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i adies and Gentlemen:

Deutsche Bank appreciates the opportunity to comment on the Joint Supervisory
Guidance (“Supervisory Guidance”) relating to Basel I Implementation. In order to
communicate effectively its major concerns to the agencies while providing
supporting technical detail, Deutsche Bank has divided its comments between this
letter and a more detailed Supplemental Memorandum attached as Appendix A
hereto.

Deutsche Bank is responding to the Supervisory Guidance consultation
document while maintaining its position in reiation to the scope and content of the
Basel Il Joint Notice of Proposed Rulemaking (“NPR”) as relayed in our letter to you
dated February 1. Briefly, in that letter we outlined a number of reasons why Taunus
Corporation (the Deutsche Bank Group most senior holding company in the United
States) should be outside the scope for mandatory compliance with the proposed
U.S. version of the Basel Il requirements. We also encouraged the agencies to aliow
the U.S. insured depository institutions ("DI”) and bank holding companies (“BHC”)
subsidiaries of foreign banking organisations (‘FBO”) to have the option to comply
with U.&. minimum capital requirements based on Basel iI's Standardized Approach
for Credit Risk and Basic Indicator or Standardised Approaches for Operational Risk.



In addition, we recommended that the U.S. DI and BHC subsidiaries of an FBO
have the option to use the FBO's Home Country Advanced Approaches to calculate
their credit and operational risk exposures, subject to U.S. capital rules and floors
contained in the NPR.

For operational risk, this would allow a FBO to carve out appropriate segment
from its group-wide capital requirement and assign it to the U.S. BHC and DI
subsidiaries, based upon a robust allocation mechanism which is subject to
independent validation. The U.S capital rules then would be applied to this carved out
operational risk capital requirement (“OR”). An accommodating approach from the
U.S. reguiators would encourage other FBOs to voluntarily adopt similar standards.

A result of this encouragement will be to raise the standards of operational risk
management.

The NPR has not been finalized, and we do not know whether the points made in
Deutsche Bank’s February 1 comment letter have been adopted. We have made
certain comments to address issues that will arise if those points are not addressed
in the final rule. To the extent possible, we have tried to avoid repeating the points
made in that comment letter. Accordingly, all of our comments in this letter and the
Appendix are made without prejudice to Deutsche Bank’s February 1 response to the
NPR.

1 Authority for Discretionary Exemptions - Deutsche Bank recommends that
the agencies have the authority to grant temporary or permanent exemptions from
any aspect of the final rule based on the traditional standard of being in the public
interest and consistent with the purposes of the rule. This authority will enable the
U.S. regulators to apply the regulatory framework taking into account the evolution of
risk management.

Regulatory frameworks can be in existence for 20 years between major
amendments. Based upon the rapid evolution of OR frameworks impiemented by
banks since 1999, it is difficult, at this point in time, to anticipate the evolution of
these frameworks to 2018 or beyond.

For Deutsche Bank, more specifically, this flexibility could enable consistent
approaches to be implemented; e.g., in the case of the Use Test. It will be
impossible for the U.S. DI and BHC subsidiaries of an FBO to satisfy at the same
time the Use Tests of both the Basel Il Approaches as defined by the NPR and the
FBO’s Home Country Advanced Approaches. The Use Test of both would require the
subsidiaries to use credit and operational risk inputs, outputs and estimates in their
day-to-day risk management operations. One problem is that the NPR defines a
number of essential risk parameters in ways that are significantiy different from their
definition in the Basel I Capital Accord or the European CRD. Another problem is
that the size and scope of the U.8. DI and BHC subsidiaries of an FBO may be too
limited to produce sufficient internal credit and operational risk data for use in the
parent’s internal models. Under these circumstances, the U.S. subsidiaries:

{i) can use the risk and parameter estimates required by the FBO's Home

Country IRB and AMA; or
(i} can use the different risk parameters required by the NPR and
Supervisory Guidance; but

(iii) cannot use both at the same time in their day-to-day risk management.

A requirement to use both sets of parameters and data in decision making will tead to
confusion and inappropriate decisions being made.



Other practical examples of where the flexibility to forego the U.S. Basel I}
requirements would be advantageous include the treatment of Expected Losses (EL)
for operational risk. 1t is anticipated that at the time of implementation of the AMA in
the USA the Deutsche Bank Group will have been operating a regulatory approved
approach for Expected Losses for some time. The Group-wide approach to
Expected Losses encompasses their inclusion in the Group-wide P&L planning
processes. Unfortunately, it appears that any significant difference in standards for
EL between Home Country and Host state regulators means that it would be
impossible to comply with both standards simuitaneously.

Similarly, the Basef Il NPR requires Core Banks to calibrate the ELGD — a
parameter which exists in neither the Basel Hl Capital Accord nor the European CRD.
its estimation process would constitute an additional burden which benefits neither
the Group-wide IRB calculation nor day-to-day risk management operations.

As a result, EL for OR and ELGD calibrations would be areas where it is hoped
that the agencies could exercise their authority to grant temporary or permanent
exemptions from any aspect of the final rules in favour of a regime which is in line
with that of a FBO's Home Country regulator.

