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1.
Economic and Financial Background

	Table 1: Key economic and financial indicators

	
	2005
	2006

	Population (million)

GDP (EUR billions)

Real GDP growth (%)

Inflation rate (%)

Unemployment rate (%)

Stock market capitalization (EUR billions)

Stock market capitalization (% of GDP)

Bond market capitalization (EUR billions)

Bond market capitalization (% of GDP)

Household gross savings ratio (%)

Household financial wealth (EUR billions)

Average per capita financial wealth (EUR)
	82.5

2,245.5

0.9

1.9

12.0

1,156.5

51.5 (03/2006)

2,940.7 

131.0 

10.6

4,067

49,296
	82.4

2,302.70

2.5

1.7

9.6

1,242.0

53.9

3,044.1

132.2

10.7 (2005)

4,260 (2005)

51,699.03


2.
Key Trends in Global Market

	Table 2: Net Assets by the Fund Industry in Germany

(EUR billion)

	
	2003
	2004
	2005
	2006
	2007-06-30

	Home-domiciled UCITS

Home-domiciled Non-UCITS

Funds domiciled abroad and promoted by national providers
	225.289

605.653

151.805
	224.700

630.346

156.694
	262.365

704.820

237.271
	271.552

741.881

268.552
	281.543

777.917

312.145

	Total AuM
	982.747
	1,031.740
	1,204.456
	1,281.985
	1,371.605


Table including funds-of-funds

	Table 3: Net Sales of Investment Funds in Germany

(EUR million)

	
	2003
	2004
	2005
	2006
	2007-06-30

(half year)

	Home-domiciled UCITS

Home-domiciled Non-UCITS

Foreign domiciled funds promoted by national providers in your country
	5,488.3

37,985.9

12,346,2
	-6,555.3

20,822.5

10,646.8
	10,147.8

37,325.6

40,245.9
	-6,245.5

41,153.3

30,193.5
	-5,407.3

19,647.1

33,532.1

	Total net sales
	55,820.4
	24,914.0
	87,719,3
	65,101.3
	47,771.9


Table including funds-of-funds

For the reasons of comparability and representativity, BVI statistics underwent two fundamental changes at the beginning of 2007. First, funds of funds now are included in the same manner as any other asset class – a procedure common to the investment fund statistics of most other countries. Second, net assets and sales of foreign companies of foreign origin (in other words: funds domiciled abroad not promoted by national providers) regularly are part of the statistics. The figures of funds belonging to this group are given on a fund by fund basis and are aggregated by BVI. Moreover, reporting within the foreign funds of foreign promoters (which are typically distributed on a pan-European or global scale) is confined to that part of assets and net sales really attributable to and generated by German investors. This amount, however, is not part of the totals commented here unless mentioned.

As regards funds of funds, the numbers of former years reported within the tables have been updated where necessary. Thus, there is integrity within a table but necessarily not between the tables presented here and the respective ones given in former country reports.

The German investment fund market consists of three basic segments: (I) home domiciled UCITS (funds , (II) funds domiciled abroad and promoted by national providers (“round trip funds”), and (III) home domiciled Non-UCITS. The latter one are predominately made up by the so-called “Spezialfonds” (about 90 percent of net assets), property funds (about 10 percent), and hedge funds – a component as negligible as in the years reported before.
The distinct the differences between these categories are from a formal perspective (aspects of domicile, investors, supervisory and distribution features), the pronounced they are in terms of sales and changes of net assets in time.

A first glance at the numbers reveal modest up to considerable between-year growth in all of the categories mentioned (hedge funds excepted). While home domiciled UCITS grew at 7.9 percent, property funds at 9.1 percent, and Spezialfonds at 10.4 percent, round trip funds showed an increase of nearly a forth (23.5 percent) which corresponds to a growth in net assets of 59.4 EUR bn. Even a cursory glance at the main contributing factors, however, reveals tremendous imbalances. While in round trip funds and home domiciled Non-UCITS, growth equally roots from performance and net inflows (10.3 percent points to 13.2 percent points in round trip funds; 4.7 percent points to 5.3 percent points in Non-UCITS), a sharpe trade-off must be stated for UCITS domiciled in Germany: they suffered net losses of EUR -17.1 bn, once again sourcing their growth in terms of net assets solely from a good performance.

Most of what has been outlined above holds true on a more detailled level when analyzing quarterly sales figures over time. Net redemptions of UCITS domiciled in Germany are of approximately the same order of magnitude throughout the time span between mid 2006 and mid 2007 (EUR -3.3 bn in Q3-2006, EUR -3.2 bn in Q4-2006, EUR -2.8 bn in Q1-2007, and EUR -2.6 bn in Q2-2007).

