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I have provided a transcript in advance.
My talk of 5 minutes today has 3 components:

1 A brief explanation of prime brokerage
2 AIFMD - Positives and areas of concern
3 A response to questions from the Rapporteur, Mr Gauzes

1 A brief explanation of prime brokerage

Prime brokerage is a general term describing a range of financial services.  These services 
include clearing, custody, asset servicing, client reporting, financing, securities lending and in 
more developed cases capital introduction, risk management advice and consulting.

Broadly the commercial focus for a prime broker is to earn a reasonable return while ensuring 
that the client fund can repay loans.  Accordingly, like any other lender, the prime broker has
a major focus on monitoring lending and has large teams dedicated to this purpose.  Through 
the financial crisis credit losses from prime brokerage lending were very small and hence 
controls can be seen to have worked well.

Like an investor, a prime broker is very focused on ensuring assets are controlled and loans 
repaid.   Good regulation of AIFM will greatly assist in this regard and Deutsche along with 
the prime brokerage industry fully supports measures that increase investor and regulator 
confidence and reduce systemic risk.

2 AIFMD Positives and areas of concern

Our industry fully supports the general objectives of the directive which include a focus on 
systemic risks, investor protection and EU harmonization.   A globally consistent regime is 
vital and this has been reflected in public statements from the G-20, ECB and IOSCO.

The industry supports:

Registration of hedge fund managers
Disclosure of systemically relevant data to regulators
Enhanced transparency
EU passport

Inevitably, the purpose of my presentation today is focus on areas that could be improved.  

In the interest of keeping to my five minute allotment I will note 4 headline points.  More 
detailed comments are available in the prepared text.



a) Depositaries

The very large concern is that the depositary will be fully liable for risks / losses it cannot 
control.  This will lead to withdrawal of providers, much higher costs and loss of investment 
access to many non EU markets.  By a significant margin this is where investors would be 
most harmed.

(not to be read out at the hearing due to time constraints)
The depositary limitations including imposition of strict liability for failures of delegates 
(specifically sub-custodians) will result in less choice as providers will likely withdraw or pull 
back from the market and restrict or greatly increase costs for providing access to many non 
EU markets.  The existing choice of providers and contractual mechanisms by which 
responsibility is apportioned are already considered appropriate by managers and 
professional investors alike.  Reduction in choice of depositaries, increases in costs, lower 
investment returns and increase in investment and depositary risk are very harmful for 
investors and as it related to depositary risk at odds with the lessons learned from the 
financial crisis.  

b) Marketing / Equivalence Critieria

EU professional investors that serve amongst others pension funds and hence EU pensioners 
would be cut off from a large proportion of the best managers in the world.

(not to be read out at the hearing due to time constraints)
The vast majority of commentators clearly acknowledge that all 5 of the equivalence criteria 
cannot be met in any practical sense.  The commercial impact would be that EU professional 
investors will not have access to non EU AIF which are generally acknowledged to represent 
well above 85% of the market.  This is a massive reduction in investor choice which is clearly 
not in the interests of EU professional investors and the pension funds that represent EU 
individuals.  There is also concern re a heightened possibility of retaliatory action which 
would be damaging to investors, fund managers and the EU generally.

c) Delegation

Restrictions would reduce investment opportunities and cut access to local expertise.

(not to be read out at the hearing due to time constraints)
In the interests of their investors, AIFM, and indeed the fund management industry in general, 
need to be able to delegate functions to those service providers which have the best 
international industry expertise. Given the global character of this industry, these are not 
necessarily located in the EU. Restrictions would impact investors looking for risk reduction 
from diversification by removing access to local expertise and by excluding investment 
opportunities. In the German market, the “Spezialfonds”, for example, would be very 
negatively impacted.

d) Leverage Restrictions

Would create a competitive disadvantage for EU managers.

