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The European Savings Banks Group (ESBG) welcomes the opportunity to comment on the
upcoming review of the Directive on Deposit Guarantee Schemes.

ESBG would like to comment on the specific questions raised in the consultation paper:
Need for revision of the current DGS framework

Answer to question 1:

ESBG considers that the recent revision of the DGS with the final text published on 13 March 2009
represents an adequate response to the immediate chalenges of the crisis stuation. The increased
coverage level, the reduced payout delay and the aandoning of co-insurance can be seen as an
important contribution to the strengthening of depositors confidence and to the enhancement of
financial stability.

The Parliament and the Council identified a series of other issuesthat should be further analyzed by
the European Commission, which should, if gppropriate, present legidative proposas by the end of
2009. ESBG underlines tha Parliament and Council have identified aress to be anayzed and not
automaticdly to be reviewed. EBG bdlieves that it is difficult to give agenerd answer whether the
current framework needs to be revised; rather each issue needs to be analyzed carefully and wheress,
regarding some issues, action might be necessary, thisisin ESBG’s view not the case for dl issues
identified by the Parliament and the Council.

Appropriateness of the coverage levels

Answer to questions2 and 3:

The mgority of ESBG Members consders tha minimum harmonisation, as it dready exids, is
useful and necessary, as it dlows a far level of protection of depostors dl over Europe.
Notwithstanding this consideration they agree with an increase of the coverage level to 100.000 euro
(option b), which ensures a high level of coverage dl over Europe. A maximum harmonization
would, however, not sufficiently take into account that the economic circumstances vary from
Member Sate to Member Sate, and that a certain amount has a different meaning in each Member
State. More importantly, the mgority of ESBG Members believes that existing systems should not
be weskened (through a mandatory reduction of the amount of coverage), as this would be
counterproductive for consumer confidence and could endanger financid stability. Findly, in any
case they consider that afull harmonization of the amount of coverage would only be justified if its
absence would lead to competitive distortions. It is not clear to them that this would be the case
with the minimum harmonization envisaged.

On the other hand, some ESBG Members expressed concerns as regards the competitive distortion
that diverging coverage levels are provoking. Therefore they are in favor of a fixed 100.000 euro
coverage level in order to prevent abnorma shifts between countries and ingtitutions and avoid
distortions to competition. In their opinion, even if most depostors are dready covered by
100,000€, a higher legal coverage in particular for foreign branches, might provoke confuson and
unjustified shifts between ingtitutions. Those Members conclude that full harmonization would be
the best sample for area single European financial market.

ESBG expects the Commission to prepare a very detailed impact assessment on this point, before
taking any decisions as regards this question.



Differencesin level of coverage

Answer to question 4. Except from some anecdotd information on very well informed customers
who engaged in splitting their deposits on a national level in autumn 2008, ESBG has no empirical
prove or evidence that depositors have on alarge scale shifted money to banks covered by unlimited
guarantees. The gtuation fully stabilized a little later, with the decisons taken by the nationd
governments to raise the coverage levels. This may support the adequacy of an increased coverage
level to minimum 100.000 euro.

In ESBG’s view the decison on whether to split up or not deposits should be neither encouraged
nor prevented; thisis afree choice of the informed depositor.

Calculation of the coverage level

Answer to question 5: This problem should be dedt with thorough and complete information to
depositors.

Exemptions from afixed coverage level

Answer to question 6: In ESBG’s view it is of utmost importance for depostors that DGS
governing rules are easly understandable so that no exemption should deviate from the coverage
level. By opening the door to specific national products for social considerations, the risk to have 27
specific regimes covering social considerations appears.

Answer to question 7: In ESBG’ s view temporary high account balances should not be covered, as
such coverage would be associated with a number of practica problems, e.g. obstacle to afast and
efficient payout process. Therefore ESBG condders tha there should be no obligatory full
reimbursement of temporarily increased account baances which goes beyond the coverage leve.
ESBG recommends that the focus should lie on information to depositors and financial education.

