Panel 4
Valuation for CB purposes —
New developments

24rd Central European Covered Bond Conference

Warsaw
9 /10 June 2022

Annett Winsche, Department Head Valuation, Association of German Pfandbrief Banks Vdp Die deutschen
Pfandbriefbanken



The Panel: Valuation for CB purposes — New developments

Who?

William Groen, Senior Surveyor, Berlin Hyp, Amsterdam

Andrzej Kulik, CRO, mBank Hipoteczny, Warsaw

Ebbe Rgjgaard, First Vice President, Danske Bank, Copenhagen
Annett Winsche, Department Head Valuation, vdp, Berlin

What?
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Digitalisation: regulatory environment, use of statistical methods (opportunities, limits), role of
the valuer

ESG factors: regulatory environment, differentiation between consideration in value vs. risk
management with a special focus on energy efficiency of buildings and climate risks, data
availability
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Directive (EU) 2019/2162 on the Issue of Covered Bonds and Covered
Bond Public Supervision
Article 3 - Definitions

(10) ‘market value’ means, for the purposes of immovable property, market value as defined in
point (76) of Article 4(1) of Regulation (EU) No 575/2013;

(11) ‘mortgage lending value’ means, for the purposes of immovable property, the mortgage
lending value as defined in point (74) of Article 4(1) of Regulation (EU) No 575/2013;

'market value' means, for the purposes of immovable 'mortgage lending value' means the value of immovable
property, the estimated amount for which the property property as determined by a prudent assessment of the
should exchange on the date of valuation between a willing future marketability of the property taking into account
buyer and a willing seller in an arm's-length transaction long-term sustainable aspects of the property, the

after proper marketing wherein the parties had each acted normal and local market conditions, the current use and
knowledgeably, prudently and without being under alternative appropriate uses of the property

compulsion

vdp
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vdp - Covered Bonds Legislation Round Table

V. Valuation of the Mortgaged Real Estate & LTV Criteria

9.) (A) What value is the basis in CB legislation regarding property valuation of cover

assets?

Mortgage lending value

E Market value
No explicit provision in CB legislation
Other
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Directive (EU) 2019/2162 on the Issue of Covered Bonds and Covered
Bond Public Supervision

Article 6 - Eligible cover assets

5. Member States shall lay down rules on the methodology and process for the valuation of
physical collateral assets which secure assets as referred to in points (a) and (b) of
paragraph 1. Those rules shall ensure at least the following:

(a) for each physical collateral asset, that a current valuation at or at less than market value or
mortgage lending value exists at the moment of inclusion of the cover asset in the cover
pool;

(b) that the valuation is carried out by a valuer who possesses the necessary qualifications,
ability and experience; and

(c) thatthe valueris independent from the credit decision process, does not take into account
speculative elements in the assessment of the value of the physical collateral asset, and
documents the value of the physical collateral asset in a transparent and clear manner.
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Digitalisation
EBA/GL/2020/06 - Guidelines on loan origination and monitoring

7.4 Criteria for advanced statistical models for valuation

236. Institutions should set out, in their policies and procedures, the criteria for using advanced statistical models for the
purposes of valuation, revaluation and monitoring the values of collateral. [...]

237. Institutions should ensure that the advanced statistical models used are:

a. property and location specific at a sufficient level of granularity (e.g. postcode for immovable property collateral);
b. valid and accurate, and subject to robust and regular backtesting against the actual observed transaction prices;
c. based on a sufficiently large and representative sample, based on observed transaction prices;

d. based on up-to-date data of high quality.

238. When using these advanced statistical models, institutions are ultimately responsible for the appropriateness and
performance of the models, and the valuer remains responsible for the valuation that is made using an advanced statistical
model. Institutions should understand their methodology, input data and assumptions of the models used. Institutions
should ensure that the documentation of models is up to date.

239. Institutions should have adequate IT processes, systems and capabilities in place and sufficient and accurate data for
the purposes of any statistical model-based valuation or revaluation of collateral.
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Digitalisation
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Automated valuation models
(AVMs): implications for the
profession and their clients

Global
April 2022
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“As we will see, AVMs are well
established in many jurisdictions for many
asset types in addition to residential
property. Like so many advances in data
and technology, AVMs present both
opportunities and risks for all
stakeholders who produce or rely on the

concept of ‘value’.
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Discussion
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Digitalisation — its chances and limits for the valuation process (commercial vs.
residential properties)

Feasibility of fully automated valuation

Role of the valuer

24 CECBC, Warsaw, Panel IV, Valuation Vdp



ESG Factors — European Regulation (Selection)

EU Taxonomy
Classification of economic activities economic activities and determination

when these are environmentally sustainable
Guideline for investors regarding environmental sustainability when

financing economic activities

EBA Report on management and supervision of ESG risks for credit institutions

and investment firms
ECB-Guide on climate-related and environmental risks

EBA-Guidelines on Loan Origination and Monitoring

The Energy Performance of Buildings Directive (EPBD) — revision 2022

vdp
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Weather and Climate Related Hazards
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Source: BBSR-Online-Publikation Nr. 04/2019 (bund.de)
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https://www.bbsr.bund.de/BBSR/DE/veroeffentlichungen/bbsr-online/2019/bbsr-online-04-2019-dl.pdf;jsessionid=3C4D2C203CA45830A29D2CBFAFED13B9.live11294?__blob=publicationFile&v=2.pdf
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cussion

Importance of the ESG-issue to investors and private buyers
Impact on property prices
Reflection of ESG in the value

Role of the valuer — valuation and risk management
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