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Model 1

Covered Bond issuer as completely specialised funding institute:
France, Ireland, Norway, Switzerland

parent » Origination and servicing of eligible assets
bank and management of covered bond issuing
institute by parent bank

» Funding institute has no other function than

transfer of acquisition of holding eligible assets
eligible ;o
assets eligible assets » [ssuer has bank status
i payment of » Issuance governed by special legal framework
Covered p“?nctlg:s‘;nd > Issuer has no or nearly no staff
Bond « ~ investor > Decisive = insolvency segregation of
issuer purchase CB issuer from parent bank
of Covered
Bonds » CB issuer capable of acting despite of parent

bank’s insolvency?
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Model 2
Covered Bond issuer is specialized bank by law:
Hungary, Luxemburg, Poland, Denmark
Covered Bond issuer
payment of non-eligible assets payment of
principal and principal and
interest interest
borrowers ’ eligible assets < > investors
grants loans purchase of
Covered Bonds
» Issuer originates, services and funds eligible business
» Loan origination restricted by law to mortgages and public-sector loans
» Issuer has bank status
» Issuance governed by special legal framework

>

Decisive = insolvency segregation of cover assets from insolvency estate
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Model 3

Covered Bond issuer is universal bank with qualified Covered Bond license:
Austria, Finland, Germany, Iceland, Latvia, Slovenia, Sweden

Covered Bond issuer

payment of payment of
principal and principal
interest and interest
- " eligible - "
IT rs ) investors
borrowers assets purchase
grants of
loans Covered
Bonds

Issuer originates, services and funds eligible and non-eligible business
license granted only to banks complying with legal license requirements
Strict eligibility criteria apply to eligible cover assets

Issuance governed by special legal framework

vV V V V V

Decisive = insolvency segregation of cover assets from insolvency estate
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Model 4

Covered Bond issuer as universal bank without qualified license:
Bulgaria, Czech Republic, Greece (?), Lithuania, Portugal, Spain, Slovakia

Covered Bond issuer

payment of pgyment of
principal and principal and
interest _ interest
> eligible
assets
purchase

grants of Covered
loans Bonds

v

borrowers investors

A

Issuer originates, services and funds eligible and non-eligible business
Strict eligibility criteria apply to eligible cover assets

Issuance governed by special legal framework

YV V VYV V

No issuing license required or license granted without any requirements

» Decisive = insolvency segregation of cover assets from insolvency estate
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Model 5

Covered Bond issuer using SPV to achieve insolvency segregation of cover assets:
Italy, Netherlands, UK

transfer
of assets legally separated
> company
Covered Bond purchase
. of assets ) o )
1SSuer  Covered Bond issuer originates, services and
funds eligible & non-eligible loans
 Transfer of assets onto legally separated
entity (SPV without bank status)
payment of principal purchase of  Legally separated entity guarantees payment
and interest Covered Bonds of princjpa] and interest
« If insolvency segregation not governed by
special legal framework but based on general
investors law:

— Special public supervision covering legal
structure ?

— Legal structure disclosed in detail to public?
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Pooling Models in Europe

Polish Mortgage Credit Foundation: Il New EU Forum Mortgage Financing & Funding —
Single European Mortgage Market, Cracow, 24 / 25 May 2007

Summary published in ECBC, European Covered Bond Fact Book 2008, pp. 40-48
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Fundamental question: what does ,,covered” mean?

purpose = transformation of cover assets into covered bonds (securitisation)

cover assets = covered bonds
N N
* quality of assets designation of cover assets to
- management of holders of covered bonds
. . 4
- interest rate risks - segregation of cover assets
- liquidity risks from originator’s other assets in case

: : of insolvency of originator
- operational risks

« bankruptcy remoteness of

cover assets and covered bonds
{1
timeliness of payment realistic?

4

The less covered bond issuers are legally specialised, the more and detailed
regulations their covered bonds need in order to achieve clear segregation and
bankruptcy remoteness and to convince capital markets of it.
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Recap: First amendment of the
Ptandbrief Act March 2009

eliquidity reserve
*Bundesbank

Liquidity

«additional collateral
public sector lending: limited to Credit Quality Step 1

Credlt.- «banks: -limited to Credit Quality Step 1
worthiness -regional restrictions
-Senior exposures
Trans- «annual maturity buckets of 1 -5 years
parency
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Segregation principle

creditors

¢ insolvency
issuer administrato

insolvency

other

other assets -— .
creditors

Pfandbrief bank

other assets
administrato
~ Amendment 2010
mortgage loans ~ <+———— Mortgage Pfandbrief U
loans to public loans Public P db . bank
. —| .
institutions i;OstIi)tllllkt)iléis Pfandbrief f ClH. I Ief . ankxs
> with limited
. Ship y 71
w ship loans PEEN—— business activity
aircraft loans <«——  Aijrcraft Pfandbrief

= Pfandbrief does not accelerate

= Pfandbrief and cover assets are exempt from the insolvency estate
Amendment 2010 = =| Bank license upheld for each Pfandbrief bank with limited business activity

= Cover pool administrator
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Main themes

» Strengthening legal competencies of the cover pool
administrator
— Basis for access to central bank liquidity
— Access to minimum reserve held at central bank
— Nomination of the cover pool administrator conditional to
approval of Pfandbrief bank when helfpul for transfer of
cover pools and Pfandbriefe to another Pfandbrief bank

» Bank license stays valid for ,Pfandbrief bank with limited
business activity”
—  Cover pool administrator may issue Pfandbrief that rank
pari passu with other issues
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Main themes continued

» Concretization of the role of the cover pool monitor
—  Function on stay when cover pool administrator is
nominated
— Liability limited up to 1T mn €
* Insurance permitted, but participation
— Remuneration owed by issuer, not by BaFin as today, but
amount determined by BaFin

» Disclosure requirements further detailled
—  Quarterly data according to Art 28 Pfandbrief Act to be
published within a month's time span and two months for
fourth quarter respectively
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2010 amendments in a nutshell

» Improved comprehensibility of requlations on protection of
Pfandbrief holders in case of issuer insolvency

» Bank license remains in force for
,Pfandbrief bank with limited business activity"
by operation of law

» Pfandbrief issuance permitted for the cover pool administrator
in order to bridge potential inherent liquidity mismatches of
cover pools
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Member Institutions of the Association of German Pfandbrief Banks
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Member Institutions of the Association of German Pfandbrief Banks

DG  DEUTSCHE/HYPO

Deutsche
deutsche apotheker- Genossenschafts-
und arztebank Hypothekenbank HYP Ein Unternehmen der NORD/LE
Disseldorfer .m xo
o ]
T
L]

Hypothekenbank

Landesbank Baden-Wirttemberg

I KB ﬂ é Kreissparkasse
Kéln
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M7 Postbank
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ET2 WL BANK
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apekaBank

BREM .
LANDESBANK COMMERZBANK ¢
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DEXIA

Kommunalbank
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Pf ~brief Contact

Association of German Fon +49 30 20915-100
Pfandbrief banks (vdp) Fax +49 30 20915- 119
@: info@pfandbrief.de
Homepage www.pfandbrief.de
Tokio liaison office: Fon +81 3 5532-8921
International Financial Fax +81 3 5532-8367

C Iting K.K. (IFC
onsulting (IFC) @: h.takee@pr-liaison.com

New York liaison office: Fon +1 646 6430390
gk communications Fax +1 646 1061295

@: gisela.keller@pfandbrief.us
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