In round trip funds, sales numbers even multiplicated themselves; whereas in Q3 and Q4, their net sales roughly matched the net redemptions of German based UCITS (thus forming something like an equilibrium), round trip funds by far outpaced them in Q1 (EUR 19.4 bn) and Q2 (EUR 14.2 bn). There is no simple explanation for the dominance of round trip funds because the German government has undertaken some efforts to simplify and accelerate fund launching in Germany within the last years. Nevertheless, there are still more funds launched via Luxembourg and Ireland than in Germany itself which makes clear that the related sales figures mostly will derive passively from this mismatch than from an potentially active selection of funds domiciled abroad.

Sales figures in home domiciled Non-UCITS remained positive throughout the last 12 months, yet business seems to have become weaker and more volatile. Especially in Q2, net sales dropped to no more than 1.6 EUR bn, and it is due to property funds that numbers didn’t get negative for Non-UCITS as a whole. “Spezialfonds” for the first time since more than a decade had to face net redemptions (EUR -0.3 bn). The fact that, of all things, property funds stabilized the business in Non-UCITS has to be outlined since they had seen bad years before. In Q3 of 2006, they had net redemptions for the last time, followed by three successful quarters in a row (EUR 1.2 bn in Q4, EUR 3.0 bn in Q1, and EUR 2.1 bn in Q2).

In contrast to what has been often claimed – that foreign funds of foreign origin would be more successful in the German market than German based funds themselves –, the extended BVI statistics gives proof of a very similar trend. Foreign funds were not able to stand up to the negative trend exhibited by German based investment funds. Compared to the respective net assets, they suffered net redemptions to the same extent. Obviously, investor behaviour does not distinguish between domiciles.
3.
Key Trends in UCITS Market

	Table 4: UCITS Assets by Fund Type

(EUR billion)

	
	2003
	2004
	2005
	2006
	2007-06-30

	Equity

Bond

Balanced

Money market

Fund-of-funds

Other 
	96.2

67.8

14.1

38.9

6.5

1.8
	97.9

70.8

14.2

32.5

7.4

1.9
	120.4

78.5

18.9

31.9

10.8

1.9
	129.5

69.7

22.3

32.7

13.1

4.2
	138.3

66.3

25.1

33.9

13.5

4.4

	Total*

of which

· Guaranteed

· ETFs
	225.3

0.0

7.1
	224.7

0.0

6.9
	262.4

0.0

12.6
	271.6

0.0

17.6
	281.5

0.0

19.0


Including funds-of-funds

	Table 5: Net Sales of UCITS by Fund Type

(EUR million)

	
	2003
	2004
	2005
	2006
	2007-06-30

(half year)

	Equity

Bond

Balanced

Money market

Fund-of-funds

Other 
	2,379

4,883

-1,130

-513

-20

-111
	-2,238

2,371

-128

-6,674

516

-403
	-900

6,626

3,404

-630

1,797

-149
	-7,061

-1,609

     587

     393

  1,812

   -368
	-5,632

-2,693

965

1,929

-235

258

	Total*

of which

· Guaranteed

· ETFs
	5,488

0.0

592
	-6,555

0.0

2,459
	10,148

0.0

4,008
	-6,245

0.0

3,218
	-5,407

0.0

105


* Including funds-of-funds
As may be expected from the preceding chapter, net redemptions of German based funds as a whole are unlikely to take place within only one asset class. Indeed, serious losses not only appeared in equity funds but in bond funds, too (EUR -8.6 bn and EUR -5.1 bn, respectively, both figures related to a 12 month-period from mid 2006 to mid 2007). Positive but more or less slight net sales occurred in balanced funds (EUR 0.3 bn) and funds of funds (EUR 0.2 bn), money market funds being the only asset class showing net sales worth to mention (EUR 1.2 bn). German retail investors’ preference of low risk-investments has strengthened once again, with a strong impact not only on equity funds but also on bond funds. Money market funds took advantage from this development which may be chraracterized more and more as illogical before the background of equity markets continuously well performing since years. In total, nearly EUR 12 bn went out of German based UCITS within the last 12 months.

As regards the interval from mid 2006 to mid 2007, exchanged traded funds (ETF) showed good progress. Their net assets reached EUR bn 19.0 as by June 30th, 2007 which means a growth of EUR 4.0 bn, accompanied by net sales of EUR bn 3.1 which can be attributed for most part to the second half of 2006. From January to June 2007, they saw slight net redemptions (EUR bn 0.1).