(not to be read out at the hearing due to time constraints)



We are concerned that any limits to leverage would not represent the wide array of funds that 
currently exist and could potentially hinder further product innovation and reduce investor’s 
choice. Leverage limits would also create a competitive disadvantage versus the rest of the 
world, where similar requirements do not exist. Further, given the majority of the industry 
and hence the scope of the proposal is outside the EU, any perceived benefits in relation to 
market stability are most likely to be very limited.

3 A response to questions from the Rapporteur, Mr Gauzes

The first question noted in full in the text relates to a possible requirement for definition of 
prime brokerage.

(not to be read out at the hearing due to time constraints)
- Some argue that the CRD already sufficiently regulates prime brokers' business with 
AIFs/hedge funds, at least as regards their lending to AIFs/hedge funds. Do you think that the 
AIFMD should provide for a definition of "prime broker", his role and functions, his 
responsibilities and fiduciary duties?

This would be very helpful.  Prime brokerage is the main method by which the industry 
obtains financing, custody and reporting.  Unfortunately the current draft does not reflect this 
practicality or consider the inherent but manageable conflict between providing financing and 
custody.  I would also note investor concern in relation to the requirement for a single 
“depositary”.  Investors are most focused on reducing risk via diversification, counterparty 
risk analysis and use of multiple prime brokers and custodians.  Unfortunately the draft 
directive does not allow for this and has the effect of concentrating and increasing risk.

His second question was
- What types of arrangements exist between AIFM/ AIF and prime brokers acting as 
custodians for AIF?

Agreements specify financing terms and custody responsibilities.  The Appendix to today’s 
text contains a list of the standard contents of a prime brokerage agreement.

His third question relates to regulation of prime brokers.
(not to be read out at the hearing due to time constraints)
- In its report "Hedge funds oversight" June 2009, IOSCO recommends: 
"Prime Brokers and banks which provide funding to hedge funds should be subject to 
mandatory registration/regulation and supervision. They should have in place appropriate 
risk management systems and controls to monitor their counterparty credit risk exposures to 
hedge funds." 

To my knowledge all of the major prime brokers are registered and extensively regulated and 
supervised.  Deutsche’s prime brokerage business is supervised by amongst others the BaFin, 
FSA and the SEC.  The business is also subject to regular internal audits and meets with the 
external auditors quarterly.  Reviews are heavily focused on risk management.

His fourth question relates to prime broker provision of risk information to regulators
(not to be read out at the hearing due to time constraints)
"Hedge fund managers/advisers and prime brokers should provide to the relevant regulator 
information for systemic risk purposes (including the identification, analysis and mitigation of 
systemic risks)"



We would be pleased to provide further data input and reporting.  Careful attention though 
needs to be paid to usefulness, aggregation and presentation to avoid unfairly harming 
investors.

Managers already provide very significant levels of risk information to investors.  Industry 
bodies such as AIMA and the HFSB encourage good risk disclosure.

His last question was
 What further EU legal obligations should prime brokers be subject to (if any)?

The industry is already highly regulated and is open to discussing additional measures.

Conclusion
Thank you for your time today.   Deutsche Bank is committed to open dialogue and 
supporting regulation in the interests of investors, managers and the EU.  

Appendix I

SAMPLE PRIME BROKERAGE AGREEMENT CONTENTS
DEFINITIONS
APPOINTMENT
Appointment of Prime Broker
Regulatory Status
MARGINED FINANCING
Financing
Margin Maintenance
GENERAL PROVISIONS
Title
Events of Default
Set off and Close-Out
Dividends and Other Income Payments
Counterparty's Agent
Settlement
Interest
Representations and Warranties
Indemnity: Costs and Expenses
Taxes
Currency Indemnity
Increased Costs
Conditions Precedent
Best Execution
Material Interests; Conflicts of Interest
Confidentiality
Time of the Essence
Instructions
Prime Brokerage Fees and Charges
Client Money and Segregated Securities
Rights, Powers and Waivers
Notices
Termination
Single Agreement and Conflict of Agreements
Agent for Service of Process
Governing Law
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