obligation under the law and in accordance with its own association by-
laws to notify in good time the management board and/or the supervisory board and/or
the general meeting/general assembly/shareholders’ meeting of the local credit coopera-
tive of the possible implications as defined by sections 33 and 35 and to take action to
encourage a change in the operating policy (see also no. 10 of the procedural rules).

§14
BVR request for an institute to prepare a restructuring plan

[11 Restructuring measures

a) If a business scenario arises as defined in section 6 (3), an institute must, at the
request of the BVR, draw up restructuring measures in the form of a restructur-
ing plan in accordance with c) in order to correct these developments in the
business.

b) The BVR is entitled to be involved in the preparation of the restructuring plan in
an advisory capacity.

¢) The restructuring plan must specifically include a description of the measures
that are both necessary and appropriate in order to bring about a correction of
the business scenario as defined in sections 6 (3) and a description of the effects
of these measures on net assets, financial position and results of operations.



(2]

(3]

d) Local credit cooperatives must submit the restructuring plan to the relevant
auditing association and the BVR for verification; the auditing association will
send an opinion on the restructuring plan to the BVR. The other institutes must
submit the restructuring plan to the BVR for verification.

e) The restructuring plan requires the consent of the BVR.
f) The institute is obligated to implement the restructuring plan.
Ongoing monitoring

a) The implementation and outcomes of the restructuring plan must be subject to
ongoing financial control.

b) As part of the ongoing financial control, the institute must prepare quarterly
financial control reports, specifically addressing the implementation and
outcomes of the restructuring plan.

¢) The ongoing monitoring of the implementation of the restructuring plan is car-
ried out, in particular, on the basis of an analysis of the financial control reports.
In the case of the local credit cooperatives, the analysis of the financial control
reports is carried out by the relevant auditing association and by the BVR; the
auditing association informs the BVR of the results of its analysis of the financial
control reports. In the case of the other banks, the analysis of the financial
control reports is carried out by the BVR.

Updates to the restructuring plan

a) If it becomes apparent during the course of the ongoing monitoring in accord-
ance with subsection 2 that the restructuring plan needs to be updated, the
institute must carry out the updates if requested to do so by the BVR.

b) A local credit cooperative must submit the updates to the relevant auditing
association and the BVR for verification; the auditing association will send an
opinion on the updates to the BVR. The other institutes must submit the updates
to the BVR for verification.

¢) The updates require the consent of the BVR.

d) The institutes must implement the updates.

e) Subsection 2 applies mutatis mutandis for the ongoing monitoring of the
implementation and outcomes of the updates.
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§15
Request from the relevant auditing association
for a local credit cooperative to prepare a restructuring plan

If a business scenario arises as defined in section 6 (3), the local credit cooperatives must,
at the request of the relevant auditing association, draw up restructuring measures in the
form of a restructuring plan in order to correct these developments in the business (see
no. 11 of the procedural rules).

(1]

(2]

(3]

§16
Imposition of personnel and/or material
requirements on institutes by the BVR

If a business scenario arises as defined in section 6 (3), the BVR management board,
after first hearing the opinion of the relevant committee in accordance with sec-
tions 30 and 31, can impose personnel and/or material requirements on the basis
of the documents and audits as defined in section 14 or 15, section 9 (12) sentence
2, or section 9 (13) sentence 2. The institutes must satisfy the requirements without
delay.

If, in the event of a business scenario as defined in section 6 (3), the senior manage-
ment of the institute is unable to submit a workable plan in accordance with
sections 14 or 15, the institute must, at the request of the BVR management board
and subject to the opinion of the relevant committee in accordance with sections
30 and 31, appoint further personnel to the senior management in consultation
with the BVR.

In the case of local credit cooperatives, the relevant auditing association and the
BVR monitor implementation to ensure the requirements are satisfied; the auditing
association informs the BVR of the results of its monitoring activities. In the case of
the other institutes, the monitoring of implementation to ensure the requirements
are satisfied is carried out by the BVR.



(1]

(2]

(3]

(1]

(2]

V. Restructuring of institutes

1. Funding measures for the purposes of the presentation
of annual financial statements

§17
Implementation of funding measures

Funding measures should only be implemented if the institutes themselves are no
longer in a position to overcome imminent or existing financial difficulties from
their own resources.

The following will be assumed with funding from the guarantee fund:

¢ Guarantees,

* Sureties,

¢ Grants,

* Loans (see no. 12a of the Procedural Rules)

* Investments in institutes for recapitalization purposes
(see no. 12b of the procedural rules).

The following will be assumed as an accounting convenience with funding from
the guarantee network:

¢ QGuarantees,
» Sureties.

See also no.13 of the procedural rules.

§18
Use of equity

In the event of any requirement for funding, a test must be carried out to establish
whether and to what extent the institute’s equity can be used to cover a net loss
for the year in the institute’s annual financial statement.

Hidden reserves must be reversed and, in the same way as other reserves, used to
cover a net loss for the year in the annual financial statements. The only situation
in which such reserves must not be used in this way is if such a reversal of reserves
would place the institute in breach of relevant KWG provisions.
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(1]
(2]

(3]

(1]

(2]

(3]

§19
Conditions imposed by the BVR

Funding measures are linked to personnel and/or material conditions.

The institutes must meet without delay the personnel and/or material condi-
tions imposed by the BVR in connection with funding measures financed by the
guarantee fund or the guarantee network (see also no. 14 of the procedural rules).

If an institute fails to satisfy, wholly or in part, the conditions imposed in associa-
tion with a funding measure, the BVR has the right to take suitable action to
enforce the conditions.

§20
Debtor warrant obligations of the institutes

If the resources of the guarantee fund or the guarantee network are used to
finance a guarantee or surety, the institutes must release the BVR from the
guarantee or indemnity by recognizing provisions, specific valuation allowances or
write-downs for the risk to the greatest possible extent using earnings before tax
in their future annual financial statements. The obligation of the BVR under the
guarantee or surety reduces accordingly.

If the BVR has to pay a claim under a guarantee or surety financed by the guaran-
tee fund or the guarantee network, the institutes must repay the amounts received
to the greatest possible extent from their future annual net income (see also no. 15
of the procedural rules).

In