4. Key Trends in Other Nationally Regulated Funds 

	Table 6: Assets of Other Nationally Regulated Funds

(EUR billion)

	
	2003
	2004
	2005
	2006
	2007-06-30

	Real estate

· Open-ended

· Listed closed-ended

· Unlisted closed-ended 

· REITS
Alternative management

· Hedge funds

· Funds-of-hedge funds

Special funds

Other 
	85.172

n.a.

n.a.

n.a.

n.a.

-

-

520.481

n.a.
	87.191

n.a.

n.a.

n.a.

0.096

0.044

0.052

543.059

n.a.
	85.129

n.a.

n.a.

n.a.

0.564

0.232

0.332

619.127

n.a.
	75.545

n.a.

n.a.

n.a.

1.090

0.718

0.371

665.246

n.a.
	80.962

n.a.

n.a.

n.a.

0.867

0.530

0.338

696.088

n.a.

	Total
	605.653
	630.346
	704.820
	741.881
	777.917


	Table 7: Net Sales of Other Nationally Regulated Funds

(EUR million)

	
	2003
	2004
	2005
	2006
	2007-06-30

(half year)

	Real estate

· Open-ended 

· Listed closed-ended

· Unlisted closed-ended 

· REITS
Alternative management

· Hedge funds

· Funds-of-hedge funds

Special funds

Other 
	13,719.0

13,719.0

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

24,266.9

0.0
	3,058.4

3,058.4

n.a.

n.a.

n.a.

94.7

42.7

52.0

17,669.4

0.0
	-3,428.4

-3,428.4

n.a.

n.a.

n.a.

456.0

178.9

277.1

40,298.0

0.0
	-7,395.5

-7,395.5

n.a.

n.a.

n.a.

509.6

476.9

32.7

48,039.2

0.0
	5,099

5,099

n.a.

n.a.

n.a.

-236.9

-188.1

-48.8

14,785

0.0

	Total
	37,985.9
	20,822.5
	37,325.6
	41,153.3
	19,647


Fortunately, there are good news in the market of property funds as has been pointed out above. Because of the net redemptions in equity and bond funds, they formed a very important and stabilizing part within the German retail fund market, thus regaining the role they have played for many years until the turbulences at the end of 2005 and the first half of 2006.

In Spezialfonds, it will be necessary to find out if the drop down in net sales within Q2 of 2007 either is a singularity, something like a levelling off after years of net sales of historical dimensions, or a step into an uncertain future.

5.
Trends in Number of Funds

	Table 8: Number of Funds

	
	2003
	2004
	2005
	2006
	2007-06-30

	Home-domiciled UCITS

Home-domiciled Non-UCITS

Foreign funds registered for sales

· By national promoters 

· By foreign promoters
	1,231

5,215

5,315

1,250

4,065
	1,224

4,901

5,181

1,467

3,714
	1,270

4,690

5,596

1,527

4,069
	1,415

4,417

6,397

1,601

4,796
	1,411

4,318

see left**



	Fund launches

Fund liquidations

Fund mergers
	622

776

0
	465

809

0
	622

770

1
	695

798

0
	315

351

0


** Available as by the end of 2006 only as yet

From mid 2006 to mid 2007, the number of home domiciled UCITS as well as the number of home-domiciled Non-UCITS decreased. Whereas in UCITS this may be due to the rising attractiveness of foreign domiciles in terms of regulatory and administrative framework, the reason in Non-UCITS is a structural one and still reflects an ongoing trend towards the “Master KAG” concept, which means bundling a variety of existing Spezialfonds managed by different KAGs under the administrative roof of a single Master KAG, thereby enabling consolidated reporting for the investors. This special German feature explains the strange trade off between total aum in “Spezialfonds” and the (formal) number of these products.

Reflecting their growth in net assets and net sales, the number of foreign funds registered for sale in Germany now is also larger than one year before. Since BVI is able to cover foreign companies only as far as they are participating in the statistics, we must refer to the numbers given by the supervisory authorithy as by the end of 2006. There is a plus of  4.6 percent within the sub-group of foreign funds distributed by national promoters, and a plus of 17.9 percent within the sub-group of foreign funds distributed by foreign promoters.

Looking at the categories of fund launches and fund liquidations, nothing occurred in 2006 as a whole or within the first half of 2007 which may be defined as a significant deviation from the numbers reported in former years. The only exception from this has to be stated in property funds. There now are 42 products available compared with 34 one year before and 39 at the end of 2006, thus reflecting the success of this asset class.