Mutual guarantee schemesand voluntary DGS

Answer to question 8: ESBG advocates that voluntary schemes should not be integrated into the
Directive. Such schemes are based on a contract and condtitute an added vdue to Depost
Guarantee Schemes, fulfilling complementary tasks. In particular they play an important rolein early
warnings (for more details please see below).

For mutua schemes the Deposit Guarantee Schemes Directive of 1994 vdids the existence of such
schemes. The 2009 revision is clearly confirming in Recitd 8 the co-existence of severd schemes
(mutual and voluntary schemes).

The exiging mutua guarantee schemes and voluntary schemes do not lead to competitive
distortions, eg. in Audtria Haftungsverbund only 0,76% of dl depostors of dl the affiliates would
benefit from an additional coverage above 100.000 euro.

Furthermore, with respect to information, ESBG stresses that in order to be effective in assuring
financid stability, any protection measures in the financid system depend on a clear and informed
picture of al safety-net players. Proper information is inevitable to contribute to public confidence
and- as a consequence- financid stability. However, mideading information and/ or advertisement
do not foster consumer confidence and should be banned accordingly.

ESBG adds below some additiond information on the Austrian system, the Haftungsverbund and the
German mutual guarantee scheme.



A voluntary scheme - in form of the Austrian savings banks cross guarantee scheme Haftungsverbund
- is solely based on a private contract/ agreement between participating ingtitutions and exist elther
irrespective of or as a supplement to the Directive on Depost Guarantee Schemes. In fact, the
voluntary scheme does not replace the existing statutory deposit guarantee scheme in which dl
Austrian savings banks are required to participate and contribute by law as well.

The Haftungsverbund only serves as an additiond safety net for customer deposits of participating
institutions by providing a coverage going beyond the current minimum level of € 50.000.-.

The main purpose of the voluntary scheme Haftungsverbund is the detection of and the early warning
on business risks to affiliated institutions. Thisisto ensure that if any of its members experience any
financia problems the difficulties are recognized as early as possible and the members receive timely
support. Such help may take the form of guarantees and the provision of loans or equity capitd.
Close cooperation in the development and sde of banking products and the day-to-day business
management to generate economies of scae for dl participating members is another digtinct festure
of the Haftungsverbund. This in turn assures economic surviva of smal and medium sized regiond
banks and consequently secures products and market diversity for cusomers. In doing <o, this
scheme contributes enormoudy to a stable financia market by ensuring solvency of participating
savings banks and - as a side effect - enables the broadest possible protection of customer deposits.
In generd, the dleged competitive distortion needs to be questioned, as - per definition - a
distortion could only occur if there is an asymmetry of competitive conditions. So far, neither the
Commission in its questionnaire nor other market participants have provided concrete data or
specific reasons verifying these assumptions. Quite on the contrary. as regards the additiond
voluntary deposit protection, no asymmetry of competitive conditions between market participants
has been identified, particularly with respect to banking and competition regulation.

Based on a private agreement, the Haftungsverbund has supported mandatory messures in the
decentralized banking sector in Austriain many ways for many years, with the clear god to protect
banks themsdves and their depostors. On the other hand, the possibility under the Austrian
banking law for the creation of the voluntary scheme is not discriminating any entity (as provided
for in the "Keck-Formula') and according to the EU-Law any optiond, sdf-financed and legd
agreement under the private law that is targeted on the distribution should not be publicly governed.
Further, after a possble harmonization of the mandatory coverage level to €100.000, maintaining
any voluntary scheme would not lead to competitive distortions, because only aout 0,76% of dl
depositors of dl affilistes of Haftungsverbund in Austria would benefit from this additional
coverage level (99,24% of depositors savings are less then €100,000).

Whereas every other guarantee scheme according to the Commission’s policy would offer a
harmonized coverage of €100.000, the Austrian voluntary scheme would provide customers with an
additiond coverage level, coming together with other features described above. This additiond
coverage leve in fact has to be regarded as a clear benefit for depostors. The effect of this
voluntary system is therefore not a competitive distortion but rather a competitive advantage, which
can in principle be achieved by every market player participating in Smilar private agreements.
There are no redtrictions whatsoever in this regard. In addition we would like to point out the
apparent inconsistency between question 8 and 21, where the Commission explicitly advocates what
should be banned under question 8.

