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Responsibility of issuers for cover assets and Pfandbrief

?fandbrief Bank Act
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Pfandbrief is a bank debenture
Cover assets remain on balance
Pfandbrief is collateralized by cover assets subject to strict quality
requirements:

* regional restrictions

* conservative loan appraisal in property and ship lending

« only senior loan tranches up to 60% of mortgage lending value

eligible for cover

* loans to public sector subject to public guarantee

Upon deterioration of cover asset quality: credit check and potential

revision or substitution



Responsibility of issuers for cover assets and Pfandbrief

Pfandbrief Act
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-> Pfandbrief license requires sustained issuance and

. special expertise
Plandbrief Act = Ongoing supervision and cover audits by supervisory authority (BaFin)

(PBA) protects - Permanent monitoring of high quality standards of cover assets by
Pfandbrief cover pool monitor
investors

Cover principle

- Cover and mandatory overcollateralization of outstanding Pfandbrief
on net present value basis
-> Strict stress testing scenarios

Transparency

=> Regular disclosure of key data related to Pfandbrief outstanding and
cover assets

Insolvency remoteness of Pfandbrief
=> Segregation of cover pools and Pfandbrief outstanding from the
insolvent estate

Detailled emergency plan in crisis of issuer
> Appointment of cover pool administrator by court



Insolvency remoteness of Pfandbrief
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Addressing maturity mismatch

Pfandbrief Act limits maturity mismatch

Special risk management systems for cover pools (Art. 27 PBA)

jp VERBAND DEUTSCHER
PrANDBRIEFBANKEN = Daily net present value calculation (Art. 4 PBA)

Weekly stresstesting (Net Present Value Directive)

Liquidity buffer 180 days (as per PBA amendment)

Disclosure standards (Art. 28 PBA) enable investors to
closely monitor any asset liability mismatches
. maturity buckets of <1 yr, >1<5 yrs; >5 <10 yrs; >10 yrs
. annual maturity buckets up to 5 yrs (as per PBA
amendments)



Addressing maturity mismatch
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Mortgage Pfandbriefe

Maturities of Pfandbriefe and Cover Assets

( 30 June 2008)
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disclosure according to Art 28 PBA



Addressing maturity mismatch

Public Pfandbriefe

Maturities of Pfandbriefe and Cover Assets
( 30 June 2008)
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Conservative property loan appraisal

Mortgage lending value vs. market value

value
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market value

Mortgage lending value

60 % lending limit

- >
time

conservative property appraisal

= Appraisal of mortgage lending value according to
detailed legal stipulations

Based on sustained features of mortgaged property
Market value is upper limit for

mortgage lending value

Revision of appraised value when necessary

Only senior loan tranches up to 60% of mortgage lending
value eligible for cover




Mortgage cover pools
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Total mortgage
cover assets 217 bn €
thereof cross border 31bn €

O domestic cover assets
Bl cross border cover assets




Property prices in Germany

DL~ med Price development of single family houses (thousand EUR)
\palia:t |

Abbildung 1: EFH-Kaufpreise (T€)
VERBAND DEUTSCHER
jp PFANDBRIEFBANKEN 450,00

Association of German Plandbrief Banks

400,00 { ——

350,00 \ /

300,00 -
250,00 +
200,00 T T T T T T T T T T
by N [0} < [Te] © N~ [so] D o ~ N
o o =] o o o o o =) - - -
o o o o o o o o o o o o
N N N N N N N N N N N N
2001-2007 kt-Zahlen
ab2008 Prognose .. .
Datenquelle: HVB Expertise GmbH Minchen Frankfurt Berlin




Property prices in Germany
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Property prices in Germany
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Mortgage Pfandbrief cross border cover assets

as of 30 Jun 2008, bn €
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total 217
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* [celand, Slovakia, Lithuania, Ireland



Conservative standards in property loan appraisal

...in cross-border business, too

* in Germany mortgage lending values on average are
about 85% of market values

jp pEanDBRIEFBANKEN " oOUtside Germany mortgage lending values are closer to70% or
less of market values due to conservatively discounted cash-
flows

» Jending limit of 60% of mortgage lending value applies to
cross-border mortgage cover loans, too

=» while theorically the cover eligible senior tranche of a loan may
fall into trouble this can be ruled out with a view to the average
of mortgage cover assets



Amendments to the Pfandbrief Act - overview
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Improvement of Pfandbrief quality
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liquidity Bundesbank credit annual maturity
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finance finance step 1 limitation subordinated
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Amendments to the Pfandbrief Act
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