6.
Household savings allocation

	Table 9: Main Assets of Households

(EUR billion)

	
	2002
	2003
	2004
	2005
	2006

	Currency & deposits

Debt securities

Quoted shares

Life & pension funds

Investment funds

· Direct ownership

· Via life ins. policies

Other 
	1,349

370

203

1,164

425

n.a.

n.a.

165
	1,407

387

263

1,219

465

n.a.

n.a.

167
	1,456

428

276

1,277

461

n.a.

n.a.

188
	1,499

 423

320

1,340

519

n.a.

n.a.

205
	1,541

482

372

1,396

525

n.a.

n.a.

212

	Total financial assets
	3,676
	3,907
	4,087
	4,305
	4,529


	Table 10: Net Asset Acquisition by Households

(EUR million)

	
	2002
	2003
	2004
	2005
	2006

	Currency & deposits

Debt securities

Quoted shares

Life & pension funds

Investment funds

Other 
	87,500

12,700

-71,000

46,600

38,000

3,200
	57,800

19,200

-20,000

55,000

27,500

3,100
	48,900

35,600

-6,500

59,500

-6,200

3,200
	42,400

9,200

-4,000

62,100

22,600

3,000
	42,400

37,000

-5,000

58,600

-8,400

2,900

	Total financial assets
	117,000
	142,700
	134,500
	135,200
	127,500


Note: Data are relating to households and non-profit institutions serving households and are as of December 31st, 2006. Numbers of former years had to be corrected partially or totally. (Source: Deutsche Bundesbank).

As can be expected from economic basic data like those listed in table 9, there are no significant shifts in the proportions of categories between years. They are 34.02% as regards currency and deposits, 10.64% as for debt securities, 8.21% as for quoted shares, 30.82% as for life and pension funds, 11.59% as for investment funds, and 4.86% as for “other”. Between-year differences (2006 vs. 2005) of absolute numbers are providing a more distinct picture. While financial assets in total grew at 5.20% and life and pension funds as well as currency and deposits at a comparable grade (of 4.18% and 2.80%, respectively), total assets of debt securities (13.95%; mostly driven by sales) and quoted shares (16.25%, performance-driven only) increased considerably. Investment funds showed but a slight increase of 1.16% which can be easily explained by the fact that German retail investors reduced their investments based on traditional fixed income and equity funds for the benefit of guaranteed funds and similar products. It is only due to the good performance of equity funds that the change between 2006 and 2005 in total did not go into the red. Furthermore, property funds suffered gross redemptions which fortunately turned out to be a singular phenomenon in 2006 when a bundle of reasons caused trouble (one of which was the cessation of shares of some products).

Even more pronounced are the numbers when viewed against the background of their contributions to saving and asset acquisition. There is, of course, a high potential for strong between-year differences due to market development and investors’ behaviour in general. Additionally, an interpretation is not easy because of the corrections of numbers of former years. Sometimes, the corrections are tremendous, especially as regards the next to last year. Nevertheless, currency and deposits seemed to have stopped their continuous retreating from EUR bn 87.5 in 2002 to EUR bn 42.4 which is the same figure in both 2005 and 2006. Shares are still providing a negative contribution (of EUR bn -5.0), but this trend has become weaker due to redemptions on a low base line whereas the (performance driven) losses were dramatic from 2001 to 2003 during the worldwide bear market. The contribution of investment funds was negative, too – for the reasons mentioned above (risk-averse behaviour of German retail investors even in the face of well performing equity markets). The increased importance of debt securities and the nearly unchanged high level figures of life and pension funds is what may be expected as a complementary picture of that. It has to be pointed out, however, that the significant contribution of the category “debt securities” doesn’t root from classic fixed income products only but increasingly covers derivative-near so-called “Zertifikate” (structured bonds).

7.
Regulatory and taxation issues

7.1. EU Capital Requirements Directive:

The CRD has been implemented by the end of 2006. First step of the implementation were changes and amendments to the Banking Act (Kreditwesengesetz). Second step were publication of a new Solvency Decree (Solvabilitätsverordnung) and a new Liquidity Decree (Liquiditätsverordnung) as well as changes in the Large Exposures Decree (Groß- und Millionenkreditverordnung). These three decrees have been published on 20 December 2006 in the Federal Journal and have come into force by 1st January 2007.

