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Topics to be discussed

[ Current status of national implementation ]
[ CBD Article 30 — Transitional provisions ]
[ CRR Article 129(1) - Transitional provisions ]
[ CBD Article 27 - Labelling ]

[ Liquidity buffers & overcollateralization - post insolvency ]
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Current status of national implementation

One month before the finish line
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Transposition status EU Covered Bond Directive

1.) (new) What is the current status of transposition of the EU Covered Bond

harmonisation into national CB law?

EU CB harmonisation fully implemented and fully in force
EU CB harmonisation fully implemented (including executive/statutory

orders), coming into force at latest on 8 July 2022
Amendments adopted by Pariament
Bl Draft legislation in Padiament
Detailed draft published
Public hearing on fundamental questions (no detailed draft)
Draft not yet published
Bl Not relevant (third country)

Verband deutscher Pfandbriefbanken (vdp), Roundtable Covered Bond Legislation (RT CBL)

~
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CBD Article 30 - Transitional provisions
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Transitional measures — Article 30(1)

Member states shall ensure that covered bonds issued before 8 July 2022
that comply with the UCITS 52(4) requirements as applicable on the date of their

issue, are not subject to the minimum requirements set out in CBD Article 5-12,

15-17 and 19, but may continue to be referred to as covered bonds in accordance
with the CBD until their maturity.

4 )

Member states shall ensure that the competent authorities designated pursuant CBD Article
18(2) monitor the compliance of covered bonds issued before 8 July 2022 with the
requirements of UCITS Article 52(4), as applicable on the date of their issue, as well as with
the requirements of the CBD, insofar as they are applicable.
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The articles subject to grandfathering

Dual recourse and bankruptcy remoteness Covered bond public supervision

Article 4 Ll EeEss Article 18 Public supervision

Bankruptcy remoteness

. . Programme permission
Eligible cover assets

Non-EU assets Article 20 Public supervision in insolvency or resolution
Intragroup structures :
Article 21 Reporting to the competent authority

Joint funding
Cover pool composition Article 22 Powers of the competent authority

ivati : Administrative penalties and remedial
Cover pool derivatives Article 23 p

measures

Segregation of assets I . ) )
Publication of administrative penalties &

remedial measures

Article 24
Article 13 Cover pool monitor

Article 14 Investor information Article 25 Cooperation obligations
Coverage requirements

Article 26 Disclosure requirements
Cover pool liquidity buffer

Extendable maturity structures Article 27 Labelling

~




-O:- Questions
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What are the interpretation issues with CBD Article 30(1)?

What do the words “shall ensure” and “are not subject to” mean?

Does Article 30(1) prohibit member states from applying all provisions from the
CBD to existing covered bonds issued before 8 July 20227

Do the transitional measures provide an incentive for the establishment of new
covered bond programmes?
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Why is CBD Article 30(1) causing problems in some countries?

The wording of Article 30(1) is somewhat misleading and open to different interpretations

Conclusion:

Harmonisation

principal -
based Transitional

measures for “Article 30(1) does not mean it
(Recital 5)

is not allowed to apply all CBD

existing CB articles to existing covered
(Recital 41) bonds.

Member State discretion on Where it only makes sense to
how to regulate certain

aspects in their national apply these provisions to both
covered bond law Covered bonds issued outstanding and new covered
before 8 July 2022 bonds, they may be applied to

should not be affected,
and as such be both groups of covered bonds.

exempted from some

. This is most obvious when there
requirements

Question: is one cover pool securing both
? —_— the covered bonds issued
: . Existing covered
Ensuring existin C
el ionds arg'e bonds are not before 8 July 2022 tand those
not subject to some - allowed to be subject covered bonds issued
to these CBD thereafter.”

CBD requirements .
requirements

Source: vdp, Roundtable Covered Bond Legislation (RT CBL)
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Treatment of tap issues — CBD Article 30(2)

Member states may apply CBD Article 30(1) to tap issues of covered bonds for which the opening of the ISIN is before 8 July 2022 for up
to 24 months after that date, provided that those comply with all the following requirements:

The maturity date of the covered bond is before 8 July 2027

The total issue size of the tap issue made after 8 July 2022 does not exceed twice the total issue size of the
covered bonds outstanding on that date

The total issue size of the covered bond at maturity does not exceed €6bn or the equivalent amount in domestic
currency

@ The collateral assets are located in the member state that applies the transitional measures from CBD Article 30(1) to
tap issues of covered bonds

11
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-O:- Questions
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Which countries allow banks to use the provisions from CBD Article 30(2)?

Will transposition delays increase the use of CBD Article 30(2)?