2 Delegation - It is recommended that the agencies consider the scope of
delegation. Although delegation is mentioned in the Supervisory Guidance, it
appears to be largely intra-company, for example between Boards and Senior
Management and from Senior Management to Committees.

The current U.S. regulatory framework allows inter-company delegation within a
Group. There is little or no mention of such delegation within the Supervisory
Guidance. It is hoped that the Supervisory Guidance does not override existing
practice.

For the Deutsche Bank Group, it would be efficient if Taunus Corporation had the
capability not only to delegate to entities incorporated in the U.S., but also to
Deutsche Bank Group entities outside U.S., including its parent, Deutsche Bank AG.
Such delegations could relate to the building and validation of risk calculation models.
For the Deutsche Bank Group, these and other skills and knowledge reside in
specialist functions within Deutsche Bank AG. By the time that vatidation of our
internal ratings, IRB parameters and AMA model is required by the U.S. regulators,
the credibility of these functions’ responsibilities will already have been scrutinised by
our Home Country regulator. To replicate these skills and information in the U.S.,
merely for U.S. regulatory capital requirements, would be expensive and difficult to
justify on a cost basis. For example, the Group has operated a Group Regulatory
Capital Steering Committee whose responsibility inciudes the review of all regulatory
capital methodology, and Taunus would want to continue its current practice of
delegating such responsibility to this Group committee.

As the driving force for the IRB and AMA within the Deutsche Bank Group is its
consolidated application, many of the tools and processes that are integrai to the
credit and operational risk framework have been designed in and are operated from
Frankfurt. As a consequence, it will be necessary for Taunus Corporation to
delegate responsibility to Deutsche Bank AG for the development of these and other
tools that support credit and operational risk management in Taunus Corporation and
its various subsidiaries. We are confident that other FBOs operate their U.S.
subsidiaries simiiarly.



A related issue is the regulatory recognition of insurance as a risk mitigant in
reducing the regulatory capital requirement for OR. For efficiency and control
purposes, the Deutsche Bank Group organises the vast majority of its insurance
purchases through a central purchasing and administrative unit based in Frankfurt.
The insurance policies purchased can provide protection for entities in the Deutsche
Bank Group, or be customised to meet local needs. In comparison, it is expected
that for the majority of Core Banks their insurance programmes will be managed from
their head offices in the U.8. A consequence is that Taunus Corporation, as a
beneficiary of these group-wide insurance policies, should also benefit from these
policies, plus any local insurance policies, in determining its OR regulatory capital
requirement under AMA. In effect Taunus Corporation delegates its insurance
purchasing requirements to the central purchasing and administrative unit.

From the above examples it can be seen that Taunus Corporation will need to
delegate responsibility for a number of activities to its subsidiaries and aiso to
Deutsche Bank AG. Such delegations could take a number of forms, such as
Service Level Agreements. We look for your input on formats that would be
acceptable.

3 Allocation of Regulatory Capital for Operational Risk ~ The Supervisory
Guidance provides the opportunity to use alternative calculation approaches for Dis.

As described in our response to the NPR (as relayed in our letter dated February
1) an approach being considered to meet Taunus Corporation’s possible regulatory
requirement would be via allocation from the Group capitai requirement. Such an
alternative approach would be effective from a number of perspectives.

One of the difficulties is the amount of OR data available for Taunus Corporation
and its subsidiaries. Preliminary estimates indicate that a robust stand-alone AMA
calculation (e.g., a variant of the Loss Distribution Approach) would be difficult to
achieve in the absence of sufficient local data.

However, the Supervisory Guidance states that such alternative approaches are
not permitted at the Holding Company level. It was not possible to discern the
rationale for this restriction. Nevertheless, it is hoped that this is a subject where the
agencies can exercise flexibility to waive the requirements.

As mentioned in our response to the NPR. the major subsidiaries of Taunus
Corporation are securities companies and not Dis. As a result, if these entities are
required to determine a regulatory capital requirement for operational risk then the
preference will be to use an allocation process.

RREhkdkEkRkhkkk



Deutsche Bank appreciates the opportunity to comment on the Supervisory

Guidance. Please do not hesitate to contact Michae! Kadish of Deutsche Bank
Americas Legal (tel: 212-250-5081) should you have any questions about this letter.

cCl

Very truly yours,

Dr. Andreas Gottschling
Managing Director and
Global Head of Risk Analytics and Instruments

Seth Waugh
CEO, Deutsche Bank Americas

Richard H. Walker, Esq.
General Counsel, Deutsche Bank A.G.

Robert Khuzami, Esq.
General Counsel, Deutsche Bank Americas

Scott Bowen
CFO Deutsche Bank Americas

Richard Ferguson
Treasurer, Deutsche Bank Americas

Sebastian Fritz
Global Head of Operational Risk Management, Deutsche Bank AG

Michael Kadish, Esq.
Director and Senior Counsel, Deutsch Bank Americas
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