The CRD is only applicable to asset management firms, not to fund management companies (Kapitalanlagegesellschaften). There is a special regulation of own funds minimum requirements for fund management companies in the Investment Act (Investmentgesetz). This special regulation applies to all fund management companies, no matter if they concentrate solely on funds management or if they also offer asset management services. 

Asset management firms that are not allowed to trade on their own account in financial instruments and that have to keep any client money separate from their own funds shall calculate their minimum requirements for own funds according to the Expenditure Based Requirement, i.e. the requirement is equivalent to one quarter of the firm’s preceding year’s fixed overheads. The supervisory authority can reduce or augment the requirement on a case-by-case basis if there have been significant changes in the scope of activities of the firm when compared to last year.

Fund management companies have to respect the Expenditure Based Requirements of own funds in addition to the special minimum requirements provided for in the Investment Act.

7.2 EU-MiFID implementation:
The EU “Markets in Financial Instruments Directive” (MiFID) implementation is well underway in Germany. MiFID sets out the new EU regulatory framework for financial markets and market participants.

Legislative Measures on national level started in summer 2006 and were characterised by close co-operation between the German Ministry of Finance and the industry concerned. The Ministry presented the first implementation bill in September 2006 and a revised draft in November 2006. Parliamentary procedure lasted from January until March 2007. On May 11, 2007, the Federal Chamber approved the law, paving the way for publication of the final law in the Federal Register on July 16. Detail regulation in the rank of an ordinance was published shortly after.

Further activity on EU level (“Level 3 implementation”) is being closely followed by the Federal regulator BaFin. There is a continuous dialogue with the affected industry on the proceedings.

BVI is supporting its members in the implementation process by developing implementing guidelines and providing for platforms for ongoing exchanges of views.

7.3 Pensions:

The last year showed impressive net sales in the area of “Riester” pensions. The state subsidised 3rd pillar scheme, introduced in 2002, can be issued equally in the shape of insurance contracts or bank or fund savings plans. Even though insurance contracts still dominate sales figures, fund savings plans are definitively catching on. The total number of fund based plans rose in 2006 by more than 51 percent from 811,249 (end of 2006) to 1,231,454 (end of 2007). First half of 2007 showed another considerable increase to 1,475,230 contracts.
BVI’s lobbying efforts towards opening up the highly regulated “Rürup-Rente” for pure fund products were successful. New tax legislation (Jahressteuergesetz 2007) became effec​tive by 1 January 2007. The new law retrospectively from 1 January 2006 enlarges the circle of permitted product providers for “Rürup Pensions” to fund management companies. Rürup pensions are funded pension schemes supported by tax breaks (EET) only if they fulfil very specific condi​tions. Compulsory elements are for example that the contract only grants a lifetime pension and that bequeathing claims is barred.

There is no official certification process by the Federal Financial Supervisory Au​thority (BaFin) as known from the “Riester pension”. So the deductibility of contributions to Rürup products depends on decisions of the respective tax authorities. In order to achieve the high​est level of legal certainty for the fund industry, BVI entered into a dialogue with the Federal Ministry of Finance (BMF) with the objective of a circular instructing tax offices how to handle these products. For the consulta​tions with the BMF, BVI is working on a paper to make evident that pure fund products can comply with all legal requirements for Rürup pensions.

In the area of 2nd pillar schemes, BVI has started an initiative to extend occupational pensions to pure fund products. Since the well established 3rd pillar “Riester” pensions meet all regulatory requirements for occupational pensions, BVI argues for opening up the 2nd pillar also to fund saving plans.

7.4 Other regulatory developments:
The German Ministry of Finance published a discussion draft for an act amending the German Investment Act on 18 January 2007. Expected to come into force in autumn 2007, the draft is designed to significantly modernize the German investment fund laws. The key amendments relate to deregulation, excluding foreign closed-end funds from the scope of the investment act, further harmonization with EU law and creating new asset classes to facilitate product innovation. One of the most dramatic changes of the draft is the change in the regulatory status of German investment companies. They will no longer be subject to the provisions of the German Banking Act and the dual supervision by BaFin and the Deutsche Bundesbank over investment companies will end.