Could the requirements for tap issues impact covered bond curves?

Are cover pools with broader geographical scope discriminated?
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CRR Article 129(7) - Transitional provisions
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Grandfathering provisions — CRR Article 129(6) and (7)

CRR amendments per Covered Bond Regulation

Article Covered bonds issued before 31 December 2007 shall not
129 ( 6) > be subject to the requirements laid down in CRR Article
129(1), (1a), (3), (3a) and (3b)

Covered bonds issued before 8 July 2022 that comply
) with the requirements of the CRR applicable at the date
Article ’ of their issue shall not be subject to the requirements laid
129(7) down in CRR Article 129(3a) and (3b). They shall be
eligible for preferential treatment under CRR Article
129(4) and (5) until maturity.

Article 129(1)
Article 129(1)(c)
Article 129(1)(d)(ii)
Article 129(1)(f)(ii)
Article 129(1a)a-d
Article 129(1b)
Article 129(1c)
Article 129(1d)

Article 129(3)

Preferential treatment if: 1. Covered bond per
CBD Art(3), 2. CRR Art 129 (1)(a-e),(3, 3a, 3b)

Exposure to credit institutions

Securitisation notes (residential)
Securitisation notes (commercial)

Exposures credit institution - limits

Covered bonds as collateral - exempt 129(1a)
80% LTV limit on loan-by-loan basis
60%/70% LTV limit on loan-by-loan basis
Immovable properties - monitoring
Minimum overcollateralisation

Eligible substitution assets

Article 129(6)

Article 129(7)

Grandfathering covered bonds issued before 31
December 2007

Grandfathering covered bonds issued before 8
July 2022

Article 425(1)
Article 427(1)(b)x

Article 428(1)(h)iii

QUG GGG

Liquidity inflows
Covered bond liabilities

Matched funding




Article 129(7) does not give an exemption for all new provisions

Covered bonds issued before 8 July 2022 would still have to meet the (new) CRR Article 129(1-3) provisions

-

\_

CRR Article 129(1)(c): Eligible exposures credit institutions:

Exposures to credit institutions that qualify for credit quality step
(CQS) 1 or 2, or to CQS 3 where exposures are in the form of: 1.
short-term deposits with an original maturity <100 days used to

meet cover pool liquidity buffer requirements, or 2. CBD Article 11

derivative contracts, where permitted by the competent authority

~

/

-
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CRR Article 129(1c) and 1(d): LTVs on loan-by-loan basis:

The 80% LTV limit for residential property loans, and 60% or 70%
LTV limits for commercial property loans or ship loans, shall apply
on a loan-by-loan basis, shall determine the proportion of the

loan contributing to the coverage of liabilities attached to the

covered bond, and shall apply throughout the entire maturity of

the loan

~

/ CRR Article 129(1a): Limits exposures credit institution: \
-Exposures to CQS 1 credit institutions <15%;
-Exposures to CQS 2 credit institutions <10%;

-Exposures to CQS 3 credit institutions <8% (subject to
consultation EBA on significant concentration);

-Total exposure to CQS 1, 2 or 3 credit institutions <15%;

/

\ -Total exposure to CQS 2 or 3 credit institutions <10%; /

K CRR Article 129(3): Monitoring property values: \
For immovable property and ships collateralizing CRR compliant
covered bonds, CRR Article 208 requirements shall be met, eg on

legal certainty and monitoring property values and property
valuation.

The CRR Art 208(3)(a) monitoring of property values shall be
carried out frequently and at least annually for all immovable

\ properties and ships /

15
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-O:- Questions
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Is grandfathering always possible related to CRR Article 129(3a) and (3b)?

Do the CRR Article 129(7) transitional provisions form an incentive for issuers to
establish new covered bond programmes?

Is the annual monitoring of property values per CRR Article 129(3) an issue for the
risk weight treatment of certain covered bonds?

Should the monitoring of property values be regulated by national law?

16




The issue with the CRR grandfathering provisions

Grandfathering on the level of the covered bond does not work if
old and new covered bonds use the same cover pool

Article 129(3a)
and (3b) refer to
cover assets

Cover pool

Article 129(7)

refers to

%E covered bonds

Covered bonds
issued after 8 July
2022

Covered bond
issued before
July 2022

|

\

Conclusion

“Where the covered bond legislation does not provide
for the opening of new cover pools but instead assumes

the continuation of existing cover pools, active covered

bond programmes cannot benefit from the
grandfathering provision of Article 129(7) CRR, and
therefore also need to fulfil the requirements of Article
129(3a)
and (3b) CRR for outstanding covered bonds”

Source: vdp, Roundtable Covered Bond Legislation (RT CBL)
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Consequences if the same cover pool secures old and new bonds

Provisions impacting cover assets should apply to both

Examples

New overcollateralization
requirements

: | f New liquidity buffer
requirements

@} New asset eligibility
A .
A requirements

Provisions impacting liabilities may apply only to new bonds

Example

— New requirements for
extendible maturities

l But...