The German mutuad guarantee schemes, which exist for savings and cooperative banks, do not lead
to competitive distortion either. The current crisis shows that big banks of systemic importance are
protected and rescued by the state measures (“too big to fail”), while this does not apply to smaler
and medium-sized credit ingtitutions due to alack of systemic rdevance. A mutud safeguard is the
only way to achieve a comparable protection for small and medium-sized credit institutions.
Furthermore the mutuad guarantee helps to prevent insolvencies, and thus provides a contribution
to financial stability.

An additional advantage of mutual guarantee schemes consists in the stabilization of the small credit
ingtitutions markets, such as savings banks, being the only present ingtitutions in economicaly
underdeveloped regions providing financid services, in case these credit ingtitutions would
disgppear, the access to finance for consumers (including smal and medium-sized enterprises)
would be limited. In addition, the insolvency of credit institutions could cause pecuniary difficulties,



in particular for smdl and medium-sized enterprises. In the worst case, which is most likdly, the
insolvency of a credit institution could cause insolvencies of small and medium-sized enterprises.

In conclusion, the existence of mutua guarantee schemes of savings banks is of mgor importance,
as savings banks are often the only financial providers for small and medium-sized enterprises.

Scope of the products covered

Answer to question 9: EBG consderstha structured deposits are investment products which do
not fal under the Depost Guarantee Schemes Directive, but rather under the Investor
Compensation Schemes Directive.

Answer to question 10: ESBG isin favor of including registered/ nomind debt certificates in the
scope of the Directive. In this context, ESBG supports a full harmonization, which will deliver legal
clarity.

Answer to question 11: ESBGisalso in favor of including accounts in non EU-currencies, asfar as
the exchange rate considered is that of the date of the fallure of the credit ingtitution of the deposit.
Again, ESBG support afull harmonization, which will deliver legal clarity.

Scope of covered depositors

Answer to question 12: ESBG isin favor of harmonizing the list of eligible depositors contained in
Annex | of the Directive.

Answer to question 13: In EBG'’s view enterprises in the financid sector should not be digible,
since they have a better insight of the market and therefore can take more informed decisions. This
also appliesto big non-financial companies.

Answer to question 14: ESBG has no evidence as regards whether a covered amount of 100.000
euro is relevant for authorities on a centrd or locd level. Neverthdess it seems to be rather
insufficient for certain medium to large local authorities.

Answer to question 15: ESBG advocates for the non digibility of depositors having ardationship
with the failed bank for reasons of good corporate governance.

Answer to question 16: In ESBG’s view and under reference to the Anti-Money Laundering
Directiveit is not possible to open accounts anonymously.

Answer to question 17: ESBG isin favor of option b “include certain categories of companies or
enterprises but exclude others in a harmonized way”’, underlining the importance of a common
definition of this category. The definition should take into account related definitions aready used
in other Directives.

Fragmentation of DGS

Answer to question 18-20: EBG opposes to the idea of a pan-European DGS (contained in
guestion 18), as this would dangerously divide responsibilities and risks.

Differences in national schemesdo in ESBG’ s view not constitute a weakness of the current state of
play, asit is more important that each scheme is strong and safe. The nationa schemes are close to
customers, which grengthens customers confidence. In ESBG’s view this gpproach should be
maintained, as it has dso the important advantage of attributing locd responsbility and socia
control. Finaly, ESBG would like to question whether the creation of a Community scheme could
be achieved by a change in the Deposit Guarantee Schemes Directive maintaining Art. 47(2) of the
Treaty asthe legal basis or whether such a change would exceed the mandate of Art. 47 (2). In



addition, ESBG questions whether a Community scheme could be justified according to the
principles of subsidiarity and proportionality.

With view to the proposed structures of a potentid pan-EU DGS (see question 19) EBG dlarifies
that it disagrees with dl the options, and that it is in particular concerned about a single entity
(option @) and a 28" regime (option b), as these would be a radica disruption with the current
approach including its advantages outlined above.