7.5
Tax Rules

In 2006 discussions started for introduction of a new regime for capital gains taxation, the so called "Abgeltungssteuer", affecting also the taxation of German retail fund investors according to the Investment Tax Act. The new tax regime will come into force at the beginning of 2009. Whereas presently capital gains from the disposal of fund units are tax free after a one year holding period, under the new regime, irrespective of the holding period, any realized capital gains will be subject to taxation at a flat rate of 25%. Consequently, capital gains realized by the fund and distributed to private investors will also be taxable in the future. Despite of these new tax systematics, the taxation of accumulated current income of the fund such as interest and dividends at the end of its business year (fictitious distributed income) will remain. Moreover, due to the reduction of the corporate tax rate from 25% to 15% by the  new tax law, the 50% exemption of dividends for private investors (Halbeinkünfteverfahren) will be abolished. The flat rate of 25% will also apply to all distributed and fictitious distributed income. The BVI contends for an equal treatment of fund taxation compared to other financial products such as certificates and insurance products, i.e. the taxation of fictitious distributed income should be abolished and special capital gains taxation rules for long life investments (especially for old age provision products) should be introduced.

According to the "Abbey National" ruling of the European Court of Justice the BVI contends for transformation of the court’s statements into German VAT guidelines. As fees for services by the depositary bank were regarded in Germany as fully VAT taxable in the past, according to the jurisdiction fees that are paid for other than safekeeping and control functions (administrative management) should be VAT exempt, if the criteria set forth by the ECJ for management services provided by a third party manager are met. In addition, the VAT rules for tax exemption of the fund management should also be applicable for German SICAV (and not only for the German contractual type funds), as such products become more and more popular in Germany. The German Federal Ministry of Finance has not yet been reacting on that court decision.

8. 
Governance

8.1 Corporate Governance

In order to support its members in exercising investors’ rights, BVI, assisted by IVOX, set up a “general assembly service”, the purpose of which is to preprocess the agendas of general assemblies of the most important listed companies in Germany. The service informs on key data and topics and analyzes the materials provided by the issuers. The purpose is to assist BVI members in efficiently and autonomously exercising voting rights. The service does therefore not provide recommendations for certain voting behavior. 
8.2 Fund Governance

The BVI Code of Conduct (“Wohlverhaltensregeln”) has undergone major amendments in the area of management company governance in 2006. A new section in the code deals with the organizational and behavioral requirements for both parts of the German two tier board system, the management board (Geschäftsleitung) and the supervisory board (Aufsichtsrat). It has been made clear that both tiers are subject to the general requirement to act in the sole interest of the investors. The rules aim at enhanced efficiency of the supervisory process, which can be accomplished e.g. via additional reporting lines, an independent member of the supervisory board or tightened co-operation among supervisory board and auditors. Other amendments comprise voting policy disclosure requirements and rating/ranking presentation standards.

Only recently the German supervisor BaFin has started an initiative to declare the BVI Code of Conduct general binding for the whole industry. The association broadly supports this initiative.

9.
Fund Standards and Distribution

9.1.
Standards (fund classification, fund processing, risk disclosure, etc.)

BVI is spearheading the straight through processing efforts within the German asset management industry in order to enhance efficiency and operational safety. As part of this initiative, BVI attended several major projects to standardize key processes along the transaction chain of cross border and domestic securities trading, trade matching and trade settlement.

In 2006, the first German market participants introduced ISO-20022-Standard in their business communication. BVI succeeded in winning the service provider WM for providing the data of the European Funds Passport in its systems.

BVI also attends the work of the International Standardization Organization ISO.

In 2006, a Best Practice for the reporting in cases of portfolio transitions was developed. A special BVI-standard will simplify the reporting of trailer fees in the distribution channels. The database for operational risks is used by most of the member companies to administer their operational losses.

BVI supports the use of FundsXML for the data exchange in the field or reporting (e.g. compliance with publication duties against the Electronic Federal Gazette and Deutsche Bundesbank). In December 2006, version 1.2 was published for consultation.

The BVI-Rating-/Ranking-Transparency-Standards were updated in 2006.

BVI took part in an international working group that developed transparency standards for the issue of corporate bonds. 

9.2
Distribution

A recent ruling of the German Federal Court of Justice (Bundesgerichtshof) corroborates the duty of banks to disclose kickbacks received from fund management companies out of management fees in the context of distribution services. Apart from upcoming MiFID requirements, the court decided that a bank has the obligation to inform the investor about any kick-backs or rebates in order to allow the investor to get a picture of potential conflicts of interests. The affected industry is currently in the process of developing a common interpretation of this duty especially in the context of the future MiFID framework.

10.
Trends in product development and level playing field issues

10.1
Real Estate Funds
In Germany exist both open-ended real estate funds (OREFs) as well as non-listed close-ended real estate funds. Legislation on REITs has been implemented in June 2007. The first German REITs are expected to be set up in the next few months.        

