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Sovereign risk remains a critical factor for covered bonds as well

A ranking of factors impacting covered bond evaluations Trend

Sovereign creditworthiness

Issuer creditworthiness (incl. systemic bank support)

Quiality of legal/structural framework
(incl. systemic product support)

Cover pool quality
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The result: Covered bond ratings on a downtrend

The example of Moody’s
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An interlinked network
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Sovereign credit pressure affects covered bonds through various channels
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Public-sector credit risk has never been zero

Aggregated pool statistics of vdp member banks
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Amount of public-sector claims in arrears for at least 90 days
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Credit risks vs. refinancing risks

B Market Risk

Collateral Risk
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A paradigm shift

Public-sector covered bonds have fallen victim to the crisis
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Public-sector covered bonds
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Domestic versus international pools: concentration versus diversification risks

Mainly domestic pools, e.q.

BAWAG, Erste Group, UniCredit,
Hypo NOE
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Santander, BBVA, CaixaBank
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Mainly international pools, e.q.

Eurohypo, pbb, Dexia, DG Hyp,
DissHyp, HSH, Postbank, MUHyp etc.

DEPFA, EAA
DexMA, CFF, BNP

Eurohypo, EEPK, NORD/LB, HPBI



Mortgage covered bonds

Hidden risks in German Mortgage Pfandbriefe?

Cover pool Transparency

Additional -
cover assets

Mortgages \/
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What kind of assets qualify for these supplementary cover categories?

Public-sector bonds and bank bonds included

1)

2)
3)
4)

5)
6)

7)
8)

Debt instruments of the German Bund, its special funds, a
German state, an EEA country, Switzld., USA, Canada,
Japan or certain internat. develop. banks (incl. guartd debt)

Deposits with the ECB and EU central banks
Claims against the ECB and EU central banks

Non-subordinated deposits at suitable credit institutions

Claims against suitable credit institutions (max. per
institution: 2% of the respective Pfandbriefe outstanding)
Other regular cover assets of public-sector Pfandbriefe

(but: bonds only)
Equalization claims converted into bearer bonds

Other cover assets eligible as ECB repo collateral

Legal basis (PfandBG)

Volume limit

Substitute cover

Mortgage Pfandb.

v

AN

v
v

§19(1)

1)+3)+5): max. 10%
of mtg. Pfandb.;
1)+3)+5)+6): max.

20% of mtg. Pfandb.
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Excess Liquidity
Pub.-sec. Pfandb. cover cover
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5): max. 10% of 1)+2)+4): at 1)+2)+4)+8):

outstanding least 2% O/C at least
public-sector on present 180-day
Pfandbriefe value basis buffer
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Additional cover assets can represent large and volatile pool shares

Larger fluctuations should be mainly due to 180-day liquidity coverage requirement

20% -
18% -
16% -
14% -

=4 II s Te | T, Tgl|af

=i

8% -
6% -
4% -
2% -

H
H
|
=
H
K
=

O % I I I I I I I I I I I I

Aareal
apoBank
BayernLB
Berlin Hyp
Coreal
DG Hyp
Dt. Bank

. Pfandbk
Dt. Postbk
DussHyp
Eurohypo
Haspa
Helaba
HSH

ING DiBa
LB Berlin
LBBW
MUHyp
NordLB
SEB
UniCredit
Valovis
Westimmo
WL Bank

SpKadlnBonn

Dt

Share of undisclosed, additional cover assets in selected issuers' mortgage Pfandbrief pools as at 30-Sep-2011
== Range of quarterly values since 31 December 2010

Source: Banks, vdp, Commerzbank Research

Ted Packmohr | Central European Covered Bond Conference - Budapest | November 2011

Wustenrot

10



COMMERZBANK

Topical issues

What is allowed to go into the pool?

Eligibility of EU sovereign debt is typically solely tied to a regional definition:
- No link to creditworthiness

- No exclusion of countries subject to default / restructuring.

How are the pool assets accounted for?

The fluctuations in market price and liquidity of government bonds are not reflected within the typical
cover calculations:

- Nominal coverage

- (Artificial) present-value coverage.
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Potential alternatives (1)

Introducing rating triggers

Rating requirements could help safeguarding a minimum quality of public-sector cover pools
- Minimum rating per asset

- Partial accounting depending on rating thresholds (see e.g. ABS haircuts in France)

- Limiting the pool share of assets of certain rating classes overall.

Issues to discuss:

- Would the legislators want to stipulate a credit differentiation among European sovereigns while
several other regulatory frameworks still treat them on equal terms?

- Should we increasing the influence of rating agencies further? Problem of cyclicality.

- There are plans to forbid the publication of ratings for countries under the bail-out scheme. How to
deal with such a scenario?

