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Preliminary Remarks

The Federal Securities Supervisory
Office (Bundesaufsichtsamt fiir den
Wertpapierhandel, hereinafter
BAWe) is an independent superior
federal authority within the ambit of
the Federal Ministry of Finance.The
BAWe is located in Frankfurt am
Main and has as its legal basis the
Securities Trading Act (Wertpapier-
handelsgesetz, WpHG), which came
into force at the beginning of 1995.

The functions of securities supervi-
sion — investor protection and the
safeguarding of market transparency
and market integrity — are increa-
singly characterised by the interna-
tionalisation of the securities mar-
kets. In 1997 the BAWe therefore
devoted particular attention to co-
operation with foreign supervisory
authorities.

Another main emphasis of the
BAWe in 1997 was the improve-
ment of investor protection. To this
purpose the BAWe published guide-
lines relating to the commission,
fixed price and agency transactions
of credit institutions.

An amendment to the Securities
Trading Act on 1 January 1998
based on the implementation of the
European Investment Services
Directive substantially extended the
BAWe’s area of responsibility to a
large number of financial interme-
diaries, i.e. introducing brokers and
portfolio managers, and financial
products, i.e. OTC-derivatives and
commodities. Through this welcome
amendment a deficiency in investor
protection in Germany was elimina-
ted. Further modifications were

introduced through the Third Finan-
cial Market Promotion Act, which
came into force on 1 April 1998.

Investor Protection —
Rules of Conduct

In the context of the BAWe's mar-
ket supervision goals, investor pro-
tection is of central importance. The
rules of conduct set forth in the
Securities Trading Act form an
essential basis for investor confiden-
ce in the proper functioning of the
securities market. The BAWe moni-
tors investment services companies’
compliance with the rules of con-
duct.

On 26 May 1997, the BAWe issued
guidelines relating to the commis-
sion, fixed price and agency trans-
actions of credit institutions. The
aim is to ensure fair treatment for
investors in order to enable them to
make responsible and independent
investment decisions. This is to be
achieved primarily by means of the
greatest possible transparency in the
extent of the services offered, the
costs involved, and the basic fea-
tures and risks of the various invest-
ment forms. The guidelines also
specify the duties of credit institu-
tions in connection with execution
of customer orders. Due to the
joint efforts of the BAWe and the
banking industry, the necessary
acceptance required for the applica-
tion of the rules of conduct in
practice has been established.

The BAWe monitors compliance with
the rules of conduct primarily by
means of annual audits. As regards
the 1996 audit period assessed in
1997, particular attention was paid
to employee training and the obli-
gation to produce and maintain
records. If deficiencies were disco-



vered, the institutions generally
reacted quickly and took measures
to redress these shortcomings.

In 1998, the BAWe intends to issue
guidelines on the organisational
obligations of credit institutions. The
guidelines will define the core func-
tions of a compliance organisation,
indicate various implementation
possibilities, and address the organi-
sation of structures and procedures
conducive to performance of com-
pliance tasks.

Investor Protection -
Deposit of Prospectuses

An important element of investor
protection is the deposit and publi-
cation of securities sales prospectu-
ses. Pursuant to the Securities Sales
Prospectus Act (Verkaufsprospekt-
gesetz), persons offering securities
that are not admitted for trading on
a domestic stock exchange have the
obligation to publish a sales pros-
pectus prior to the first public offer.
A copy of the sales prospectus is to
be deposited with the BAWe.

In 1997, 341 complete prospectu-
ses, as well as 181 incomplete pros-
pectuses together with 1,171 sup-
plements thereto, were deposited.
They covered a total of 5,876 issues
which fell under the prospectus
publication requirements (1996:
5,133).The distinct increase compa-
red with the year before was largely
due to the very brisk issuing activity
on the warrant market.

In 74 cases in the year under
review, the BAWe instituted mone-
tary fine proceedings for possible
breach of deposit and publication
obligations; a further 30 cases were
still pending from the previous year.
In seven cases breaches of statutory

obligations were confirmed, and the
BAWe imposed fines ranging from
DM 5,000 to DM 10,000.

Of particular interest were the first
placements of shares via the Inter-
net, with German private investors
being directly invited to purchase
securities. While the BAWe encou-
rages the use of new media, investor
protection will remain the most
important regulatory concern.To
the extent that securities are offe-
red directly to private investors
through advertising on the Internet,
the BAWe will view this as a public
offer. The party making the offer is
thus obliged to deposit with the
BAWe and subsequently to publish
a prospectus. In this context it is
irrelevant whether a print medium
or an electronic medium such as the
Internet is used for advertising
purposes.