... consequences for labelling, not for
preferential regulatory treatment

Article 17 CBD fulfilled
Labelling European Covered

Bond (Premium) is allowed
ond (Premium) is allowe Article 17 CBD not fulfilled

T—O Labelling European Covered
Bond (Premium) is not
allowed

18




CBD Article 27 - Labelling
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EU covered bond labels

Eligibility for preferential treatment does not by definition make a covered bond an EU Covered Bond (Premium)

. \ CBD Articl
CBD Article 27(1): 3(1) co:n:eil
The label ‘European Covered bond
Bond’ can only be used for
covered bonds that meet the CBD CRR eligible
requirements G European
bene Covered Bond
European
Covered
Bond
| CBD Article 27(2): (premium)
The label ‘European Covered Bond
(Premium)’ can only be used for
covered bonds that meet the CBD
and amended CRR requirements

J

Competent authorities have to publish on their websites a list of covered bonds allowed to use e T
CBD Article 26  the European Covered Bonds label or the European Covered Bonds (Premium) label. = {‘
The EBA has to be notified by this list on an annual basis

/—______‘\
NS
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-O:- Questions
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How do the transitional measures impact the labelling of covered bonds?

Are there situations where, due to the transitional measures, covered bonds
(existing versus new) will not be able to use the same label?

Can a covered bond benefit from preferential risk weight treatment, even if it is
not able to use the European Covered Bond (Premium) label?

Please explain your country’s situation via the scheme on the next slide

21




Transitional measures versus Labelling provisions

Does the covered bond comply with
the CBD?
(without transitional measures)

Yes No e ————— -
s ~ " No CBD Art (3)(1) covered bond / \:
Was.the covered bond No Are the new CRR Article Was the covered bond No |  No CRR preferential treatment/ !
issued before 129 requirements met? issued before i No EU Covered Bond / !
8 July 2022? 8 July 2022? ) . No EU Covered Bond (Premium) ,=
| N Yes | Yes T T :
f’ CBD Art (3)(1) covered bond / ‘: CBD Art (3)(1) covered bond / ( _ ) No
i No CRR preferential treatment / | CRR preferential treatment / Does CBD Article 30(1)
Yes | EU Covered Bond / ] EU Covered Bond / apply?
l\ No EU Covered Bond (Premium) ,: EU Covered Bond (Premium) - y J
------------------------------ es
Are the new CRR Article CBD Art (3)(1) coveredbond / |
Does CRR Article 129 (6) or 129 requirements met, or No CRR preferential treatment / |
(7) apply? does CRR Article 129 (6) or No EU Covered Bond / i
(7) apply? No EU Covered Bond (Premium)
LYeS I_ Yes o TTTTTTTTTTTTTmTTTTTImTTTT }
E’ CBD Art (3)(1) covered bond / \: {’ CBD Art (3)(1) covered bond / \}
: CRR preferential treatment / i i CRR preferential treatment / i
I EU Covered Bond / : : No EU Covered Bond / ]
:\~ No EU Covered Bond (Premium) ,,' '\\ No EU Covered Bond (Premium) ,}




Liquidity buffer and overcollateralisation

requirements in a post insolvency situation
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Overcollateralisation and liquidity requirements

Until when is it necessary to meet these requirements?

CBD Article 16 on liquidity buffering

Cover poolincludes at all times a liquidity
buffer of liquid assets...

...covering the net liquidity outflow of the
covered bond programme

CRR Article 129(3a) on overcollateralisation

-

Basic overcollateralisation provisions*

~

In addition to being collateralised by CRR eligible cover assets,
covered bonds are subject to a minimum overcollateralisation of 5%

180 calendar days

180 DAYS The cover pool liquidity buffer shall cover the
maximum cumulative net liquidity outflow for

Liquid assets are segregated in line with
Directive’s asset segregation provisions

(statutory, contractual and voluntary). /

-

Nominal

Nominal amount
amount all 2 outstanding
cover assets covered

bonds

* Member states may set lower minimum overcollateralisation level > 2% on a nominal basis, if
a) underlying risk of assets is considered, or b) valuation assets is based on mortgage lending value

24
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Until when is it necessary to meet the liquidity buffer requirements?