ESBG is opposed to dl the options as regards the scope of a potentid pan- EU DGS mentioned in
guestion 20, but it warns in particular against the possible cregtion of a scheme which would goply
to cross-border banks only (options b and ). In EBG’s view this would lead to competitive
distortions by creating an uneven playing field, atributing to large cross-border ingitutions the
“credibility” of an EU scheme wheress the “smdler” nationd schemes would be responsble for
gmal and medium-sized domestic ingtitutions. ESBG would like to highlight as well that for dl
options a strict cost-benefit anaysis would need to be conducted, taking duly into account that with
all these options the EU would lose the important element of local responsibility and social control.

Limited powersof Deposit Guar antee Schemes

Answer to question 21: ESBG would prefer to retain the current approach (option a), which leaves
it up to the Member States to decide whether DGS should have other functions than paying out.
ESBG, however, recognizes that some sort of involvement of DGSin crisis prevention would be
helpful and could serve to anticipate or mitigate a future crisis.

Insufficient depositor infor mation

Answer to question 22: ESBG agrees that information to depostors is crucid. ESBG does,
however, not consider necessary to cregte atemplate for standardized information to be annexed to
the Directive. ESBG refersto itsjoint EBIC response to the EFDI consultation on the draft report
on improving information about DGS coverage to consumers’. ESBG bedlieves tha the area of
consumer information is an aea in which sdf-regulatory measures can deiver a vduable
contribution to achieve an enhanced level of consumer avareness. ESBG raterates its support for a
Best Practice code to provide information on DGSin the single market and its willingness to assst
developing such a code.

Answer to question 23: See ESBG’ s answer to question 4.

Answer to question 24: In ESBG’ s view the current approach should be retained (option a). Please
see also answer to question 22.

Answer to question 25: ESBG fully supports that depositors need to be properly informed. ESBG
believes tha there can be severd ways to achieve this god, and is therefore in favor of individua
agreements between DGS about who informs depositors (option c).

Set-off arrangements

Answer to question 26: A number of ESBG Members have gathered experiences with set-off,
which has so far been postive. This being said, ESBG would like to stress that additiond time is
necessy to perform such an operation. Therefore set-off is not compatible with a very short

payout delay.
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Payout delay/ payout modalities

Answer to question 27: ESBG supports the current gpproach, i.e. 4 to 6 weeks from end 2010
onwards (option &), which it consders as ambitious but redistic. ESBG highlights that no further
reduction would be manageable. In this context ESBG would like to describe the different steps
following the determination by the competent authorities and preceding the payout:

a  Close the bank. The new board in the bank under administration, the administration board,
must close the bank. No payment from the bank will be executed without permission of the
Bank inspectorate.

b. Sop dl the transactions. All the transactions from and to the bank will be stopped. The
bank will be taken out of the common payment system, dso dectronic payment systems.
The cardholders with debit card may not longer use their card.

c. Sop interest cdculation. The caculaion of interests on the deposts will be stopped,
although the interest on the loans will continue.

d. Identification of customers. The customers must be identified, which includes private
clients, corporate clients (including SMEs) and locd governments authorities. The
availability and quality of the relevant data needs to be ensured.

e ldentification of deposits. It is necessary to identify every customer’s deposit account. The
treatment of each account might be different. The difference between the covered deposits
and non-distributable deposits might be paid out to the depositors.

f. Payout. The scheme needs to pay out, but there are different options how to organize this
operation:

- Directly paying out by a check or by cash
- Payout through another bank

- The customer after getting a credit/ debt baance sheet goes to another bank and asks to
move some or dl his accounts from the administration bank to this bank. Thisisthe safest
solution because the customer first gets a letter and then must identify himself a another
bank. This solution would teke some time because the new bank must ask the
adminigtration bank to move the customer’s accounts. The payout from the DGS or the
adminigtration bank would dso take some time because DGS have to control the data, and
the payout must be executed through another bank which is member of the payment
system.

g. Liquidity of the DGS It is necessary for the scheme to get the money which shal be pad
out to the depositors. This might be done by realizing shares or bonds, realizing other assets
or by borrowing money from the Centra Bank or in the markets. Although it may take
sometime it might be done parallel to the identification procedure.