Market Integrity —
Prohibition of
Insider Trading

Prohibition of insider trading pro-
tects the functionality of the securi-
ties and derivatives markets. Inve-
stor confidence is based above all
on the certainty that equal oppor-

tunity prevails in the access to
information. An essential precondi-
tion for equal opportunity is the
prohibition of improper use of
insider knowledge by holders of
privileged information.

In 1997, the BAWe investigated a
total of 71 cases in which unlawful
insider trading was suspected. In 22
investigation cases the BAWe found
evidence tending to corroborate
the suspicion of indictable insider
trading offences. The facts uncover-
ed were referred to the competent
public prosecutor’s office. Convic-
tions followed in three cases rela-
ting to offences committed in 1995
and 1996.The largest criminal fine
was DM 3,6 million which was
suspended on a one-year probation.
A civil penalty of DM 1,0 million
had to be paid immediately. In six
further cases, the public prosecutors
discontinued investigation procee-
dings after the defendants paid civil
penalties to charitable organisations
and the public treasury.

Since 1 January 1996, all transac-
tions in securities and derivatives
must be reported electronically to
the BAWe. In the year under review,
some 123 million reports were

Insider Investigations of the BAWe

Number of Investigations concluded in the Open
investigations period under review investiga-
- — tions at
Newly Open at the Total  Result of the investigations  the eng
takenup in  start of the , , of the
the period  period under Discontinued ~ Passed on e
under review  review toaPublic .
Prosecutor’s -
Office review
1995 24 0 23 16 7 1
1996 59 1 44 27 17 16
1997 55 16 62 40 22 9
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received by the BAWe (1996: 80
million). This corresponds to an
average of about 492,000 reports
per trading day (1996: 310,000).

The BAWe's market surveillance
and analysis are based to a large
extent upon high quality data of the
reporting system. Analysis of the
data supplied was substantially
facilitated by optimisation of the
BAWe’s software applications. Initial
steps towards automated evaluation
of the data were also taken.The aim
is to introduce a comprehensive,
automated electronic evaluation
system based on statistical analysis,
neural network technology and data
mining methods.

Market Transparency —
Ad hoc Disclosure

Listed companies are obliged to
publish immediately any new, non-
public price-sensitive information.

In the period under review, a total
of 1,272 such ad hoc announcements
were published by domestic issuers
(1996: 1,024).

Over 95 percent of the ad hoc
announcements were published
electronically, the others in journals
for statutory stock market announ-
cements. On its Internet home page,
the BAWe has established links to
the providers of electronically
published ad hoc announcements.
Various television stations also
provide ad hoc information on
videotext. The informational disad-
vantage of private investors in
comparison to institutional investors
which had given rise to complaints
in the past has thus largely been
eliminated. Market transparency has
been improved substantially for
private investors.

Contents of Ad hoc Announcements
Published by German Issuers in 1997

Settlement and
take over bids

Personnel changes

Changes in share capital

Quarterly and interim
reports

Published Content

Semi-annual reports
Multiple contants
Year end accounts/dividents

Other content
Strategical
company decisions

0 50
Total: 1.272

On nine occasions in 1997, the
BAWe instituted monetary fine
proceedings for possible breaches
of the ad hoc disclosure obligations
(1996: 16). One proceeding resulted
in a fine of DM 60,000 being impo-
sed. A second case was referred to
the public prosecutor. In this case
there was suspicion not only of a
breach of ad hoc disclosure but
also of an insider trading offence.

Market Transparency —
Disclosure of
Major Shareholdings

In order to increase transparency
in the securities markets, changes
in voting rights in listed companies
must be published, and for monito-
ring purposes, the BAWe must be
notified. Since 1 August 1997, the
BAWe has provided on its Internet
home page an overview of voting
rights in German listed companies.
The data, which are also available
in English, can be downloaded from
the BAWe home page, thus provi-
ding investors via convenient search
tools with up-to-date information

100 150 200 250 300

Number of announcements

regarding participation ratios.
The data are updated twice every
month.

In 1997, the BAWe encountered
distinctly fewer breaches of disclo-
sure and publication obligations
than in the previous year. In the year
under review, monetary fine procee-
dings were initiated in 61 cases,
which were added to the 149 cases
still pending from 1996. In 17 cases
the BAWe imposed fines of between
DM 3,000 and DM 20,000. Fines in
total amounted to DM 108,000.