German OREFs are regulated in the Investment Act (Investmentgesetz) together with UCITS funds, hedge funds and any other types of open-ended funds. Apart from private property, public buildings (schools, jails) can be bought for account of an OREF, but infrastructure projects like motorways or wind power stations are not yet eligible assets. The Investment Act is currently under review and legislation for a special type of “infrastructure fund” is being set up. There are also some smaller changes expected regarding OREF legislation.

The investment limits of German OREFs are actually as follows: 

OREFs are allowed to invest in real estate, hereditary building rights, participations in real estate companies (up to 49% of the gross asset value of the fund) and liquidity (minimum 5% of the net asset value, maximum 49%). According to the draft amendment to the Investment Act, 100% participations in real estate companies need not to be counted for the 49% participation limit.   
One piece of real estate has to make up – at the time of acquisition – for no more than 15% of the gross asset value of the fund. Directly held pieces of real estate the individual value of which exceeds 10% of the gross asst value shall make up together for not more than 50% of the GAV.

Real estate companies in which an OREF wants to invest have to fulfill the following criteria:
-
They hold no more than 3 pieces of real estate (this requirement will be abolished according to the draft amendment) 

-
There is no obligation of supplementary contributions for the associates

-
The investment limits of the fund have to be respected

-
Monthly statements of assets have to be forwarded to the fund management

-
Minority participations shall not make up for more than 20% of the fund’s GAV (draft amendment: 30%)

-
An OREF’s liquid assets are limited as follows:

-
Cash deposits

-
Money market instruments

-
Securities admitted as collateral by ECB 

-
Units of other funds investing only in the three types of assets mentioned above

-
Fixed interest securities / listed securities up to 5% of the fund’s net asset value

(draft amendment: additionally to the listed securities aforementioned, another 5% of the fund’s NAV can be invested in shares of German or foreign REIT companies. Consequently, up to 10% of the fund may consist of REIT shares.)  

Real estate held directly or indirectly by an OREF is evaluated by an independent expert committee. It has to consist of at least 3 persons (draft amendment: exactly 3 persons). The supervisory authority has to be informed on personal changes in the committee and may reject an expert – for example if he does not seem to be sufficiently experienced. An expert is allowed to be committee member for 5 years, and even longer if he does not receive more than 30% of his total income p. a. from the fund management company.

Valuation of the fund‘s real estate takes place before acquisition and then once a year at least. According to the draft amendment, valuation before acquisition will have to be performed by an independent expert which is not member of the fund’s expert committee.  

10.2 
Funds of Hedge Funds

Funds of Hedge Funds, just like single hedge funds, are part of the German investment fund law since 2004. They have to invest predominantly (more than 50 percent) in single hedge funds; exposure to a single target hedge fund is limited to 20 percent of total volume. Besides domestic target funds, funds of hedge funds may invest also in foreign target funds as long as the assets of the target funds are being entrusted to a depositary bank or another comparable institution for safekeeping. Leverage at the level of the fund of hedge funds is not allowed.

Other than single hedge funds, which may only be sold non-publicly, funds of hedge funds are regarded as true retail products which are not subject to particular sales restrictions. 

Other than in the area of UCITS, funds of hedge funds do not come with a simplified prospectus; the regular (full) prospectus is the only legally required information tool. It features all information mandatory for UCITS and, in addition, specific information on the selection process of target funds, possible use of foreign target funds as well as the requirement profile for the target funds and their managers.

10.3
Private Placement

Germany has no private placement regime in the area of fund distribution. It is simply forbidden by law to publicly sell single hedge funds. Placement restrictions apply also to Spezialfonds (institutional funds), which may be marketed only to up to 30 investors who may not be natural persons. German legislator and industry do not see any threats to these rules coming from MiFID, however we observe the discussion on EU level closely.

10.4
Structured Products

Germany is obviously taking some pride in presenting itself as the leading center for structured products. In 2006, the volume of retail market "certificates" grew by 37 % to Eur 109.6 bn. Being legally regarded as bonds, certificates are subject to the EU Prospectus Directive and consequently to the German Securities Prospectus Act, but also to the Securities Trading Act, various legislation relating to exchanges and – finally – to the German Civil Code (BGB).

The information requirements are therefore fully based on the Prospectus Directive, as compared to the UCITS directive which governs the investor information by investment funds. There is, however, no specific product regulation. Distortions in the competitive environment therefore originate less at distribution level, but rather in the area of product design and – perhaps even more important – from advantageous tax treatment.