Answer to question 28: ESBG does not beieve that dternative solutions are necessary. In
particular, ESBG highlights that a short payout delay (as outlined under option a question 27)
decreases the need for an emergency payout. ESBG would dso like to stress that an emergency
payout is difficult to put in place for practica reasons (please refer to the section “payout delay”).
Furthermore ESBG considers that the politica assurance of a reimbursement of deposits is more
important than avery short payout. Findly, ESBG would like to highlight that the obligation to sl
the assets of the scheme quickly could have a negative impact on capitd markets, especidly in the
case of big schemes.



Answer to question 29: As regards the currency of payment (point b), ESBG considers useful to
refer to the same currency as the deposits were pad in. As regards interest payments (point c),
ESBG isin favor of paying interest that has not been credited at the time of failure.

Answer to question 30: In line with the answer to question 12, ESBG would in principle go for
option g (harmonizing the eligibility criteria).

Answer to question 31: No comment.

Answer to question 32: ESBG notes that information by default when triggering of DGS becomes
likely would have the advantage that DGS could better prepare their possible intervention. ESBG,
however, clarifies that the involvement of DGS does not mean that DGS shall take over supervisory
tasks.

Answer to question 33: ESBG agrees to the importance of a well functioning information
exchange between banks and schemes. A voluntary common interface to quickly exchange
information could be away forward.

Answer to question 34: The stuation differs from country to country. Therefore ESBG believes
that the exact manner how to prove the capacity of deding with payout stuations should not be
fixed, while it needs to be ensured that the result isthere, i.e. schemes should be able to demonstrate
this cgpacity. Therefore ESBG consders that the current gpproach of requiring stress testing
(option a) should be retained. In addition, EFDI should pursue its practice of peer reviews (option
d).

Topping up:

Answer to question 35: No comment.

Lack of efficient cross-border cooperation between DGS

Answer to question 36: ESBG support the ideass related to DGSin ahost county acting asasingle
point of contact for depositors at a branch in the host country.

Funding mechanism and level playing field

Answer to question 37: No comment.

Contributionsto DGS not adjusted to therisk incurred by banks

Answer to question 38: Safe and sound schemes on nationd level do not necessarily require the
existence of risk-based contributions. Currently risk-based contributions are gpplied in a number of
Member Sates, whereas the functioning of risk-based contributions is diverging considerably
between these Member Saes. In ESBG’s view harmonisation seems therefore difficult and
complex.

Furthermore, it needs to be consdered that in schemes, which do not rely on risk-based
contributions, the introduction of such systems could lead to difficulties, especidly for smaler
ingitutions, resulting in an additiond adminigrative and financid burden. Therefore ESBG
concludes that there should be no common EU approach in this area and that it should be up to
Member States to decide whether they want to apply risk-based contributions or not.



Differ ences between funding mechanisms

Answer to question 39: Moving towards more harmonization of funding mechanisms would in
ESBG’ s view require sufficiently long transition periods, asin the ongoing crisis situation procyclical
effects shdl be avoided. While the principd characteristic of funding mechanism might be
harmonized on EU levd, some detals of the layout of the mechanisms should reman in the
discretion of Member States.

Short-term financing or long-term borrowing in case of need may be accepted to complement the
funding when a critical situation arises.

Any other issues

Answer to question 40: No further comments.



About ESBG (European Savings Banks Group)

EBG (European Savings Banks Group) is an internationd banking association that represents one
of the largest European retal banking networks, comprising aout one third of the retall banking
market in Europe, with total assets of € 5967 billion (1 January 2008). It represents the interest of its
members vis-avis the EU Ingitutions and generates, facilitates and manages high qudity cross-
border banking projects.

EBG Members are typicdly savings and retal banks or associations thereof. They are often
organised in decentralised networks and offer their services throughout their region. ESBG Member
banks have reinvested responsbly in their region for many decades and are one distinct benchmark
for corporate socia responsibility activities throughout Europe and the world.
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