Co-operation in Germany

With the implementation of the
Investment Services Directive and
the Capital Adequacy Directive of
the European Union, the functional
approach to supervision of the
German financial market was rein-
forced. The diverse statutory tasks
of supervisory bodies require diver-
se decision-making and supervisory
strategies. There is thus a demarcati-
on between the activities of the
Federal Banking Supervisory Office



Distribution of Tasks between BAKred and BAWe

Federal Banking
Supervisory Office (BAKred)

O Licensing of institutes and the
termination of licences

O Investigation of the reliability
and suitability of company
management

00 Control of shareholders

[0 Supervising the financial situati-
on of institutions including their
liquidity and profit situation

[0 Prosecution of unlawful financial
services and banking transactions

O International co-operation in
banking supervision

(Bundesaufsichtsamt fur das Kredit-
wesen, hereinafter BAKred) and
those of the BAWe in accordance
with the functional approach.
Whereas the BAKred is mainly
concerned with licensing, solvency
and risk supervision, the BAWe
concentrates on market supervision.
From 1 January 1998, any company
intending to provide investment
services commercially must first
obtain a license from the BAKred.
The companies which have obtai-
ned a license are then subject to
continuous market supervision by
the BAWe.

International Co-operation

The Securities Trading Act grants
comprehensive powers to the
BAWe as regards co-operation with
competent foreign authorities. In
1997, the BAWe made use of the
power to exchange information
primarily in insider investigations,
which led to a total of 45 enquiries
being addressed to foreign authori-
ties. In return, the BAWe was able

Federal Securities
Supervisory Office (BAWe)

O Investigating insider trading
[0 Supervising ad hoc disclosure

[0 Supervising the disclosure of
major shareholdings

[0 Supervising rules of conduct
and organisational duties

[0 Depositing securities sales
prospectuses

0 International co-operation in
securities and stock market
supervision

to provide assistance to foreign
supervisory authorities in seven
cases.

Since implementation of the Invest-
ment Services Directive and the
Capital Adequacy Directive on

1 January 1998, German companies

also have the opportunity to use
the European passport. Investment
services companies from other
countries in the European Union
had already made use of this possi-
bility in previous years. The BAWe
received in 1997 notification from a
total of 108 foreign companies
(1996: 695) that intended to provide
cross-border investment services or
to set up in one case a branch in
Germany.

In view of the increasing integration
of the European financial markets
and the impending introduction of
the Single European Currency, the
European authorities responsible for
supervising securities trading foun-
ded the ,Forum of European Securi-
ties Commissions” (FESCO) in
December 1997. FESCO members
comprise the securities supervisory
authorities of the fifteen Member
States of the European Union,
including the BAWe, as well as
those of Iceland and Norway as
Contracting States of the Agree-
ment on the European Economic

European Passport Notifications

Country Notification of cross-border Notification of

services to be introduced branch openings

1996 1997 1996 1997

Denmark 5 3 - =
France 1 29 - -
Great Britain 618 54 2 1
Ireland 33 3 2 -
Italy - 1 - -
The Netherlands 20 5 1 -
Norway - 8 - -
Sweden 13 2 - -
Spain - 2 - -
Total 690 107 5 1
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Area.The aim of the new organisa-
tion is to improve investor protec-
tion, increase market transparency,
and ensure fair treatment of inve-
stors. In May 1998, the BAWe presi-
dent was elected chairman of
FESCO for a two years term.

The BAWe placed great emphasis
on the strengthening of bilateral co-
operation in 1997. The BAWe sig-
ned agreements with two European
supervisory authorities: the Spanish
Comisién Nacional del Mercado de
Valores (CNVM) and the Italian
Commissione Nazionale per le
Societa e la Borsa (CONSOB)
relating to the mutual exchange of
information. For the first time three
agreements were concluded with
non-European supervisory authori-
ties: the Securities and Exchange
Commission (SEC) and the Com-
modity Futures Trading Commission
(CFTC) in the USA, and the Securi-
ties and Futures Commission (SFC)
in Taiwan.

For multilateral co-operation the
International Organisation of Securi-
ties Commissions (I0OSCO) repre-
sents the most important platform.
The BAWe plays an active role in all
work undertaken by the IOSCO
and represents German interests in
its committees.

BAWe - Internal affairs

At the end of 1997, the BAWe had
119 staff members. Its organisational
structure was adjusted in 1997 in
order to fulfil its newly extended
supervisory tasks with the same
number of staff.

BAWe expenditures were approxi-
mately DM 13,8 million in 1997,
more than DM 1,0 million less than

in 1996. Personnel costs amounted
to DM 6,9 million, and material
costs and investments also amoun-
ted to DM 6,9 million, of which DM
3,7 million was spent on information
technology. Ninety percent of
BAWe costs are to be reimbursed
to the Federal Republic of Germany
by market participants and issuers.

Since the beginning of 1997, the
BAWe has had its own Internet
home page (www.bawe.de) with the
aim of making available to the public
all information directly connected
with its activities. Most of the infor-
mation is also available in English.