While UCITS or other nationally regulated collective investment schemes are subject to detailed investment restrictions, certificates may synthesize virtually any investment strategy. As a matter of fact, structured bonds are a popular tool to transform asset allocation strategies of hedge funds, which by themselves may not be sold publicly, or other exotic investment concepts alien to UCITS into retail products.

Other than UCITS, certificates are not tax transparent. As a result, any capital gains can be collected tax-free after a holding period of one year (under current tax legislation), irrespective if these gains are based on interest, dividends or realized gains by sale of the underlying assets. Interest and dividends realized within UCITS, on the other hand, are taxable on the level of the investor, which gives certificates an unjustified tax advantage.

11. 
Other activities of the association

At the end of the year 2006, BVI’s General Meeting Service was introduced. This service informs on the general meeting agendas of 160 enterprises of the most important German and European stock indices. It delivers analysis of critical issues and is designed to support and encourage the member companies in exercising their right to vote in general meetings.

In 2006 BVI became the German partner of the international Carbon Disclosure Project (CDP), a common initiative of institutional investors in the field of climate change. On a global basis this project requests the 500 globally biggest listed enterprises to disclose their carbon emissions. The objective of the initiative is to sensitize institutional investors to consider aspects of climate change in their asset allocations. CDP has decided to look also at local markets. For Germany the 200 biggest German listed companies were asked to fill out the questionnaire on carbon emissions. BVI produced the first country report for Germany.

In 2006 BVI organized more than 30 “members-only” seminars and workshops as a part of BVI’s membership service. The first half of 2007 saw more than 15 events including the yearly “BVI Forum IT-Solutions” which is a combination of an IT exhibition and a conference on latest IT Solutions that attracts over 200 visitors. The subjects of the seminars cover a wide range of subjects from seminars for beginners (labelled “Investment funds in a Day”), conferences on specific legal developments to the annual get-together event for the industry, the two-day Asset Management-Conference. Those events also provide a link between the traditional members of BVI (investment fund companies and asset managers) and the non-asset managers, the Informationsmitglieder.

This additional category of members, the “information membership” proved to be very attractive to new members. In its third year their number grew from 58 to 77 at the end of 2006. But it did not stop there: By July 1st 2007 the number rose again to 89. The benefits for these members comprise, among others, access to selected areas of the BVI extranet (including statistical data), the fortnightly BVI-newsletter and the possibility to attend the aforementioned seminars and workshops. “Informationsmitglieder” come from different companies comprising among others software and IT-companies, lawyers, depository banks and accountants. 

The members of the first class of the new occupational image “investment specialist” (“Investmentfondskaufmann”) passed their exams in 2006. All candidates either right away found a job at an investment company or picked up their studies at the university.  2006 also saw the beginning of the next stage of professional training: Frankfurt’s Chamber of Commerce introduced the so-called Investment-Fachwirt or Bachelor of Investment (CCI). The Investment-Fachwirt has been developed by BVI together with its members and the trade union. Its main target groups are on the one hand investment specialists, on the other hand people with a background of at least five years in an investment company. In a two year-course they will pick up general skills consisting of a deeper knowledge of economics and legal aspects of the fund business and will then choose to specialize either in the field of portfolio management, marketing and distribution or fund controlling and risk management.

BVI offers several information about investment funds for different target groups. The publications can be ordered by mail, e-mail (info@bvi.de) or be downloaded from the Internet (ww.bvi.de).

„Me and my fund“ - Standard brochure for private investors

The standard brochure for retail investors “Me and my fund” contains easily understandable basic information about investment funds.

The BVI fact book

The BVI fact book contains detailed information about current topics of the investment industry for retail and institutional investors. 

Tax information

The BVI provides annually tax information for retail and institutional German investors. 

Website of the BVI - www.bvi.de
Some categories of the BVI’s Website for example are

· Tasks and organization of the BVI 

· Basic knowledge about investment funds 

· Retirement provisions with investment funds 

· Statistics 

· Texts of laws 

· Fund encyclopaedia 

· Press center

· Download of publications

CD-ROM: „Investmentfonds – saustark!“ 

An interactive CD-Rom, including basic information about investment funds as well as calculation programs for savings plans and withdrawal plans.

BVI teaching aids „Hoch im Kurs“

The media package consists of a pupil magazine and a teacher brochure, which contains background information and suggestions for instruction. The web page www.Hoch-im-Kurs.de completes the media package.

� CIS as regulated under EU investment law


� CIS regulated under national law only (not EU-law compliant)
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