Until when is it necessary to meet the overcollateralization requirements?

What are the consequences of not meeting these requirements in a post
insolvency situation for the preferential treatment of the covered bonds?

25




The consequences of a post-issuer insolvency breach

Covered bond issuer
is solvent

and timely payment of the covered bonds, including in the event of issuer

Overcollateralisation and liquidity buffer requirements aim at ensuring full
insolvency M

o Covered bond issuer
becomes insolvent
insolvency procedure, if the overcollateralisation and liquidity buffers are used to

Overcollateralisation and liquidity buffer requirements may not be upheld in an 2@
meet all payment obligations in time

Covered bonds will likely not be treated as CBD and/or

CRR compliant, if they do no longer have sufficient
overcollateralization and liquidity buffer

Source: vdp, Roundtable Covered Bond Legislation (RT CBL)
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Disclaimer

This report has been prepared on behalf of ING (being for this purpose the commercial banking business of ING Bank NV and certain of its subsidiary companies) solely for the information of its
clients. ING forms part of ING Group (being for this purpose ING Groep NV and its subsidiary and affiliated companies). It is not investment advice or an offer or solicitation for the purchase or sale of
any financial instrument. While reasonable care has been taken to ensure that the information contained herein is not untrue or misleading at the time of publication, ING makes no representation
that it is accurate or complete. The information contained herein is subject to change without notice. ING Group and any of its officers, employees, related and discretionary accounts may, to the
extent not disclosed above and to the extent permitted by law, have long or short positions or may otherwise be interested in any transactions or investments (including derivatives) referred to in this
rePort. In addition, ING Group may provide banking, insurance or asset management services for, or solicit such business from, any company referred to in this report. Neither ING Group nor any of its
officers or employees accepts any liability for any direct or consequential loss arising from any use of this report or its contents. Copyright and database rights protection exists in this report and it
may not be reproduced, distributed or published by any person for any purpose without the prior express consent of ING. All rights are reserved. Any investments referred to herein may involve
significant risk, are not necessarily available in all jurisdictions, may be illiquid and may not be suitable for all investors. The value o?, or income from, any investments referred to herein may ¥Iuctuate
and/or be affected by changes in exchange rates. Past performance is not indicative of future results. Investors should make their own investigations and investment decisions without relying on this
report. Only investors with sufficient knowledge and experience in financial matters to evaluate the merits and risks should consider an investment in any issuer or market discussed herein and other
persons should not take any action on the basis of this report. Clients should contact analysts at, and execute transactions through, an ING entity in their home jurisdiction unless governing law
permits otherwise. Additional information is available on request. Country-specific disclosures: EEA: This report constitutes “investment research” for the purposes of the Markets in Financial
Instruments Directive and as such contains an objective or independent explanation of the matters contained herein. Any recommendations contained in this report must not be relied on as
investment advice based on the recipient’s personal circumstances. If further clarification is required on words or phrases used in this report, the recipient is recommended to seek independent legal
or financial advice. Hong Kong: This report is distributed in Hong Kong by ING Bank N.V., Hong Kong Branch which is licensed by the Securities and Futures Commission of Hong Kong under the
Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) (“SFO”). This document does not constitute a solicitation or an offer of securities or an invitation to the public within the
meaning of the SFO. This report is to be circulated only to ”professiona% investors” as defined in the SFO. Italy: This report is issued in Italy only to persons described in Article No. 58 of Consob
Regulation No. 16190. Singapore: This document is provided in Singapore by or through ING Bank N.V., Singapore Branch and is provided only to accredited investors, expert investors and institutional
investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289. If you are an accredited investor or expert investor, please be informed that in ING’s dealings with you, ING is relying on
the following exemptions to the Financial Advisers Act, Cap. 110 (“FAA”): (1) the exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts ING from complying with
Section 25 of the FAA on disclosure of product information to clients; (2) the exemption set out in Regulation 34 of the FAR, which exempts ING from complying with Section 27 of the FAA on
recommendations; and (3) the exemption set out in Regulation 35 of the FAR, which exempts ING from complying with Section 36 of the FAA on disclosure of certain interests in securities. United
Kingdom: This report is issued in the United Kingdom by ING Bank N.V., London Branch only to persons described in Articles 19, 47 and 49 of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 and is not intended to be distributed, directly or indirectly, to any other class of persons (including private investors). United States: Any person wishing to discuss this report or
effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility
for the distribution of this report in the United States under applicable requirements. The distribution of this report in other jurisdictions may be restricted by law or regulation and persons into whose
possession this document comes should inform themselves about, and observe, any such restrictions.
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