Perspectives

The implementation of the Invest-
ment Services Directive and the
Capital Adequacy Directive into
German law represents a compre-
hensive revision of the statutory
regulations governing bank and
securities supervision. The BAWe’s
jurisdiction has thus been substan-
tially extended.

The innovations improve above

all else investor protection. On

1 January 1998, supervision was
extended to a large number of
companies on the capital market
which were hitherto not supervised
or supervised only in accordance
with the provisions of the Commer-
cial Code.These companies, defined
as financial services institutions,
include primarily investment brokers
and portfolio managers. Financial
services institutions now require the
authorisation of the Federal Banking
Supervisory Office (BAKred); until
now, this authorisation was applica-
ble to credit institutions only.
Whether these companies provide
investment services alone or in
connection with non-core invest-

ment services, they will be supervi-
sed within the range of BAWe’s
market oversight activities, in parti-
cular with regard to compliance
with the rules of conduct.

The Third Financial Market Promo-
tion Act which came into force on
1 April 1998 amended 18 statutes.
The main points of emphasis were
the amendments to the Exchange
Act and the Securities Trading Act,
the Securities Sales Prospectus Act,
the Investment Companies Act, and
the Equity Investment Companies
Act. Due to the changes in the
Securities Sales Prospectus Act and
the Securities Trading Act the super-
visory and investigative powers of
the BAWe were extended.
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L
Organisational Structure T
Mr Georg Wittich
Ext.100
Vice-President
Mr Georg Dreyling
Ext.102
T
I I ]
Directorate | Directorate Il Directorate Ill
Central administration, information technology, Monitoring compliance with the insider trading Rules of conduct, prospectuses
basic issues, public relations, legal issues, prohibition, the publication of price-sensitive
legislative issues, international affairs information and the disclosure of holdings of
voting rights, monitoring reporting requirements
Dr Hannelore Lausch Ext.186 Mr Rainer SuRmann Ext.149 Dr Gunter Birnbaum Ext.130
Division | 1 - Central Administration Division Il 1 - Insider Supervision Division Il 1 - Basic Issues Regar-
Organisation, controlling, personnel, budget, Monitoring compliance with the prohibition of ding Investor Protection
internal administration, vocational and further insider trading through the analysis of market Guidelines, audit matters, supervision of
vocational training, translations, library services data financial services institutions in Hesse
Dr Hannelore Lausch Ext.186 Mr Rainer StiBmann Ext.149 Ms Leoni Grimme Ext.225
Division | 2 - Information Technology Division Il 2 - Ad hoc Disclosure, Division Ill 2 - Rules of Conduct/
Information technology, automated proceedings Major Shareholdings Credit Institutions
for the collection and analysis of market data Monitoring the publication of price-sensitive informa- Supervision of Credit institutions
tion and the disclosure and reporting requirements
with respect to major holdings of voting rights
Mr Patrick Umlauf Ext.192 Dr Armin Wolk Ext.142 Mr Rolf HauRner Ext.167

Division | 3 - Basic Issues,

Public Relations

Basic issues relating to the financial markets and
securities supervision, press and public relations

Mr Jargen Oberfrank Ext.173

Division Il 3 - Reporting Requirements
Monitoring compliance with the reporting
requirements pursuant to Section 9 of the
Securities Trading Act (WpHG)

Dr Horst Nottmeier Ext.144

Division |1l 3 - Rules of Conduct/
Financial Services Institutions
Supervision of financial services institutions in
Bavaria, Baden-Wiirttemberg, Rhineland-
Palatinate, Saarland, Saxony and Thuringia

Mr Klaus-Jurgen Strunk Ext.146

Division | 4 - Legal Issues

Legal issues, protest procedure and court
proceedings, proceedings for imposing admini-
strative fines, cooperation with the judiciary

Mr Markus Becker Ext.121

Division | 5 - Legislative Issues
Legislative issues, interpretation of the Securi-
ties Trading Act, implementation of EU law,
Securities Council, Stock Exchange Expert
Committee, FESCO

Ms Ute Hohfeld Ext.157

Division | 6 - International Affairs
International affairs, cooperation with foreign
supervisory authorities, IOSCO matters

Ms Susanne Bergstrasser Ext.128

Division 11l 4 - Rules of Conduct/
Financial Services Institutions
Supervision of financial services institutions in
North-Rhine/Westphalia, Bremen, Lower Saxony,
Saxony-Anhalt, Berlin, Brandenburg, Hamburg,
Mecklenburg-Western Pomerania and Schleswig
Holstein

Mr Norbert Rudow Ext.137

Division |11 5 - Prospectuses
Monitoring the deposition and publication of
prospectuses

Dr Jurgen Lenz Ext.106

As per 1 October 1998

Phone: + 49 69 95952-0
(For extensions see boxes)
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