- How should sub-sovereign debt be accounted for, which holds no rating at all?
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Potential alternatives (2)

Adjusting cover calculations

Closer alignment of cover calculations with market movements / risks

- Introducing tighter limits on asset/liability mismatches

- Moving from artificial present-value cover calculations towards market prices
- VAR limit

Issues to discuss:

Collateral requirements would become more volatile, tying more capacity in pool management and
surveillance (trustee)

Probably additional safety cushion in the form of higher over-collateralisation required

Determining fair market prices may not always be straightforward (depending on asset liquidity)

In line with the general covered bond concept? (cover pool = buy-and-hold portfolio)
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Today’s panellists

Susanne Matern
Senior Director — European Structured Finance & Covered Bonds, Fitch Ratings

Reinolf Dibus
Managing Director, Eurohypo Luxembourg

Michel Stubbe
Head of Financial Operations Services Division, ECB

Tobias Friedrich Andres
Managing Director, pbb Deutsche Pfandbriefbank
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This document has been created and published by the Corporates & Markets division of Commerzbank AG, Frankfurt/Main or Commerzbank’s group companies mentioned in the document. Commerzbank Corporates
& Markets is the investment banking division of Commerzbank, integrating research, debt, equities, interest rates and foreign exchange.

The relevant research analyst(s), as named on the front cover of this report, certify that (a) the views expressed in this research report accurately reflect their personal views about the securities and
companies mentioned in this document; and (b) no part of their compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or views expressed by them contained in
this document. The research analyst(s) named on this report are not registered / qualified as research analysts with FINRA. The research analyst(s) may not be associated persons of Commerz Markets
LLC and therefore may not be subject to NASD Rule 2711 and incorporated NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a
research analyst.

It has not been determined in advance whether and in what intervals this document will be updated. Unless otherwise stated current prices refer to the most recent trading day’s closing price.

Conflicts of interest:
Disclosures of potential conflicts of interest relating to Commerzbank AG, its affiliates, subsidiaries (together “Commerzbank”) and its relevant employees with respect to the issuers, financial
instruments and/or securities forming the subject of this document valid as of the end of the month prior to publication of this document*: --

Please refer to the following link for disclosures on companies included in compendium reports or disclosures on any company covered by Commerzbank analysts:
https://cbcm.commerzbank.com/en/site/research/equity/disclaimer/index.jsp *
*Updating this information may take up to ten days after month end.

Ratings and definitions

Our fundamental equity analysts rate shares on an absolute basis using a 6-month target price. A Buy rating implies potential share price upside of more than 15%. An Add rating reflects potential share price upside of
between 5% and 15%. A Hold rating is given when implied upside or downside is within 5% of the current share price. A Reduce rating implies potential downside of between 5% and 15%. A Sell rating implies potential
share price downside of more than 15%. For more information pleaser refer to: https://cbcm.commerzbank.com/en/site/research/equity/ratingsanddefinitions/index.jsp

Explanation of valuation parameters and risk assessment

Unless otherwise stated, target prices are based on either absolute valuation methods (discounted cash flow, absolute multiple) or comparable peer multiples, or a combination of both. The result of this fundamental
valuation is adjusted to reflect the analyst's view on the likely development of investor sentiment and its impact on the share price. Whichever valuation method is used there is a significant risk that the target price will
not be achieved. Risk factors include, but are not limited to, unforeseen changes in competitive pressures, the level of demand for the company’s products, management, technology, the level of economic activity,
interest rates, operating and/or material costs, consumer tastes, regulation, exchange rates and taxation. Investment in overseas markets and instruments such as ADRs can result in increased risk from factors such
as exchange rates, exchange controls, taxation, political and social conditions.

Disclaimer

This document is for information purposes only and does not take account of the specific circumstances of any recipient. The information contained herein does not constitute the provision of investment advice. It is
not intended to be and should not be construed as a recommendation, offer or solicitation to acquire, or dispose of, any of the financial instruments and/or securities mentioned in this document and will not form the
basis or a part of any contract or commitment whatsoever.

The information in this document is based on data obtained from sources believed by Commerzbank to be reliable and in good faith, but no representations, guarantees or warranties are made by Commerzbank with
regard to accuracy, completeness or suitability of the data. The opinions and estimates contained herein reflect the current judgement of the author(s) on the data of this document and are subject to change without
notice. The opinions do not necessarily correspond to the opinions of Commerzbank. Commerzbank does not have an obligation to update, modify or amend this document or to otherwise notify a reader thereof in the
event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.

The past performance of financial instruments is not indicative of future results. No assurance can be given that any financial instrument or issuer described herein would yield favourable investment results. Any
forecasts or price targets shown for companies and/or securities discussed in this document may not be achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate
actions, the unavailability of complete and accurate information and/or the subsequent transpiration that underlying assumptions made by Commerzbank or by other sources relied upon in the document were
inapposite.

Neither Commerzbank nor any of its respective directors, officers or employees accepts any responsibility or liability whatsoever for any expense, loss or damages arising out of or in any way connected with the use of
all or any part of this document.
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